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BANKING  ACT  OF  1935 


friday,  apbxl  19,  1935 

United  States  Senate, 
Subcommittee  of  the  Committee  on 

Banking  and  Currency, 

Washington,  D.  G. 
The  subcommittee  met,  pursuant  to  call,  at  10 :  30  a.  m.,  in  room 
301,  Senate  Office  Building,  Senator  Carter  Glass  presiding. 

Present:  Senators  Glass  (chairman  of  the  subcommittee),  Bulk- 
ley,  Byrnes,  Townsend,  Couzens,  and  Cutting. 
Present  also:  Senator  Fletcher. 

Senator  Guss  (chairman  of  the  subcommittee).  The  committee 
will  please  come  to  order. 

Senator  Fletcher.  Mr.  Chairman,  it  might  be  appropriate  at  the 
beginningof  your  hearings  today  to  insert  a  letter  which  I  received 
from  the  President  on  February  4,  1935 ;  and  following  that,  the  bilL 
I  think  that  is  desirable. 

Senator  Glass.  I  think  that  would  be  desirable. 
Senator  Fletcher.  So  I  will  ask  to  have  inserted  this  letter  ad- 
dressed to  me. 

Tax  Whiti  Houhb, 
Wathington,  February  J,  1995. 
Hon.  Dotioan  D.  Flbtchbb, 

Chairman  Banking  and  Currency  Committee, 

United  States  Senate,  WatKinalon,  D.  0. 
Mt  Dtu  Mi.  Chaiimak  :  I  have  hnd  a  number  of  conferences  regarding 
three  banking  matters  which  are  to  some  extent  Interrelated  and  which  affect 
the  Federal  Deposit  Insurance  Corporation,  the  Federal  Reserve  System,  and 
the  Office  of  the  Comptroller  of  the  Currency.  I  have  discussed  these  matters 
with  Mr.  Leo  T.  Cromley,  Chairman  of  the  Federal  Deposit  Insurance  Corpora- 
tion ;  Mr.  Marrlner  8.  Eccles,  Governor  of  the  Federal  Reserve  Board ;  and  Mr. 
J.  F.  T.  O'Connor,  Comptroller  of  the  Currency.  I  have  asked  the  representa- 
tives of  the  various  departments  and  agencies  affected  \o  give  consideration  te 
the  matters  discussed. 

For  the  Information  of  your  committee  they  have  prepared  a  tentative  draft 
of  legislation  and  I  am  asking  the  gentlemen  named  to  Rive  the  benefit  of  the 
results  of  their  discussions  to  you  as  Chairman  of  the  Banking  and  Currency 
Committee  of  the  Senate. 

I  shall  be  glad  to  have  you  call  them  before  your  committee  for  further 
information  if  you  desire. 
Very  sincerely  yours, 

riANKUN  D.  ROMBVFXT. 

Senator  Fletcher.  I  assume  a  similar  communication  was  ad- 
dressed to  Mr.  Steagall,  chairman  of  the  Banking  and  Currency 
Committee  of  the  House;  and  on  February  5  Mr.  Steagall  intro- 
duced the  bin  in  the  House.  The  Senate  was  in  recess  on  that  day, 
and  on  February  6  I  introduced  the  bill  in  the  Senate,  which  may 
be  mat  forth  in  your  record  as  the  pending  bill. 

Senator  Glass.  Yes. 

n»™  vGooglc 


2  BANKING   ACT   OP   1935 

(The  bill,  S.  1715,  is  made  a  part  of  the  record,  in  full,  as  fol- 
lows :) 

[8.  1713,  74th  Code..  1st  smb.] 

n  of  the  banking 

Be  it  enacted  frji  the  Senate  and  Bouse  of  Representative*  of  the  United 
State*  of  America  in  Congress  assembled.  This  Act  may  be  cited  us  the  "  Bank- 
ing Act  of  1935." 

Title  I 

Section  1-B  of  the  Federal  Reserve  Act,  as  amended  (U.  8.  C,  Supp.  VII, 
title  12,  sec.  2G4),  ia  further  amended  as  follows: 

1.  By  striking  out  subsection  (a)  and  Inserting  In  lieu  thereof  the  following: 
"(a)  There    is   hereby    created   a    Federal    Deposit    Insurance   Corporation 

(hereinafter  referred  to  as  the  'Corporation'),  which  shall  insure,  as  herein- 
after provided,  the  deposits  of  all  banks  which  are  entitled  to  the  benefits 
of  Insurance  under  this  section,  and  which  shall  have  the  right  to  exercise  all 
powers  hereinafter  granted." 

2.  By  adding  at  the  end  of  subsection  (b)  the  following: 

"  In  the  event  of  a  vacancy  in  the  office  of  (he  Comptroller  of  the  Currency, 
and  pending  the  appointment  of  bis  successor,  the  Acting  Comptroller  of  the 
Currency  shall  be  a  member  of  the  board  of  directors  In  his  place  and  stead. 
In  the  absence  of  the  Comptroller  of  the  Currency  any  Deputy  Comptroller 
of  the  Currency  may,  within  the  limits  prescribed  by  the  Comptroller,  act  as 
a  member  of  the  board  of  directors  in  his  place  and  stead." 

8.  By  inserting  a  new  subsection  to  read  as  follows: 

"(c)  As  used  in  tbis  section — 

"(1)  The  term  '  State  bank'  means  any  bank,  banking  association,  trnst  com- 
pany, savings  bank,  or  other  banking  Institution  which  Is  engaged  In  the  business 
of  receiving  deposits  and  which  Is  Incorporated  under  the  laws  of  any  State  or 
the  Territories  of  Hawaii  or  Alaska  or  which  Is  operating  under  the  Code  of  the 
District  of  Columbia  (except  a  national  bank). 

"<2j  The  term  '  State  member  bank '  means  any  State  bank  which  is  a  mem- 
ber of  the  Federal  Reserve  System,  and  the  term  '  State  nonmeinber  bank '  means 
any  other  State  bank. 

"(3)  The  term  'District  bank'  means  any  State  bank  operating  nnder  the 
Code  of  the  District  of  Columbia. 

"(4)  The  term  'national  member  bank'  means  any  national  bank  located  in 
the  States  of  the  United  States,  the  District  of  Columbia,  or  the  Territories  of 
Hawaii  or  Alaska,  except  a  national  nonmember  bank  as  hereinafter  defined. 

"(5)  The  term  'national  nonmember  bank'  means  any  national  hunk  located 
In  the  Territories  of  Hawaii  or  Alaska  which  is  not  a  inemlier  of  the  Federal 
Reserve  System. 

"(6)  The  term  'mutual  savings  bank'  means  a  bank  without  capital  stock 
transacting  a  savings  bank  business,  the  net  earnings  of  which  Inure  wholly  to 
the  benefit  of  its  depositors  after  payment  of  obligations  for  any  advances  by  its 
organisers. 

"(7)  The  term  'Insured  bank'  means  any  bank  the  deposits  of  which  are 
Insured  in  accordance  with  tbe  provisions  of  this  section,  and  the  term  '  non- 
Insured  bank  '  means  any  other  bank. 

"(8)  The  term  'new  bank'  means  a  new  national  banking  association  or- 
ganized by  tbe  corporation  to  assume  the  Insured  deposits  of  an  insured  bank 
closed  on  account  of  Inability  to  meet  the  demands  of  Its  depositors  and  other- 
wise to  perform  temporarily  the  functions  provided  in  this  section. 

"(i»  The  term  'receiver'  shall  Include  a  receiver,  liquidating  agent,  con- 
servator, commission,  person,  or  other  agency  charged  by  law  with  the  duty 
of  wlndlnn  up  the  affairs  of  a  bank. 

"(10)  The  term  * b^ard  of  directors'  menns  the  board  of  directors  of  the 
corporation. 

"(11)  The  term  'deposit'  means  the  unpaid  balance  of  money  or  Its  equiva- 
lent received  by  a  bank  In  the  usual  course  of  business  and  for  which  It  has 
given  or  is  obligated  to  give  unconditional  credit  to  a  commercial,  checking, 
strings,  time,  or  thrift  Recount,  or  which  Is  evidenced  hy  its  certificate  of 
deposit,  and  trust  funds  as  provided  in  paragraph  <5)  of  subsection   fh)   of 
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this  section,  together  witb  such  other  obligations  of  a  bank  as  the  board  of 
directors  shall  find  and  shall  prescribe  by  Its  regulations  to  be  deposit  lia- 
bilities by  general  usage:  Provided,  That  any  obligation  of  a  bank  which  is 
payable  only  at  an  office  of  the  bank  located  outside  the  States  of  the  United 
States,  the  District  of  Colombia,  and  the  Territories  of  Hawaii  and  Alaska 
shall  not  be  a  deposit  for  purposes  of  this  section  or  be  Included  as  a  part 
of  total  deposits  or  of  an  insured  deposit.  The  board  of  directors  may  by 
regulation  further  define  the  terms  used  In  this  paragraph. 

"(12)  The  term  'insured  deposit'  means  such  part  of  the  net  amount  of 
money  due  to  any  depositor  for  deposits  In  an  insured  bank,  after  deducting 
offsets,  as  shall  not  exceed  the  mailraam  prescribed  by  paragraph  (1)  of  sub- 
section (1)  of  this  section.  Such  amount  shall  be  determined  according  to  such 
regulations  as  the  board  of  directors  may  prescribe.  In  determining  the  amount 
due  to  any  depositor  there  shall  be  added  together  all  deposits  in  the  bank 
maintained  In  the  same  capacity  and  the  same  right  for  his  benefit  either  In  his 
own  name  or  In  the  mimes  of  others,  except  trust  funds  which  shall  be  insured 
as  provided  in  paragraph  (."!)  of  subsection  (h)  of  this  section. 

"(13)  The  term  '  transferred  deposit '  means  a  deposit  in  a  new  bank  or  other 
insured  bank  made  availahle  to  a  depositor  by  the  corporation  as  payment  of 
the  insured  deposit  of  such  depositor  in  a  dosed  bank,  and  assumed  by  such 
sew  bank  or  other  Insured  bank. 

"(14)  The  term  'effective  date'  means  the  date  of  enactment  of  the  title 
containing  this  amendment." 

4.  By  striking  out  In  subsection  (c)  the  following:  "(c)"  and  Inserting  "(d)"; 
by  striking  out  In  said  subsection  (c)  that  part  of  the  third  sentence  following 
the  words  "Federal  Reserve  banks"  In  said  sentence  and  Inserting  a  period; 
by   striking  out   in   subsection    (d)    the   following:  "(d)"   and   the   first   four 
sentences  of  said  subsection   (d)  :  and  by  striking  out  in  the  fifth  sentence  of 
Raid  subsection  the  following:  "class  R";  and  by  Inserting  at  the  end  of  sub- 
jection "(d)"  the  following:  "  The  capital  stock  of  the  corporation  shall  consist 
of  the  shares  subscribed  for  prior  t"  the  effective  date.     Such  stock  shall  be 
without  nominal  or  par  value,  and  shares  issued  prior  to  the  effective  date  shall 
be  exchanged  and  reissued  at  the  rate  of  one  share  for  each  9100  paid  into 
the  corporation  for  capital  stock.    The  consideration  received  by  the  corporation 
*or  the  capital  stock  shall  be  allocated  to  capital  n:  d  to  surplus  in  such  amounts 
aa  the  board  of  directors  shall  prescribe.    Such  stock  shall  have  no  vote  and 
ashall  not  be  entitled  to  the  payment  of  dividends." 

5.  By  striking  out  subsection  (e)  and  Inserting  In  lieu  thereof  the  following: 
"(e)     (1)  Every   operating  member    bank.   Including   a   bank   Incorporated 

•since  March  10,  1933,  licensed  on  or  before  the  effective  date  by  the  Secretary 
«3f  the  Treasury  shall  be  and  continue  without  application  or  approval  an  In- 
»*ured  bank  and  shall  be  subject  to  the  provisions  of  this  section. 

"(2)  After  the  effective  date  any  national  member  bank  authorised  to  com- 

Koence  or  resume  the  business  of  banking.  State  bank  converting  into  a  national 

■member  bank,  or  State  bank  becoming  a  member  of  the  Federal  Reserve  System 

^ahall  be  an  Insured  bank  from  the  time  the  certificate  herein  prescribed  shall  be 

Issued  to  the  Corporation  by  the  Comptroller  of  the  Currency  In  the  case  of 

^such  national  member  bank,  or  by  the  Federal  Reserve  Board  in  the  case  of 

%rach  State  member  bank.    Provided,  That  In  tbe  case  of  an  Insured  bank  ad- 

vnitted  to  membership  in  the  Federal  Reserve  System  or  insured  State  bank  eon- 

'vertlng  Into  a  national  member  bank,  such  certificate  shall  not  be  required,  and 

"tbe  bank  shall  continue  as  an  Insured  bank.     Such  certificate  shall  state  that 

the  bank  Is  authorized  to  transact  the  business  of  banking  in  the  ense  of  a, 

national  member  bank,  or  is  a  member  of  the  Federal  Reserve  System  In  tbe 

vase  of  a  State  member  bank,  and  that  consideration  has  been  given  to  the 

factors  enumerated  In  subsection  (g)  of  this  section." 

6.  By  striking  out  subsection  <f)  and  Inserting  in  lieu  thereof  the  following: 

"(f)  (1)  Every  bank  not  a  member  of  the  Federal  Reserve  System  which 

on  the  effective  date  Is  a  member  of  the  Temporary  Federal  Deposit  Insurance 

Fond  or  of  the  Fund  for  Mutual*  created  pursuant  to  the  provisions  of  an 

Act  approved  June  16,  1938  (48  Stat.  168,  ch.  89),  as  amended  June  16,  1984 

(48  Stat  969,  ch.  646).  sball  be  and  continue  without  application  or  approval 

«n  Insured  bank  and  shall  be  subject  to  the  provisions  of  this  section,  unless 

h)  accordance  with  regulations  to  be  prescribed  by  the  hoard  of  directors  such 

i  t*nk  shall  give  to  the  corporation  within  thirty  days  after  the  effective  data 

1  written  notice  of  its  election  not  to  continue  after  June  30,  1936,  as  an  insured 

I  talk  and  shall  give  to  Its  depositors,  by  publication  or  by  any  reasonable 

I  DiqitzeOsyGOOgle 
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menu,  as  the  board  of  directors  may  prescribe,  not  less  tlian  twenty  days' 
notice  prior  to  J  one  SO,  1835,  of  such  election :  PrwrtdM,  Tbat  any  State  non- 
member  bank  which  was  admitted  to  said  Temporary  Federal  Deposit  Insur- 
ance Fond  or  Fund  for  Mntuals  but  which  did  not  file  on  or  before  the  effec- 
tire  date  of  October  1,  198*.  certified  statement  and  make  the  payment  thereon 
required  by  law  as  It  existed  prior  to  the  effective  date,  shall  cease  to  be  an 
insured  bank  on  Jane  80,  1935:  Provided  further,  That  no  bank  admitted  to  the 
said  Temporary  Federal  Deposit  Insurance  Fund  or  the  Fond  Cor  Mutuala 
prior  to  the  effective  date  shall,  after  June  30,  1935,  be  an  insured  bank  or 
hare  Its  deposits  Insured  by  the  corporation,  if  such  bank  shall  have  perma- 
nently discontinued  Its  banking  operations  prior  to  the  effective  date.  De- 
posits of  the  bank  giving  such  notice  shall  continue  to  be  Insured  until  June 
80,  1935,  and  the  rights  of  the  bank  shall  be  as  provided  by  law  existing  prior 
to  the  effective  date,  and  such  bank  shall  not  be  Insured  by  the  Corporation 
beyond  June  30,  1935. 

"(2)  Until  July  1,  1937,  nny  national  nonmeraber  bank,  on  application  by  the 
bank  and  certification  by  the  Comptroller  of  the  Currency  in  the  manner  pre- 
scribed in  subsection  (e)  of  this  section  and  until  such  date  any  State  non- 
member  bank,  upon  application  to  and  examination  by  the  Corporation  and 
approval  by  the  board  of  directors,  may  become  an  insured  bank.  Before  ap- 
proving the  application  of  any  such  State  nonmeuiber  bank,  the  board  of  direc- 
tors shall  give  consideration  to  the  factors  enumerated  In  subsection  (g)  of  this 
section  and  shall  determine,  upon  the  basis  of  a  thorough  examination  of  such 
bank,  that  its  assets  in  excess  of  its  capital  requirements  are  adequate  to  enable 
It  to  meet  all  of  Its  liabilities  as  shown  by  the  books  of  the  bank  to  depositors 
and  other  creditors." 

7.  By  striking  oat  subsection  (g)  aud  inserting  in  lieu  thereof  the  following: 
"(g)  The  factors  to  be  enumerated  in  the  certificate  required  under  subaec- 

tlon  (e)  and  to  be  considered  by  the  board  of  directors  under  subsection  (f) 
shall  be  the  following:  The  financial  history  and  condition  of  the  bank,  the 
adequacy  of  its  capital  structure,  its  future  earnings  prospects,  the  general 
character  of  Its  management,  the  convenience  and  needs  of  the  community  to 
be  served  by  the  bank,  and  whether  or  not  Its  corporate  powers  are  consistent 
with  the  purposes  of  this  section." 

8.  By  striking  out  subsection  (h)  and  inserting  in  lieu  thereof  the  following: 
"(h)  (1)  The  assessment  rate  shall  be  one-twelfth  of  1  per  centum  per  annum 

upon  the  total  amount  of  the  liability  of  the  insured  bank  for  deposits  (according 
to  the  definition  of  the  term  '  deposit '  In  and  pursuant  to  paragraph  (11)  of  sub- 
section (c)  of  this  section,  without  any  deduction  for  indebtedness  of  depositors) 
based  on  the  average  determined  from  such  total  aa  of  the  close  of  business  on  the 
last  day  of  June  and  the  last  day  of  December  of  eacli  year:  Provided,  That 
the  board  of  directors  from  time  to  time  may  fix  a  lower  rate  or  may  provide 
for  a  refund  or  credit  by  a  percentage  upon  the  last  annual  assessment  rate 
not  exceeding  50  per  centum  thereof,  when  it  finds  that  such  action  will  provide 
or  leave,  as  the  case  may  be,  adequate  revenue  and  reserves  for  the  Corporation 
having  due  regard  to  experience  and  conditions  affecting  banks.  The  rate  or 
percentage  so  fixed  shall  be  applicable  to  all  Insured  banks,  except  that  the 
board  of  directors  on  a  similar  finding,  from  time  to  time,  may  provide  tbat 
the  rate  so  fixed  shall  be  applicable  to  Insured  mutual  savings  banks  only  or 
nay  provide  a  different  rate  applicable  to  mutual  savings  banks  only. 

"(2)  On  or  before  the  15th  day  of  July  of  each  year,  each  Insured  bank  shall 
file  with  the  corporation  a  certified  statement  under  oath  showing  the  total 
amount  of  its  liability  for  deposits  as  of  the  close  of  business  on  the  SOth  day 
of  June  last  preceding  and  shall  pay  to  the  corporation  the  portion  of  the 
annual  assessment  equal  to  one-half  of  the  annual  rate  fixed  t>y  this  subsection 
(h)  multiplied  by  its  said  total  deposits  on  the  date  for  which  such  statement 
la  made.  On  or  before  the  15th  day  of  January  of  each  year  each  insured  bank 
■hall  file  a  like  statement  showing  the  total  amount  of  Its  liability  for  deposits 
as  of  the  close  of  business  <«  the  31st  day  of  December  last  preceding,  and  shall 
pay  to  the  corporation  the  portion  of  the  imnual  assessment  equal  to  one-half 
of  the  annual  rate  fixed  by  this  subsection  (h)  multiplied  by  its  said  total 
deposits  on  the  date  for  which  such  statement  is  made. 

"(3)  Every  bank  which  becomes  an  Insured  bank  after  the  effective  date  and 
act  any  date  more  than  thirty  days  before  the  next  succeeding  last  day  of  June 
«r  December  of  any  year  shall  pay  to  the  Corporation  as  an  initial  assessment 
the  prorated  portion  for  the  period  between  the  date  such  bank  became  an  in- 
sured bank  and  the  next  succeeding  last  day  of  June  or  December,  as  the  cane 
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may  be,  of  an  amount  equal  to  one-half  the  annual  assessment  rate  provided 
In  this  section  multiplied  by  Its  total  deposits  at  the  close  of  business  on  the 
18th  day  after  It  becomes  an  Insured  bank.  Id  all  other  cases  the  Initial  assess- 
ment upon  a  bank  which  becomes  an  insured  bank  after  the  effective  dote  shall 
be  the  assessment  payable  according  to  paragraphs  (1)  and  (2)  of  this  sub- 
section. 

"(4)  Each  bank  which  shall  be  and  continue  without  application  or  approval 
an  Insured  bank  In  accordance  with  the  provisions  of  subsection  (e)  or  (f)  of 
this  section,  shall,  in  lieu  of  all  right  to  refund,  be  credited  with  any  balance  to 
which  such  bank  shall  become  entitled  noon  the  termination  of  said  Temporary 
Federal  Deposit  Insurance  Fund  or  the  Fund  for  Mutuals.  The  credit  shall  be 
applied  by  the  corporation  toward  the  payment  of  the  assessment  next  becoming 
due  from  such  bank  and  upon  succeeding  assessments  until  the  credit  Is 
exhausted. 

"(5)  Trust  funds  held  by  an  insured  bank  in  a  fiduciary  capacity  whether 
held  in  Its  trust  or  deposited  In  any  other  department  or  In  another  bank  shall 
be  insured  subject  to  a  $5,000  limit  for  each  trust  estate  and  when  deposited  by 
the  fiduciary  bank  In  another  insured  bank,  shall  be  similarly  insured  to  the 
fiduciary  bank  according  to  the  trust  estates  represented.  Notwithstanding  any 
other  provision  of  this  section,  such  Insurance  shall  be  separate  from  and  addi- 
tional to  that  covering  other  deposits  of  the  owners  of  such  trust  funds  or  bene- 
flciarles  of  such  trust  estates:  Provided,  That  where  the  fiduciary  bank  deposits 
any  of  such  trust  funds  in  other  Insured  banks,  the  amount  so  held  by  other 
insured  banks  on  deposit  on  the  last  day  of  the  mouth  preceding  the  filing  of 
the  certified  statement  required  by  paragraph  (2)  of  subsection  (h)  of  this  sec- 
tion for  the  purpose  of  such  statement  shall  not  be  considered  to  be  a  deposit 
liability  of  the  fiduciary  bank,  but  shall  be  considered  a  deposit  liability  of  the 
bank  In  which  such  funds  are  so  deposited  by  such  fiduciary  bank.  The  board 
of  directors  shall  have  power  by  regulation  to  prescribe  the  manner  of  reporting 
and  of  depositing  such  funds." 

9.  By  striking  out  subsection  (i)  and  Inserting  in  lieu  thereof  the  following: 

"(1)  (1)  Any  Insured  bank  (except  a  national  member  bank  or  State  mem- 
ber bank)  may,  upon  not  less  than  ninety  days'  written  notice  to  the  Corpo- 
ration, terminate  its  status  as  an  Insured  bank.  Wherever  the  board  of  direc- 
tors shall  find  that  an  insured  bank  or  Its  director-  or  trustees  have  continued 
unsafe  or  unsound  practices  In  conducting  the  business  of  such  bank  or  have 
knowingly  or  negligently  permitted  any  of  its  officers  or  agents  to  violate  re- 
peatedly any  provision  of  this  section  »r  of  any  regulation  made  thereunder, 
or  of  any  law  or  regulation  made  pursuant  to  law  to  which  the  Insured  bank 
is  subject,  the  board  of  directors  shall  first  give  to  the  Comptroller  of  the 
Currency  in  the  case  of  a  national'  hank  or  district  bank,  to  the  authority 
having  supervision  In  case  of  a  State  bank,  and  also  to  the  Federal  Reserve 
Board  In  case  of  a  State  member  bank,  a  statement  of  such  violation  by  the 
bank  for  the  purpose  of  securing  a  correction  of  such  practices  or  conditions. 
Unless  such  correction  shall  be  made  within  such  period  of  time  not  exceeding 
one  hundred  and  twenty  days  as  the  Comptroller  of  the  Currency,  the  State 
authority,  or  Federal  Reserve  Board,  as  the  case  may  be,  shall  require,  the 
board  of  directors,  If  it  shall  determine  to  proceed  further,  shall  give  to  the 
bank  not  less  than  thirty  days'  written  notice  of  intention  to  terminate  the 
status  of  the  bunk  as  an  insured  bank,  fixing  a  time  and  place  for  a  hearing 
before  the  board  of  directors  or  before  a  person  designated  by  It  to  conduct  such 
bearing,  at  which  evidence  may  be  produced,  and  upon  such  evidence  the 
board  of  directors  shall  make  written  findings  which  shall  be  conclusive. 
Unless  the  bank  shall  appear  at  the  hearing  by  a  duly  authorized  representa- 
tive, it  shall  be  deemed  to  have  consented  to  the  termination  of  its  status  aa 
an  Insured  bank.  If  the  board  of  directors  shall  find  that  any  ground  specified 
in  such  notice  has  been  established,  the  board  of  directors  may  order  that  the 
Insured  status  of  the  bank  be  terminated  on  a  date  subsequent  to  such  finding 
and  to  the  expiration  of  the  time  specified  In  such  notice  of  Intention.  The 
Corporation  may  publish  notice  of  such  termination  and  the  bank  shall  give 
notice  of  termination  to  its  depositors,  in  such  manner  and  at  such  time  as  the 
board  of  directors  may  find  necessary  and  may  order  for  the  protection  of  de- 
positors. After  termination  of  the  Insured  Btatos  of  any  bank  under  the 
provisions  of  this  paragraph,  the  Insured  deposits  of  each  depositor  In  the 
Jbank  on  the  date  of  such  termination,  less  all  subsequent  withdrawals,  shall 
continue  for  a  period  of  two  years  to  be  Insured  and  the  bank  shall  continue 
to  pay  to  the  Corporation  assessments  as  in  the  case  of  aa  tawireA  tank.  tat 
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such  period  of  two  years  from  such  termination,  but  no  additions  to  any  de- 
posits or  any  new  deposits  shall  be  Insured  by  the  Corporation,  and  the  bank 
shall  not  advertise  or  hold  itself  out  as  having  insured  deposits  unless  in  the 
same  connection  It  shall  state  with  equal  prominence  that  additions  to  deposits 
and  new  deposits  made  after  the  date  of  such  termination,  specifying  such 
date,  are  not  insured.  Such  bank  shall  In  all  other  respects  be  subject  to  the 
duties  and  obligations  of  an  Insured  bank  for  the  period  of  two  years  from 
snob  termination  and  In  the  event  of  being  closed  on  account  of  Inability  to 
meet  the  demands  of  its  depositors  within  such  period  of  two  years,  the  Corpo- 
ration shall  have  the  same  powers  and  rights  with  respect  to  such  bank  as 
In  case  of  an  insured  bank. 

"(2)  Whenever  the  Insured  Btatus  of  a  member  bank  shall  be  terminated 
by  action  of  the  board  of  directors,  the  Federal  Reserve  Board  in  the  case  of 
a  State  member  bank  shall  terminate  its  niem!>ership  in  the  Federal  Reserve 
System  in  accordance  with  the  provisions  of  section  9  of  the  Federal  Reserve 
Act  and  in  the  case  of  a  national  member  bank  the  Comptroller  of  the  Currency 
shall  appoint  a  receiver  for  the  bank  (to  be  the  Corporation  whenever  the 
bank  shall  be  unable  to  meet  the  demands  of  Its  depositors).  Whenever  a 
member  bank  shall  cease  to  be  a  member  of  the  Federal  Reserve  System,  its 
statute  as  an  insured  hank  shall  without  notice  or  other  action  by  the  board  of 
directors  terminate  on  the  date  of  the  taking  effect  of  the  termination  of 
membership  of  the  bank  In  the  Federal  Reserve  System,  with  like  effect  as  If 
terminated  on  said  date  by  the  board  of  directors  after  proceedings  under 
paragraph    (1)    of  this  subsection    (1). 

"(3)  When  the  liabilities  of  an  Insured  bank  for  deposits  shall  have  been 
assumed  by  another  bank  or  banks,  the  insured  status  of  such  insured  bank 
snail  terminate  on  the  receipt  by  the  Corporation  of  satisfactory  evidence  of 
Such  assumption  with  like  effect  as  If  terminated  on  said  date  by  the  board 
of  directors  after  proceedings  under  paragraph  (1)  of  this  subsection  (I): 
Provided,  That  If  such  bank  gives  notice  of  such  assumption  within  thirty 
days  after  such  assumption  takes  effect  to  Its  depositors,  by  publication  or 
by  any  reasonable  means.  In  accordance  with  regulations  to  be  prescribed  by 
the  board  of  directors,  the  insurance  of  its  deposits  shall  terminate  at  the  end 
of  six  months  from  the  date  such  assumption  takes  effect  and  such  bank 
shall  he  relieved  of  ail  future  obligations  to  the  Corporation,  Including  the 
obligation  to  pay  future  assessments." 

10.  By  striking  out  tbe  period  at  the  end  of  paragraph  "Fourth"  of  sub- 
section (J)  and  Inserting  a  colon  and  the  following:  "Provided,  That,  notwith- 
standing any  other  provision  of  law,  all  suits  of  a  civil  nature  at  common  law 
or  fn  equity  to  which  the  Federal  Deposit  Insurance  Corporation  shall  be  a 
party  shall  be  deemed  to  arise  under  the  lawa  of  the  United  States,  and  tbe 
district  courts  of  the  United  States  shall  have  original  Jurisdiction  of  all  such 
suits;  and  the  Corporation  as  defendant  In  any  such  suit  may,  at  any  time 
before  the  trial  thereof,  remove  such  suit  from  a  State  court  Into  the  district 
court  of  the  United  States  for  the  proper  district  by  following  the  procedure 
for  tbe  removal  of  causes  otherwise  provided  by  law.  No  attachment  or  execu- 
tion shall  be  issued  against  the  Corporation  or  its  property  before  final  Judg- 
ment In  any  suit,  action,  or  proceeding  In  any  State,  county,  municipal,  or 
United  States  court";  and  by  Inserting  at  the  end  of  said  subsection  the 
following : 

"  Eighth.  To  make  esnminatlons  of  and  to  require  information  and  reports 

from  banks,  as  provided  In  this  section. 
^>    "  Ninth.  To  act  as  receiver. 
^r    "Tenth.  To  prescribe  by  its  board  of  directors  such  rule?  and  regulations 

as  it  may  deem  necessary  to  carry  out  the  provisions  of  this  section." 

11.  By  striking  out  in  subsection  (k)  "(k)"  and  inserting  in  lieu  thereof 
"(k)  (1)";  and  by  adding  to  said  subsection  S  new  paragraphs  to  read  as 
follows : 

"(2)  The  board  of  directors  shall  appoint  examiners,  who  shall  have  power 
on  behalf  of  the  Corporation  (except  as  to  a  District  bank)  to  examine  any 
insured  State  nonmember  bank,  State  nonmemher  bank  making  application  to 
become  an  Insured  bank,  or  closed  insured  bank,  whenever  considered  neces- 
sary. Such  examiners  shall  have  like  power  to  examine,  with  the  written 
consent  of  the  Comptroller  of  the  Currency,  any  national  bank,  or  District 
bank  and,  with  the  written  consent  of  the  Federal  Reserve  Board,  any  State 
member  bank.    Bach  examiner  shall  have  power  to  make  a  thorough  examfna- 
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flon  of  all  of  the  affairs  of  the  bank  and  Id  doing  so  lie  shall  have  power  to 
administer  oaths  and  to  examine  and  take  and  preserve  the  testimony  of  any 
of  the  officers  and  agents  thereof  under  oath  and  shall  make  a  full  ami  detailed 
report  of  the  condition  of  the  bank  to  tbe  Corporation.  The  board  of  directors 
In  like  manner  shall  appoint  claim  agents  who  shall  have  power  to  investigate 
and  examine  all  claims  for  Insured  deposits  und  transferred  deposits.  Each 
claim  agent  shall  have  power  to  administer  oaths  and  to  examine  under  oatb 
and  take  and  preserve  testimony  of  any  persons  relating  to  such  cluims.  Any 
sncli  examiner  or  claim  agent  in  relation  to  any  such  examination,  investiga- 
tion, or  taking  of  testimony  may  apply  to  any  judge  or  clerk  of  any  court  of 
the  United  States  to  Issue  subpenas  and  to  compel  the  appearance  of  witnesses 
and  the  production  und  taking  of  any  such  testimony  and  to  punish  disobedi- 
ence In  like  manner  as  provided  In  sections  184-186  of  the  Revised  Statutes 
<U.  8.  C,  title  5,  sees.  94-96). 

"(3)  Each  Insured  State  nonmemher  bank  (except  a  District  bank)  shall 
make  to  the  Corporation  reports  of  condition  in  such  form  and  at  such  times 
as  the  board  of  directors  may  require  of  sucb  bank.  The  board  of  directors 
may  require  sucb  reports  to  be  published  in  sucb  manner,  not  Inconsistent  with 
any  applicable  law,  as  It  may  direct.  Every  sucb  hank  which  falls  to  make  or 
publish  any  such  report  within  sucb  time,  not  less  than  five  days,  aa  the  board 
of  directors  may  require,  shall  be  subject  to  n  penalty  of  $100  for  each  day 
of  snch  failure  recoverable  by  tbe  Corporation  for  its  use. 

"(4)  The  Corporation  shall  have  access  to  reports  of  examinations  made  by 
ind  reports  of  condition  made  to  the  Comptroller  of  the  Currency  or  any  Fed- 
eral Reserve  bank,  and  may  accept  any  report  made  by  or  to  nny  commission, 
board,  or  authority  having  supervision  of  a  State  nonmeinber  bank  (except  a 
District  bank),  and  may  furnish  to  the  Comptroller  of  the  Currency,  or  any 
such  Federal  Reserve  bank,  commission,  board,  or  authority  reports  of  exami- 
nations made  on  behalf  of  and  reports  of  condition  made  to  the  Corporation." 
12.  By  striking  ont  all  of  subsection  (1)  preceding  the  la?t  paragraph  thereof 
and  inserting  In  lieu  thereof  the  following: 

.  "(1)  (1)  The  Temporary  Federal  Deposit  Insurance  Fund  and  the  Fund  for 
Alntuals  are  hereby  consolidated  Into  the  permanent  insurance  for  deposits 
created  by  this  section  and  tbe  assets  therein  shall  be  held  by  the  Corporation 
for  the  uses  and  purposes  of  the  Corporation:  I'rovidt'd,  That  the  obligations 
to  and  rights  of  the  Corporation,  depositors,  bunks,  and  other  persons  arising 
out  of  any  event  or  transaction  prior  to  tbe  effective  date  shall  remain  untm- 
jxaired.  From  the  effective  date  the  Corporation  shall  Insure  the  deposits  of 
n.11  insured  banks  as  defined  and  provided  In  this  section.  The  maximum 
■  mount  of  the  insured  deposit  of  any  depositor  shall  be  $9,000. 

"(2)  An  Insured  bank  shall  for  the  purposes  of  this  section,  be  deemed  to 
baTe  been  closed  on  account  of  luahilii.v  to  meet  the  demands  of  its  depositors  in 
*»»y  case  where  it  has  been  closed  for  the  purpose  of  liquidation  without  adequate 
(Provision  for  payment  of  its  depositors. 

"(3)  Notwithstanding  any  other  provision  of  law.  whenever  nny  insured 
■astlonal  bank  or  Insured  District  bank  shall  have  l>eoii  closed  by  action  of  Its 
kXiard  of  directors  or  the  Comptroller  of  the  Currency,  as  the  case  may  be.  on 
*•  ""count  of  Inability  to  meet  the  demands  of  its  depositors,  tbe  Comptroller  of  the 
d^urrency  shall  appoint  the  Corporation  receiver  for  such  closed  bank  and  no 
«  «tlier  person  shall  I*  appointed  as  receiver  of  such  closed  bank. 

'■(4)  It  shall  he  the  duty  of  the  Corporation  as  such  receiver  to  realize  upon 
tfce  assets  of  such  closed  hank,  having  due  regard  to  the  condition  of  credit  In 
*t>e  district  In  which  such  closed  hank  is  located;  to  enforce  tbe  individual 
liability  of  tbe  stockholders  and  directors  thereof;  and  to  wind  up  the  affairs  of 
woch  closed  bank  In  conformity  with  the  provisions  of  law  relating  to  tbe  liqui- 
dation of  closed  national  banks,  except  as  herein  otherwise  provided,  retaining 
'or  its  own  account  auch  portion  of  the  amount  realized  from  such  liquidation  as 
It  shall  be  entitled  to  receive  on  account  of  its  subrogation  to  the  claims  of 
depositors  and  paying  to  depositors  and  other  creditors  the  net  amount  available 
W  distribution  to  them.  With  respect  to  such  closed  bank,  the  Corporation  as 
Well  receiver  shall  have  all  tbe  rights,  powers,  and  privileges  now  possessed  by 
it  hereafter  given  a  receiver  of  an  Insolvent  national  hank. 

"(5)  Whenever  any  Insured  State  hank,  except  a  District  hank,  shall  have 
been  closed  by  action  of  Its  board  of  directors  or  by  the  authority  having  super- 
vision of  such  bank,  as  the  case  may  be,  on  account  of  Inability  to  meet  the 
HsM pji  of  Its  depositors,  the  Corporation  shall  accept  appointments  as  receiver 
thereof.  If  such  appointment  be  tendered  by  tbe  authority  having  supervision  of 
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such  bank  and  be  authorized  or  permitted  by  State  law.  With  respect  to  such 
insured  State  bank,  the  Corporation  shall  possess  the  powers  and  privileges  given 
by  State  law  to  a  receiver  of  such  State  bank. 

"(U)  When  an  Insured  bank  shall  have  been  closed  on  account  of  inability  to 
meet  the  demands  of  Its  depositors,  payment  of  the  insured  deposits  shall  be 
made  by  the  Corporation,  subject  to  the  provisions  of  paragraph  (7)  of  this 
subsection  (1),  either  (a)  by  making  available  to  each  depositor  a  transferred 
deposit  In  a  new  bank  or  In  another  insured  bank  in  the  same  community  in  an 
amount  equal  to  the  insured  deposit  of  such  depositor  and  subject  to  with- 
drawal on  demand,  or  (b)  In  accordance  with  any  other  procedure  adopted  by 
the  board  of  directors:  Provided,  That  the  Corporation,  in  its  discretion,  may 
require  proof  of  claims  to  be  filed  before  paying  the  Insured  deposits,  and  that 
In  any  ease  wbere  the  Corporation  is  not  satisfied  as  to  the  validity  of  a  claim 
for  an  Insured  deposit,  it  may  require  the  final  determination  of  a  court  of 
competent  jurisdiction  before  paying  such  claim. 

"(7)  In  the  case  of  a  closed  national  bank  or  District  bank  the  Corporation, 
upon  payment  of  any  depositor  as  provided  in  paragraph  (6)  of  this  subsection 
(1).  shall  become  and  l>e  subrogated  lo  all  rights  of  the  depositor  to  the  extent 
of  such  payment.  In  the  case  of  any  other  closed  Insured  bank,  the  Corporation 
shall  not  pay  any  depositor  until  the  right  of  the  Corporation  to  he  subrogated 
to  the  rights  of  such  depositor  on  the  same  basis  as  provided  in  the  case  of  a 
closed  national  bunk  under  this  section  shall  have  been  recognized,  by  express 
provisions  of  State  law,  by  allowance  of  claims  by  the  authority  having  super- 
vision of  such  bank,  by  assignment  of  claims  by  depositors,  or  by  any  other 
effective  method.  Such  snhrogfltion  In  the  case  of  any  closed  bank  shall  Include 
the  right  to  receive  the  same  dividends  from  the  proceeds  of  the  assets  of  such 
elosed  bank  as  would  have  been  payable  to  such  depositor  on  a  claim  for  the 
Insured  deposit,  such  depositor  retaining  his  claim  for  any  uninsured  portion 
of  his  deposit. 

"(8)  As  soon  as  possible,  the  Corporation,  If  It  finds  that  It  is  advisable  aud 
In  the  interest  of  the  de|>ositors  of  the  closed  bank  or  the  public,  shall  organize 
a  new  bank  to  assume  the  insured  deposits  of  such  closed  bank  and  otherwise 
to  perform  temporarily  the  functions  provided  for  in  this  section.  The  new 
bank  shall  have  its  place  of  business  In  the  same  commnnlty  as  the  closed  bank. 

"(9)  The  articles  of  association  and  the  organization  certificate  of  the  new 
bank  shall  be  executed  by  representatives  designated  by  the  Corporation.  No 
capital  stock  need  be  paid  In  by  the  Corporation.  The  new  bank  shall  not  have 
a  board  of  directors,  but  shall  be  managed  by  an  executive  officer  appointed  by 
the  board  of  directors  of  the  Corporation  aud  who  shall  be  subject  to  its  direc- 
tions. In  other  res|>ects  sncli  bank  shall  be  organized  In  accordance  with  the 
Misting  provisions  of  the  law  relating  to  the  organization  of  national  batik 
associations.  The  new  bank  may.  with  the  approval  of  the  Corpomttnn.  accept 
new  deposits,  which  shall  lie  subject  to  withdrawal  on  demand.  The  new  bank, 
without  application  or  approval,  shall  be  an  Insured  kink  and  shall  maintain 
on  deposit  with  the  Koderitl  Reserve  bank  of  its  district  the  reserves  required 
by  law  for  member  hunks,  but  shall  not  lie  required  to  subscribe  for  stock  of  the 
Federal  Reserve  Imnk.  Funds  of  the  new  bank  shall  be  kept  on  band  in  cash. 
Invested  In  securities  of  the  Government  of  the  United  States,  or  in  securities 
guaranteed  as  to  prlncI]Mtl  aud  Interest  by  the  Government  of  the  United  States. 
or  deposited  with  the  corporation,  or  with  a  Federal  Reserve  bank,  or  with  an 
Insured  bank.  The  new  hank,  unless  otherwise  authorized  by  the  Comptroller 
of  the  Currency,  shall  transact  no  business  except  tbtit  authorized  by  this  sec- 
tion and  such  business  as  may  be  Incidental  to  its  organization.  Notwithstand- 
ing any  other  provision  of  law  It.  its  franchise,  property,  and  Income  shall  be 
exempt  from  all  taxation  now  or  hereafter  imposed  by  the  United  States,  by 
■ny  territory,  dependency,  or  possession  thereof,  or  liy  any  State,  county,  munici- 
pality, or  b>cal  taxing  authority. 

"(10)  On  the  organization  of  a  new  bank,  the  Corporation  shall  promptly 
nake  available  to  the  new  bank  an  amount  equal  to  the  estimated  Insured 
deposit  of  such  closed  hank  plus  the  amount  of  Its  estimated  expenses  of  opera- 
tion and  shall  determine  as  expeditiously  as  possible  the  amount  due  each 
depositor  for  his  insured  deposit  in  tbe  closed  bank,  and  the  total  expenses  of 
operation  of  the  new  bank.  Upon  determination  thereof,  the  amounts  so  esti- 
mated and  made  available  shall  be  adjusted  to  conform  to  tbe  amounts  to 
determined.  Earnings  of  the  new  bank  shall  be  paid  over  or  credited  to  the 
Corporation  in  sucb  adjustment.  The  new  bank  shall  assume  as  transferred 
deposits  the  payment  of  the  Insured  deposits  of  such  closed  bank  to  each  of  its 
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depositors.  Uf  the  amount  bo  niude  available,  tile  Corporation  shall  transfer 
to  the  new  bank,  in  cash,  such  amount  as  is  necessary  to  enable  It  to  meet 
expenses  and  immediate  cash  demands  on  such  transferred  deposits  and  the 
remainder  shall  be  subject  to  withdrawal  by  ttie  new  bank  on  demand. 

'"(11 1  When  In  the  Judgment  of  the  board  of  directors  it  Is  desirable  to  do  so. 
the  Corporation  shall  cause  capital  stock  of  the  new  bank  to  be  offered  for  sal* 
on  sncb  terms  and  conditions  as  the  board  of  directors  shall  deem  advisable. 
In  an  amount  sufficient,  in  the  opinion  of  the  board  of  directors,  to  make  pos- 
sible the  conduct  of  the  business  of  the  new  hank  on  a  sound  basis,  but  in  no 
i-vewt  'ess  than  that  required  by  section  6138  of  the  Revised  Statutes,  as 
amended  (U.  3.  C,  Supp.  VII,  title  12,  see.  61),  for  the  organisation  of  a 
national  bank  in  the  place  where  such  new  hank  Is  located,  giving  the  stock- 
holders of  the  closed  bank  the  first  opportunity  to  purchase  any  shares  of  com- 
mon stock  so  offered.  Upon  proof  that  an  adequate  amount  of  capital  stock:  in 
the  new  bank  has  been  subscribed  and  paid  for  in  cash,  the  Comptroller  of 
the  Currency  shall  require  the  articles  of  association  and  the  organisation  cer- 
tificate to  be  amended  to  conform  to  the  requirements  for  the  organization  of  a 
national  bank,  and  thereafter,  when  the  requirements  of  law  with  respect  to 
the  organization  of  a  national  bank  have  been  complied  with,  he  shall  issue  a 
certificate  of  authority  to  commence  business  to  the  bank,  which  shall  there- 
upon cease  to  have  the  status  of  a  new  bank  and  shall  be  managed  by  directors 
elected  by  Its  own  shareholders  aud  may  exercise  all  the  powers  granted  by 
law  and  shall  be  subject  to  all  of  the  provisions  of  law  relating  to  national 
banks.  Such  bank  shall  thereafter  be  an  insured  national  bank,  without  certi- 
fication to  or  approval  by  the  Corporation. 

"  <1L'>   If  the  capital  stoi'k  of  the  new  bank  ^hall  not  1m.'  offered  for  sale,  or  If 

in  adequate  amount  of  capital  for  such  new  Lank  Is  not  subscribed  and  paid  in, 

tbe  bourd  of  directors  may  offer  to  transfer  its  business  to  any  insured  bank 

in  tbe  same  community  wlilcb  will  take  over  Its  assets,  assume  Its  liabilities, 

and  pay  to  the  Corporation  for  such  business  such  amount  as  the  board  of 

directors  may  deem  adequate;  or  tbe  board  of  directors  In  its  discretion  may 

change  tbe  location  of  the  new  bank  to  the  office  of  the  Corporation  or  to  some 

other  place  or  may  at  any  time  wind  up  its  affairs  as  herein  provided.     Unless 

tbe  capital  stock  of  the  new  bank  is  sold  or  its  assets  acqnired  and  its  liabilities 

assnninl  by  an  insured  bank,  as  provided  above,  within  two  years  from  the  date 

of  its  organisation,  the  Corporation  shall  wind  up  its  affairs,  after  giving  such 

notice.   If  any,  as  tbe  Comptroller  of  the  Currency  may  require,  and  snail 

c-ertlfy   to  the  Comptroller  of  the  Currency   the  termination  of  tbe  new  bank 

aauid  thenceforth  the  Corporation  shall  be  liable  for  its  obligations  and  be  the 

owner  of  its  assets.     The  provisions  of  sections  6220  and  6221  of  the  Revised 

Statutes  (U.  S.  C,  title  12,  sec.  lsi  and  182)  shall  not  apply  to  such  new  banks." 

13.  By  Inserting  before  the  said  last  paragraph  of  subsection  (1)  the  follow- 
ing: "  (n)  (1)";  and  by  striking  out  the  comma  after  tho  words  "United 
States"  in  the  first  sentence  of  said  paragraph  and  Inserting  before  tbe  word 
* "  except "  the  following :  "  or  in  securities  guaranteed  as  to  principal  and 
S.  merest  by  the  Government  of  the  United  States," ;  and  by  transposing  said 
r>aragraph  to  subsection   (n)   as  amended,  as  paragraph   (1)   thereof. 

14.  By  striking  out  In  subsection  (m)  tbe  following:  "(m)";  and  by  striking 
«~»nt  In  said  subsection  the  word  "  herein "  and  Inserting  in  lieu  thereof  "  In 
this  section"  ;  snd  by  transposing  said  subsection  to  subsection  (u),  as  amended, 
**s  paragraph  (2)  thereof. 

15.  By  adding  a  new  subsection  to  read  as  follows : 

"(m)  (1)  Tbe  Corporation  as  receiver  of  a  closed  national  bank  or  District 
tank  shall  not  be  required  to  furnish  bond  and  shall  have  the  right  to  appoint 
an  agent  or  agents  to  assist  it  In  its  duties  as  such  receiver,  and  all  fees, 
compensation,  and  expenses  of  liquidation  and  administration  thereof  shall  be 
fixed  by  the  Corporation,  subject  to  the  approval  of  the  Comptroller  of  the 
Currency,  and  may  be  paid  by  It  out  of  funds  coming  into  Its  possession  as 
sncb  receiver.  The  Comptroller  of  tbe  Currency  is  authorized  and  empowered 
to  valve  and  relieve  the  Corporation  from  complying  with  any  regulations  of 
the  Comptroller  of  the  Currency  with  respect  to  receiverships  where  in  sis 
discretion  such  action  is  deemed  advisable  to  simplify  administration. 

"(2)  Payment  of  an  Insured  deposit  to  any  person  by  the  Corporation  shall 
discharge  the  Corporation,  and  payment  of  a  transferred  deposit  to  any  person 
by  the  new  bank  or  tbe  other  Insured  bank  shall  discbarge  the  Corporation  and 
such  new  bank  or  other  Insured  bank,  to  the  same  extent  that  payment  to  suck 
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person  by  the  closed  bank  would  have  discharged  It  from  liability  for  the 
insured  deposit 

"(3)  Except  as  otherwise  prescribed  by  the  board  of  directors,  neither  the 
Corporation,  such  new  bank,  nor  such  other  Insured  bank,  shall  be  required  to 
recognize  as  the  owner  of  any  portion  of  a  deposit  appearing  on  tbe  records 
of  the  closed  bank  under  a  name  other  than  that  of  the  claimant,  any  person 
whose  name  or  interest  as  such  owner  is  not  disclosed  on  the  records  of  such 
closed  bank  aa  part  owner  of  said  account,  where  such  recognition  would 
Increase  the  aggregate  amount  of  the  insured  deposits  in  such  closed  bank. 

"(4)  The  Corporation  may  withhold  payment  of  such  portion  of  the  Insured 
deposit  of  any  depositor  in  a  closed  bank  as  may  be  required  to  provide  for  the 
payment  of  any  liability  of  such  depositor  as  a  stockholder  of  the  bank,  or  of 
any  liability  of  such  depositor  to  the  bank  or  its  receiver,  not  offset  against  a 
claim  due  from  the  bank,  pending  the  determination  and  payment  of  such 
liability  by  such  depositor  or  any  other  person  liable  therefor. 

"(5)  If  any  depositor  in  ii  closed  bank  shall  fall  to  claim  his  insured  deposit 
from  the  Corporation,  or  shall  fall  to  claim  or  arrange  to  continue  the  trans- 
ferred deposit  with  the  new  bank  or  other  bank  assuming  liability  therefor 
within  one  year  after  the  appointment  Of  the  receiver  for  tbe  closed  bank,  all 
rights  of  the  depositor  agaiust  the  Corporation  In  respect  to  the  insured  deposit 
or  against  the  new  bank  and  such  other  bank  In  respect  to  the  transferred 
deposit  shall  be  barred,  and  all  rights  of  the  depositor  against  the  closed  bank, 
its  shareholders  or  the  receivership  estate  to  which  the  Corporation  may  have 
become  subrogated  shall  thereupon  revert  to  the  depositor.  The  amount  of  any 
transferred  deposits  not  claimed  within  said  one-year  period  shall  be  refunded 
to  the  Corporation." 

16.  By  striking  out  in  subsection  <n)  tbe  following:  "<n>"  and  Inserting 
"(3)  ";  and  by  retaining  said  subsection  in  paragraph  (3)  of  subsection  (n),  as 
amended  ;  and  by  striking  out  in  said  subsection  (n)  the  words  "  member  banks 
which  are  now  or  may  hereafter  become  insolvent  or  suspended"  mid  inserting 
In  lieu  thereof  "  insured  banks  dosed  on  account  of  inability  to  meet  the  demands 
of  depositors";  and  by  striking  out  "State  member"  and  inserting  in  lieu 
thereof  "  insured  State  "  J  and  by  striking  out  the  period  at  the  end  of  the  first 
sentence  and  inserting  in  lien  thereof  "  or  District  banks."  ;  and  by  adding  at  the 
end  of  said  subsection  two  new  sentences  to  read :  "  The  Corporation,  in  its 
discretion,  may  make  loans  on  the  security  of  or  may  purchase  anil  liquidate  or 
sell  any  part  of  the  nssets  of  an  insured  bank  which  Is  now  or  may  hereafter  be 
closed  on  account  of  inability  to  meet  tbe  demands  of  Its  depositors,  in  any  ease 
where  the  Corporation  is  acting  as  receiver  of  such  Insured  bank  such  loan  or 
purchase  shall  not  be  made  without  approval  of  a  court  of  competent  jurisdic- 
tion." ;  and  by  adding  to  subsection  (n),  as  amended,  a  new  paragraph  to  read  as 
follows : 

"(4)  Until  July  1,  1936,  whenever  in  the  Judgment  of  the  board  of  directors 
such  action  will  reduce  tbe  risk  or  avert  a  threatened  loss  to  tbe  Corporation  and 
will  facilitate  a  merger  or  consolidation,  or  facilitate  the  sale  of  the  assets  of  an 
Insured  bank  to  and  assumption  of  Its  liabilities  by  another  Insured  bank,  the 
Corporation  may,  upon  such  terms  and  conditions  as  it  may  determine,  make 
loans  secured  by  the  assets  of  such  Insured  bank  in  subordination  to  the  rights 
of  depositors  or  otherwise,  or  may  purchase  such  assets,  or  may  guarantee  any 
other  Insured  bank  against  loss  by  reason  of  assuming  the  liabilities  and  pur- 
chasing the  assets  of  such  insured  bank.  Any  insured  national  bank  or  District 
bank  or,  with  the  approval  of  the  Comptroller  of  the  Currency,  any  conservator 
thereof  is  authorized  to  contract  for  such  sales  or  loans  and  to  pledge  any  assets 
of  the  bank  to  secure  such  loans. 

17.  By  striking  out  in  subsection  (o)  the  following:  "(o)",  and  Inserting 
in  lieu  thereof  "(o)  (1)";  and  by  inserting  after  the  word  "empowered"  In 
the  first  sentence  In  subsection  (o)  the  following:  "with  the  approval  of  tbe 
Secretary  of  the  Treasury";  by  striking  out  in  subsection  (o)  the  words  "of 
its  capital"  and  inserting  iu  lieu  thereof  "received  by  the  Corporation  In 
payment  of  Its  capital  stock  and  of  the  first  annual  assessments'';  and  by 
adding  at  tlie  end  of  subsection  (o)  two  new  parngraphg  to  read  as  follows: 

"(2)  The  Secretary  of  the  Treasury,  in  his  discretion,  is  authorised  to  pur- 
chase any  obligations  of  the  corporation  to  be  issued  hereunder,  and  for  such 
purpose  the  Secretary  of  the  Treasury  Is  authorized  to  use  as  a  public-debt 
transaction  the  proceeds  of  the  sale  of  nny  securities  hereafter  Issued  under 
the  Second  Liberty  Bond  Act,  as  amended,  and  the  purposes  for  which  secu- 
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titles  may  be  issued  under  the  Second  Liberty  Bond  Act,  as  amended,  are 
ex  tended  to  Include  any  purchases  of  the  Corporation's  obligations  here- 
ander.  The  Secretary  of  the  Treasury  may,  at  any  time,  sell  any  of  the  obli- 
gations of  the  Corporation  acquired  by  hlra  under  this  section.  All  redemp- 
tions, purchases,  and  sides  by  the  Secretary  of  the  Treasury  of  the  obligations 
of  the  Corporation  shall  be  treated  as  public-debt  transactions  of  the  United 

"(3)  No  obligations,  contingent  or  absolute,  shall  be  Incurred  for  the  ex- 
penditure or  other  dlsiweltion  of  funds  heretofore,  hereby,  or  hereafter  ap- 
propriated or  otherwise  obtained  fop  the  carrying  out  of  functions  of  the 
Corporation  unless  within  estimates  of  such  obligations  and  expenditures 
approved  by  the  Director  of  the  Budget;  and,  to  the  extent  that  the  Secre- 
tary of  the  Treasury  may  consider  practicable  and  under  such  rules  and  regu- 
lations as  be  may  prescribe,  there  shall  he  maintained  on  the  books  of  the 
Treasury  Department  such  accounts  as  may  be  necessary  to  give  full  force 
ind  effect  to  this  provision:  Provided,  That  this  paragraph  shall  not  apply  to 
obligations  of  the  Corporation  to  depositors  of  hanks  closed  on  account  of  In- 
ability to  meet  the  demands  of  depositors,  obligations  for  expenses  of  paying  its 
obligations  to  depositors  or  excuses  of  operation  of  new  banks,  obligations 
connected  with  the  powers  and  duties  of  the  Corporation  as  receiver,  or  obliga- 
tions Incurred  for  the  purposes  provided  In  this  subsection  (n)  of  this  section, 
or  obligations  to  make  the  refund  provided  by  law  to  any  bank  not  a  member 
of  tbe  Federal  Reserve  System  electing  as  provided  In  subjection  (f)  of  this 
Section  not  to  continue  after  June  30,  1935,  as  an  insured  bank." 

IS.  By  adding  at  the  end  of  subsection  (r)  the  following: 

■•  The  lnnird  of  directors,  from  time  to  time,  shall  gather  information  and 
data  and  shall  make  investigations  and  reports  upon  the  organization,  opera- 
tion, closing,  reopening,  reorganisation,  and  consolidation  of  banks,  banking 
practices  and  management,  and  the  security  of  depositors  aud  adequacy  of 
wervlee  to  borrowers.  The  board  of  directors.  In  any  annual  or  special  report 
«o  Congress,  shall  report  Its  findings  and  make  such  recommendations  and 
requests  us  it  shall  Bud  necessary  and  appropriate  fur  the  purpose  of  carrying 
out  the  purposes  of  this  section  and  fully  providing  for  all  of  the  obligations 
«if  the  Corporation." 

19.  By  Inserting  In  subsection  (s)  following  the  words  "purchase  any  assets" 
tbe  following:  "or  for  the  purpose  of  obtaining  the  payment  of  any  insured 
deposit  or  transferred  deposit  or  the  allowance,  approval,  or  payment  of  any 

2D.  By  striking  out  in  suhseetion  (v)  the  following:  "(v)"  and  Inserting  111 
Hen  thereof  "<v>  (1)";  and  l>y  striking  out  in  said  subsection  "class  A  stock- 
"holder  of  the  Federal  Deposit  Insurance  Corporation  "  and  inserting  In  lieu 
thereof  "  insured  bank." 

21.  By  striking  out  the  second  paragraph  of  subsection  (v)  ami  inserting  in 
lieu  thereof  the  following: 

"(2)  Every  Insured  hank  shall  display  at  each  place  of  business  maintained 
by  It  a  sign  or  signs,  and  shall  Include  In  advertisements  relating  to  deposits  and 
in  forms  furnished  for  use  of  its  depositors  as  specified  by  regulations  of  the 
hoard  of  directors,  a  statement  to  the  effect  that  Its  deposits  are  insured  by  the 
Corporation.  The  board  of  directors  shall  prescribe  hy  regulation  the  forms  of 
such  signs  and  the  manner  of  display  and  the  forms  of  such  statements  and  the 
manner  of  use.  For  each  day  an  Insured  bank  continues  to  violate  any  provision 
of  this  imragraph  or  any  lawful  provision  of  said  regulations.  It  shall  be  subject 
to  a  penalty  of  $100,  which  shall  be  recoverable  by  the  Cor|ioratlon  for  its  use." 

22.  By  adding  to  subsection  (v)  three  new  paragraphs  to  read  as  follows: 
"(3)  No  Insured  bank  shall  pay  any  dividends  on  its  capital  stock  while  it 

remains  In  default  In  the  payment  of  any  assessment  due  to  the  Corporation ; 
and  any  director  or  officer  of  any  Insured  hank,  who  participates  In  the  declara- 
tion it  payment  of  any  such  dividend  shall,  upon  conviction,  be  fined  not  more 
than  f  1.000  or  imprisoned  not  more  than  one  year,  or  both. 

"  (41  Unless.  In  addition  to  compliance  with  other  provisions  of  law,  it  shall 
have  the  prior  written  consent  of  the  corporation,  mi  insured  bank  shall  enter 
Into  any  consolidation  or  merger  with  any  nonlnsured  bunk,  or  assume  liability 
Fo  pay  any  deposit*  of  any  notiinsured  hank,  or  transfer  assets  to  any  uou- 
Inmired  hank  In  cons I deration  of  the  assumption  of  liability  for  any  portion 
of  Its  deposits,  ami  no  Insured  State  nonmembcr  bank  (except  a  district 
hank!   without  such  consent  shall  reduce  the  amount  or  retire  nny  part  of  Its 
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common  or  preferred  capital  stock,  or  retire  any  part  of  its  capital  notes  or 
debentures. 

"  (6)  Each  Insured  bank  stall  provide  such  protection  and  indemnity  against 
burglary,  fidelity,  and  other  similar  Insurable  losses  as  the  board  of  directors 
by  regulation  may  require  adequately  to  reimburse  the  bank  for  such  losses. 
Whenever  any  Insured  bank  falls  to  comply  with  any  such  regulation  the 
corporation  may  contract  for  such  protection  and  indemnity  and  add  the  cost 
thereof  to  the  assessment  otherwise  payable  by  such  bank. 

"  (0)  Whenever  an  Insured  bank,  except  a  national  bank  or  district  bank, 
for  a  period  of  one  hundred  and  twenty  days  after  written  notice  of  the 
recommendations  of  the  Corporation,  based  on  a  report  of  examination  of  such 
bank  by  an  examiner  of  the  Corporation,  shall  fail  to  comply  with  such  recom- 
mendations, the  Corporation  shall  have  the  power,  and  la  hereby  authorized,  to 
Sublisb  any  part  of  such  report  of  examination  in  such  manner  as  It  may 
etermine:  froinded.  That  such  notice  of  Intention  to  make  such  publication 
shall  be  given  at  tbe  time  such  recommendations  are  made,  or  at  any  time 
thereafter  and  at  least  ninety  days  hefore  such  publication." 

23.  By  striking  out  all  of  subsection  (y)  preceding  the  last  paragraph 
thereof  and  Inserting  in  lieu  thereof  the  following: 

"  (y)  (1)  No  State  nonmember  bank,  other  than  (a)  a  mutual  savings 
bank,  or  (b)  a  Morris  Plan  Bank,  or  (c)  a  bank  located  In  the  Territories  of 
Hawaii  or  Alaska,  shall  become  or  continue  an  insured  bank  after  Jnly  1, 
1987,  and  the  insured  status  and  Insurance  of  the  deposits  of  each  State  non- 
member  bank,  other  than  (a)  a  mutual  savings  bank,  or  (b)  a  Morris  Plan 
Bank,  or  (c)  n  bank  located  In  the  Territories  of  Hawaii  or  Alaska,  shall 
terminate  on  July  1,  1937. 

"(2)  For  the  purposes  of  this  section,  and  notwithstanding  any  other  pro- 
vision thereof,  any  unincorporated  hank  which  continues  to  be  an  Insured 
bank  without  application  or  approval  under  the  provisions  of  parugrapb  (1) 
of  subsection  (f)  of  this  section  sliu.ll  be  included  In  tbe  term  'State  bank' 
and '  State  nonmember  bank '." 

24.  By  Inserting  at  the  beginning  of  the  Inst  paragraph  nf  subsection  <y) 
tbe  following:  "(3)." 

TlTIJC  II AMENDumTS  TO  TBK  FeDBKAI.  RiBZSVE  AOT 

Section  201.  (a)  Section  4  of  the  Federal  Reserve  Act.  as  amended,  is 
further  amended  by  striking  out  the  paragraph  which  commences  with  the 
words  "  Class  C  directors  shall  he  appointed  by  the  Federal  Reserve  Board  " 
and  the  next  succeeding  paragraph,  and  Inserting  In  lieu  thereof  tbe  following: 

"  Class  C  directors  shall  be  appointed  by  tbe  Federal  Reserve  Board.  They 
shall  have  been  for  at  least  two  years  residents  of  the  districts  for  which  they 
are  appointed,  except  that  this  requirement  shall  not  apply  to  the  Governor  and 
Vice  Governor  of  the  bank.  Each  class  C  director  shall  hold  office  for  a  term 
of  three  years  except  that  the  Governor's  term  as  a  class  C  director  shall  expire 
when  be  ceases  to  be  Governor  of  the  bank  and,  If  tbe  Vice  Governor  be  desig- 
nated as  a  class  C  director,  his  term  as  a  class  C  director  shall  expire  when 
be  ceases  to  be  Vice  Governor.  One  of  tbe  directors  of  class  G  shall  be  ap- 
pointed by  the  Federal  Reserve  Board  as  deputy  chairman  to  exercise  the 
powers  of  the  chairman  of  the  board  when  necessary.  In  the  case  of  the 
absence  of  the  chairman  and  deputy  chairman,  the  third  class  G  director  shall 
preside  at  meetings  of  the  Board, 

"  Effective  ninety  days  after  the  enactment  of  the  Act  containing  this  amend- 
ment, the  officers  of  Governor  and  chairman  of  the  board  of  directors  of  each 
Federal  Reserve  hank  shall  be  combined.  The  Governor  shall  be  the  chief 
executive  officer  of  the  bank  and  shall  be  appointed  annually  by  tbe  board  of 
directors,  subject  to  the  approval  of  the  Federal  Reserve  Board.  He  shall  not 
take  office  until  approved  by  tbe  Federal  Reserve  Board  and  thereupon  he 
shall  be  appointed  by  the  Federal  Reserve  Board  as  one  of  the  class  C  directors 
of  tbe  bank.  He  shall  be  ex  officio  chairman  of  the  board  of  directors  and 
chairman  of  the  executive  committee ;  and  all  other  officers  and  employees  of 
the  bunk  shall  be  directly  responsible  to  blm.  For  each  Federal  Reserve  bank 
there  shall  be  appointed  annually  in  the  same  manner  as  tbe  Governor  a  Vice 
Governor,  who  shall,  in  the  absence  or  disability  of  the  Governor  or  during 
a  vacancy  in  the  office  of  Governor,  serve  as  the  chief  executive  officer  of  the 
bank  and  act  as  chairman  of  the  executive  committee  of  the  bank.  He  may 
be  appointed  by  the  Federal  Reserve  Board  as  n  class  C  director  of  the  bank 
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and  In  such  case  may  be  appointed  as  deputy  chairman  of  the  board  of  directors. 
Whenever  a  vacancy  shall  occur  In  the  office  of  the  Governor  or  Vice  Governor 
of  a  Federal  Reserve  bank,  it  shall  be  filled  In  the  manner  provided  for  original 
appointments;  and  the  person  so  appointed  shall  hold  office  until  the  expiration 
of  the  term  of  his  predecessor. 

"  Effective  ninety  days  after  the  enactment  of  the  act  containing  this 
amendment,  any  Federal  Reserve  agent  who  shall  not  have  been  appointed 
Governor  of  the  bank  shall  cease  to  be  a  class  C  director  and  chairman  of 
the  board  of  directors.  All  duties  prescribed  by  law  for  the  Federal  Reserve 
agent  shall  be  performed  by  snch  person  as  the  Federal  Reserve  Board  shall 
designate. 

'■No  member  of  the  board  of  directors  of  a  Federal  Reserve  bank,  other 
than  the  Governor  and  Vice  Governor,  shall  serve  as  a  director  for  mote  than 
two  consecutive  terms  of  three  years  each,  but  this  shall  not  prevent  the 
present  incumbents  from  serving  out  the  remainders  of  their  present  terms." 

(b)  The  last  paragraph  of  such  section  4  is  amended  by  striking  out  the 
words  "  Thereafter  every  director  of  a  Federal  Reserve  bank  chosen  as  herein- 
before provided  shall  hold  office  for  a  term  of  three  years"  and  substituting 
the  words  "  Thereafter  each  director  of  class  A  and  each  director  of  class  B 
chosen  as  hereinbefore  provided  shall  hold  office  for  a  term  of  three  years." 

Sew.  202.  Section  9  of  the  Federal  Reserve  Act,  as  amended,  is  amended  by 
changing  the  period  at  the  end  of  the  tenth  paragraph  thereof  to  a  colon  and 
adding  the  following:  "Provided  further.  That  upon  application  to  the  Federal 
Reserve  Board  at  any  time  prior  to  July  1,  1667,  by  any  nonmember  bank 
which  at  the  time  of  such  application  has  been  admitted  to  the  benefits  of 
Insurance  by  the  Federal  Deposit  Insurance  Corporation  under  section  12B 
of  this  Act,  the  Federal  Reserve  Board,  in  its  discretion,  In  order  to  facilitate 
the  admission  of  such  bank  to  membership  in  the  Federal  Reserve  System,  may 
waive  in  whole  or  in  part  the  requirements  of  this  section  relating  to  the 
amount  of  capital  required  of  such  bank.  Such  bank  shall  comply  with  such 
requirements  within  such  period  or  periods  after  admission  as  in  the  Board's 
judgment  shall  be  reasonable  in  view  of  all  the  circumstances." 

Src.  203.  Section  10  of  the  Federal  Reserve  Act,  as  amended.  Is  further 
amended  In  the  following  respects : 

(1)  By  striking  out  the  second  sentence  of  the  first  paragraph  and  substitut- 
ing the  following :  "  In  selecting  the  six  appointive  members  of  the  Federal 
Reserve  Board  the  President  shall  choose  persons  well  qualified  by  education  or 
experience  or  both  to  participate  In  the  formulation  of  national  economic  and 
monetary  policies.  Not  more  than  one  of  the  appointive  members  shall  be 
selected  from  any  one  Federal  Reserve  district,  except  that  this  limitation  shall 
not  apply  to  the  selection  of  the  Governor." 

(2)  By  adding  at  the  end  of  such  first  paragraph  the  following:  "The  ap- 
pointive members  of  the  Federal  Reserve  Board  appointed  after  July  1,  1886, 
shall  each  receive  a  salary  at  the  same  rate  as  that  of  the  beads  of  executive 
departments  who  are  members  of  the  President's  Cabinet,  together  with  actual 
necessary  traveling  expenses.  Each  appointive  member  of  the  Federal  Reserve 
Board  heretofore  appointed  may  retire  from  active  service  upon  reaching  the 
age  of  seventy  or  at  any  time  thereafter,  and  all  members  hereafter  appointed 
shall  retire  upon  reaching  the  age  of  seventy.  Bach  member  of  the  Board  so 
retired  from  active  service  who  shall  have  served  tor  at  least  five  years  shall 
receive,  during  the  remainder  of  his  life,  retirement  pay  in  an  amount  equal  to 
the  annual  salary  paid  to  appointive  members  prior  to  the  enactment  of  the 
Aet  containing  this  amendment  r  Provided,  That  if  he  shall  not  have  served  for 
as  much  as  twelve  years  his  retirement  pay  shall  be  at  the  rate  of  one-twelfth 
of  such  annual  salary  for  each  year  and  for  any  fraction  of  an  additional  year 
of  such  service:  Provided  further,  That  any  member  whose  term  expires  after 
be  reaches  the  age  of  sixty-five  and  who  Is  not  reappointed  shall  receive  retire- 
ment pay  upon  tbe  same  basis  as  If  he  had  been  retired  under  the  provisions 
uf  this  paragraph.  The  funds  necessary  for  such  retirement  pay  shall  be  pro- 
vided by  the  Federal  Reserve  banks  In  such  manner  as  the  Federal  Reserve 
Board  shall  prescribe." 

(•)  By  striking  out  the  fourth  sentence  of  the  second  paragraph  and  insert- 
ing in  lieu  thereof  the  following:  "Of  the  six  appointive  members  of  the 
Board  one  shall  be  designated  by  the  President  as  Governor  and  one  iis  Vice 
Governor  of  the  Federal  Reserve  Board,  to  serve  as  such  until  the  further 
order  of  the  President,  and  the  provisions  of  the  next  preceding  sentence  of 
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this  paragraph  shall  not  apply  to  the  member  designated  aa  Governor.  The 
term  of  office  of  tlie  member  designated  as  Governor  shall  be  the  jierlod  during 
which  he  shall  continue  as  Governor  and.  upon  the  termination  of  hia  designa- 
tion as  Governor,  lie  shall  be  deemed  to  have  served  the  full  term  lor  which 
be  was  appointed." 

Seo.  204.  Subsection  (1)  of  section  11  of  the  Federal  Reserve  Acl,  as  amended. 
is  amended  by  adding  the  following  at  the  end  thereof:  "The  Board  may 
assign  to  designated  members  of  the  Board  or  officers  or  representatives  of  the 
Board,  under  such  rules  and  regulations,  the  performance  of  duties,  functions, 
or  services  so  specified,  but  any  such  assignment  shall  not  Include  the  determi- 
nation of  any  national  or  system  policy  or  any  power  to  make  rules  and 
regulations  or  any  power  which  under  the  terms  of  this  act  Is  required  to  be 
exercised  by  a  specified  number  of  members  of  the  Board." 

Sbc.  20B.  Effective  ninety  days  after  the  enactment  of  this  Act.  section  12A 
of  the  Federal  Reserve  Act.  as  amended.  Is  amended  to  read  as  follows : 

"  Sec.  12A.  There  Is  hereby  created  a  Federal  Open  Market  Committee  (here- 
inafter referred  to  as  the  "Committee"),  which  sha-ll  consist  of  the  Governor 
of  the  Federal  Reserve  Board,  who  shall  be  chairman  of  the  Committee,  two 
members  of  the  Federal  Reserve  Board,  selected  by  tiie  Board,  ami  two  gov- 
ernors of  the  Federal  Reserve  hanks,  selected  by  the  governors  of  the  Federal 
Reserve  banks  in  accordance  with  procedure  prescribed  by  regulations  of  the 
Federal  Reserve  Board.  The  terms  of  the  members  of  the  Committee,  other 
than  the  Governor  of  the  Federal  Reserve  Board,  shall  expire  at  the  end  of 
each  calendar  year.  Whenever  a  vacancy  shall  occur  a  successor  shall  he 
selected  In  the  sntnc  manner  as  his  predecessor  was  selected.  Meetings  of 
the  Committee  shall  1*e  held  from  time  to  time  upon  the  call  of  the  Governor, 
at  the  request  of  the  Board  or  of  any  two  members  of  the  Committee,  or  upon 
his  own  initiative. 

"The  Committee  from  time  to  time  shall  consider,  adopt,  and  transmit  to 
the  Federal  Reserve  banks  resolutions  setting  forth  policies  which  in  the 
judgment  of  the  Committee  should  be  followed  with  respect  to  open-market 
operations  of  the  Federal  Reserve  hanks,  and  the  Federal  Reserve  banks  shall 
conform  their  open-market  operations  to  the  provisions  thereof.  The  Com- 
mittee shall  aid  In  the  execution  of  such  policies  nnd/or  perform  such  other 
duties  relating  thereto  as  the  Federal  Reserve  Board  may  prescribe.  All  open 
market  operations  of  the  Federal  Reserve  banks  shall  1*  subject  to  regulations 
prescribed  by  the  Federal  Reserve  Board.  The  Committee  from  time  to  time 
shall  also  make  recommendations  to  the  Federal  Reserve  Board  regarding  the 
discount  rates  of  the  Federal  Reserve  banks." 

Sec.  206.  Section  IS  of  the  Federal  Reserve  Act,  as  amended,  is  further 
amended  hy  adding  at  the  end  thereof  a   new   paragraph  reading  as  follows: 

"  Upon  the  endorsement  of  any  member  bank,  which  shall  be  deemed  a  waiver 
of  demand,  notice,  and  protest  as  to  its  own  endorsement  exclusively,  and  sub- 
ject to  such  regulations  as  to  maturities  and  other  matters  as  the  Federal 
Reserve  Board  may  prescribe,  any  Federal  Reserve  bank  may  discount  any 
commercial,  agricultural  or  Industrial  paper  and  may  make  advances  to  any 
such  member  bank  on  Its  promissory  notes  secured  by  any  sound  assets  of  such 
member  bank." 

Snc.  207.  Subsection  (h)  of  section  14  of  the  Federal  Reserve  Act,  as 
amended,  Is  further  amended  by  changing  the  semicolon  at  the  end  thereof  to 
a  colon  and  adding  the  following:  "Provided.  That  any  bonds,  notes,  or  other 
obligations  which  are  direct  obligations  of  the  United  States  or  which  are 
fully  guaranteed  by  the  United  States  as  to  principal  and  interest  may  be 
twilight  and  sold  without  regard  to  maturities." 

Sec.  208.  Section  10  of  the  Federal  Reserve  Act.  as  amended,  is  further 
amended   in  the  following  respects : 

(1)  Uy  striking  out  the  first  ten  paragraphs  and  substituting  therefor  the 
following: 

"Ket.  Itl.  Each  Federal  Reserve  bank  may  issue  Federal  Reserve  notes. 
which  shall  be  obligations  of  the  United  States,  secured  by  a  first  and  para- 
mount lien  on  all  of  the  assets  of  such  hank.  Federal  Reserve  notes  shall  be 
issued  and  retired  under  such  rules  and  regulations  as  the  Federal  Reserve 
Board  may  prescribe  and  shall  be  legal  tender  for  all  purposes. 

"  Every  Federal  Reserve  bank  shall  maintain  reserves  in  lawful  money  (other 
than  Federal  Reserve  notes  or  Federal  Reserve  bank  notes)  of  not  less  than  35 
per  centum  against  Its  deposits  and  reserves  In  gold  certificates  of  not  less  than 
4'J  per  centum  against  its  Federal  Reserve  notes  In  actual  circulation.    Each 
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Federal  Reserve  note  shall  bear  upon  Its  face  a  distinctive  letter,  which  shall 
be  assigned  by  the  Federal  Reserve  Board  to  each  Federal  Reserve  hunk,  and 
also   a  serial  number. 

■'When  received  by  the  Treasurer  of  the  United  States  friini  a  source  other 
than  a  Federal  Reserve  bank.  Federal  Reserve  notes  unfit  for  farther  use  Shall 
he  canceled  and  retired ;  and,  npon  receipt  of  advice  of  such  cancelation  and 
retirement,  the  issuing  Federal  Reserve  bank  shall  reimburse  the  Treasurer  of 
the  United  States  for  the  notes  so  canceled  and  retired.  When  received  by  a 
Federal  Reserve  bank,  Federal  Reserve  notes  unfit  for  further  use  shall  be 
canceled  and  forwarded  to  the  Treasurer  of  the  United  States  for  retirement ; 
and,  if  issued  by  another  Federal  Reserve  bank,  such  issuing  bank  shall  reim- 
burse the  Federal  Reserve  bank  which  cunceled  sucli  notes  and  forwarded  them 
to  the  Treasurer  of  the  United  States. 

"  In  order  to  furnish  suitable  notes  for  circulation  us  Federal  Reserve  Jiotea, 
the  Comptroller  of  the  Currency  shall  cause  plates  and  dies  to  be  engraved  In 
the  best  manner  to  guard  against  counterfeiting  and  fraudulent  alterations,  and 
shall  have  printed  therefrom  and  numbered  such  quantities  of  such  notes  of 
the  denominations  of  $5,  $10.  $20,  $00,  $100,  $500,  $1,000,  $5,000,  and  $10,000 
us  may  be  required  to  supply  the  Federal  Reserve  banks.  Such  notes  shall  be 
in  form  and  tenor  as  directed  by  the  Secretary  of  the  Treasury  and  shall  bear 
the  distinctive  numbers  of  the  several  Federal  Reserve  banks  through  which 
ihey  are  issued.  When  such  notes  have  been  prepared,  they  shall  be  held  In  the 
Treasury  subject  to  the  order  of  the  Comptroller  of  the  Currency  for  delivery 
to  the  Federal  Reserve  banks.  Federal  Reserve  notes  unfit  for  circulation  shall 
be  returned  by  the  Federal  Reserve  banks  to  the  Comptroller  of  the  Currency 
for  cancelation  and  destruction." 

(2)  By  striking  from  the  sixteenth  parngraph  the  words  "  or  Federal  Re- 
serve Agent"  where  they  occur  in  three  different  places  and  also  the  words 
"or  his''  and  the  words  "at  the  Treasury  or  at  the  Subtreasury  of  the  United 
States  nearest  the  place  of  business  of  such  Federal  Reserve  bank  or  such 
Federal  Reserve  Agent." 

Sec.  209,  The  sixth  paragraph  of  section  19  of  the  Federal  Reserve  Act,  as 
amended,  is  amended  to  read  as  follows : 

"Notwithstanding  the  other  provisions  of  this  section,  the  Federal  Reserve 
Board,  in  order  to  prevent  Injurious  credit  expansion  or  contraction,  may  by 
regulation  change  the  requirements  as  to  reserves  to  be  maintained  against 
demand  or  time  deposits  or  both  by  member  banks  in  any  or  all  Federal  Re- 
serve districts  and/or  any  or  all  of  the  three  classes  of  cities  referred  to  above." 
Sec.  210.  The  first  paragraph  of  section  24  of  the  Federal  Reserve  Act,  as 
amended,  is  amended  to  read  as  follows : 

*  Sec.  '24.  Any  national  banking  association  may  make  loans  secured  by  first 
liens  upon  improved  real  estate,  including  Improved  farm  laud  and  improved 
business  and  residential  properties.  A  loan  secured  by  real  estate  within  the 
meaning  of  (his  section  shall  be  In  the  form  of  an  obligation  or  obligations 
secured  by  mortgage,  trust  deed,  or  other  instrument  upon  real  estate  when 
the  entire  amount  of  BUCh  obligation  or  obligations  Is  made  or  is  sold  to  such 
association.  The  amount  of  any  such  loan  shall  not  exceed  6ft  per  centum 
of  the  actual  value  of  the  real  estate  offered  for  security,  bat  no  such  loan 
npon  such  security  shall  be  made  for  a  longer  term  than  three  years:  Provided, 
That  loans  may  be  made  in  amounts  not  exceeding  75  iter  centum  of  the  actual 
value  of  the  real  estate  offered  for  security.  If  they  are  required  to  be  com- 
pletely amortized  within  periods  not  exceeding  twenty  years  by  means  of  sub- 
stantially equal  monthly,  quarterly,  semiannual,  or  annual  payments  ou  prin- 
cipal with  Interest  added  or  on  principal  anil  interest  combined.  Any  hank 
may  make  such  loans  in  an  aggregate  sum  equal  to  the  amount  of  the  capital 
stock  of  sach  association  paid  In  and  unimpaired  pins  its  unimpaired  surplus 
fond,  or  equal  to  60  per  centum  of  the  amount  of  Its  time  and  savings  deposits, 
whichever  Is  the  greater:  Provided.  That  in  computing  such  aggregate  sum 
there  shall  be  included  all  such  loans  on  which  the  bunk  Is  liable  as  endorser, 
guarantor,  or  otherwise,  and  the  book  value  of  all  real  estate  owned  by  the 
hank  directly  or  Indirectly  except  its  banking  premises.  Nothing  contained 
In  this  section  shall  prevent  any  national  banking  ussociatinn  from  acquiring, 
as  additional  security  for  loans  previously  made  In  good  faith,  second  or  sub- 
sequent Hens  on  real  estate  or  shares  or  participations  In  such  Hens,  in  the 
case  of  loans  secured  h.v  real  estate  which  are  Insured  under  the  provisions 
of  title  II  of  the  National  Housing  Act,  the  restrictions  of  this  section  as  to 
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tile  amount  of  the  loan  Id  relation  to  the  actual  value  of  the  real  estate  and 
as  to  the  three-year  limit  on  the  terms  of  such  loans  shall  not  apply.  All 
loans  made  hereunder  shall  be  subject  to  the  general  limitations  contained  in 
section  5200  of  the  Revised  Statutes  of  the  United  States.  Such  banks  may 
continue  hereafter  as  heretofore  to  receive  time  and  savings  deposits  and  to 
pay  Interest  on  the  same,  but  the  rate  of  interest  which  such  banks  may  pay 
upon  such  time  deposits  or  upon  savings  or  other  deposits  shall  not  exceed 
the  maximum  rate  authorized  by  law  to  be  paid  upon  such  deposits  by  State 
banks  or  trust  companies  organized  under  the  laws  of  the  State  wherein  such 
national  banking  association  is  located.  State  banks  and  trust  companies 
which  are  members  of  the  Federal  Reserve  System  shall  not  hereafter  make 
new  limns  secured  by  real  estate  except  to  the  same  extent  and  under  the 
same  terms  and  conditions  as  national  banking  associations  are  permitted  to 
do  so," 

TITLE    m TECHNICAL    AMHNOWKKTS 

Suction  301.  Subsection  (c)  of  section  2  of  the  Banking  Act  of  1933,  as 
amended,  Is  amended  by  adding  at  the  end  thereof  the  following  paragraph  : 

"  Notwithstanding  the  foregoing,  the  term  '  holding  company  affiliate '  shall 
not  Include  any  organization  which,  In  the  Judgment  of  the  Federal  Reserve 
Board,  Is  not  engaged,  directly  or  Indirectly,  as  a  business  In  holding  the 
stock  of.  or  managing  or  controlling,  banks,  banking  associations,  savings  banks, 
and /or  trust  companies." 

Sec.  302.  The  first  paragraph  of  section  20  of  the  Banking  Act  of  1933,  as 
amended,  Is  amended  by  Inserting  before  the  period  at  the  end  thereof  a  colon 
and  the  following  j  "  Provided,  That  nothing  In  this  paragraph  shall  apply  to 
any  such  organization  which  shall  have  been  placed  In  formal  liquidation  and 
which  shall  transact  no  business  except  such  as  may  be  incidental  to  the  liqui- 
dation of  Its  affairs." 

Sac.  303.  (a)  Paragraph  (1)  of  subsection  (a)  of  section  21  of  the  Banking 
Act  of  1933,  as  amended,  is  amended  by  adding  before  the  semicolon  at  the 
end  thereof  a  colon  and  the  following:  "Provided,  That  the  provisions  of  this 
paragraph  shall  not  prohibit  national  banks  or  State  banks  or  trust  companies 
(whether  or  not  members  of  the  Federal  Reserve  System)  or  other  financial 
Institutions  or  private  bankers  from  dealing  in,  underwriting,  purchasing,  and 
selling  Investment  securities  to  the  extent  permitted  to  national  banking  asso- 
ciations by  the  provisions  of  section  6136  of  the  Revised  Statutes,  as  amended 
(U.  S.  C,  title  12,  sec.  24;  Supp.  VII,  title  12,  see.  24)  :  Provided  further.  That 
nothing  in  this  paragraph  shall  be  construed  as  affecting  In  any  way  snch 
right  as  any  bank,  banking  association,  savings  bank,  trust  company,  or  other 
banking  institution,  may  otherwise  possess  to  sell,  without  recourse  or  agree- 
ment to  repurchase,  obligations  evidencing  loans  on  real  estate." 

(b)  Paragraph  (2)  of  subsection  (a)  of  such  section  21  Is  amended  by 
inserting  after  the  words  "  to  engage  to  any  extent  whatever  "  the  words  "  with 
others  than  his  or  its  officers,  agents,  or  employees  ",  and  Is  further  amended 
by  adding  the  following  sentence  at  the  end  of  said  paragraph:  "The  expense 
of  the  examinations  required  hereunder  shall  be  assessed  against,  and  paid  by, 
the  institution  subject  to  examination  in  the  manner  and  with  the  same  effect 
as  provided  hv  section  6240  of  the  Revised  Statutes,  as  amended  (U.  S.  C, 
title  12,  sees.  484,  485;  Supp.  VII,  title  12,  sees.  481-483)." 

Sec.  304.  Section  22  of  the  Banking  Act  of  1033,  hs  amended.  Is  amended 
by  adding  at  the  end  thereof  the  following  sentence :  "  Such  additional  liability 
shall  cease  on  July  1,  1937,  with  respect  to  shares  issued  prior  to  June  17,  1933, 
by  any  association  which  shall  be  transacting  the  business  of  banking  on 
July  1,  1937." 

Src.  305.  Section  4  of  the  Act  entitled  "An  Act  to  amend  section  12B  of  the 
Federal  Reserve  Act  so  as  to  extend  for  one  year  the  temporary  plan  for  deposit 
insurance,  and  for  other  purposes"  (48  Stat.  966),  approved  June  16.  1934.  Is 
amended  to  read  as  follows: 

"  Sac.  4.  So  much  of  section  31  of  the  Banking  Act  of  1933,  as  amended,  as 
relates  to  stock  ownership  by  directors,  trustees,  or  members  of  similar  gov- 
erning bodies  of  any  national  banking  association  or  of  any  State  hank  or  trust 
cotnpnnv  which  Is  a  member  of  the  Federal  Reserve  System  la  hereby  repealed." 

8TO.  306.  Effective  January  1,  1930.  section  32  of  the  Banking  Act  of  1933,  as 
amended,  Is  amended  to  read  as  follows: 

"  See.  32.  No  officer,  director,  or  employee  of  any  corporation  or  unincorpo- 
rated association,  no  partner  or  employee  of  any  partnership,  and  no  Individual. 
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primarily  engaged  in  the  Issue,  flotation,  underwriting,  public  sale,  or  distribu- 
tion, at  wholesale  or  retail,  or  through  syndicate  participation,  of  stocks,  bonds, 
or  other  similar  securities,  snail  serve  at  the  same  time  as  nn  officer,  director,  or 
employee  of  an;  member  bank  except  in  limited  classes  of  cases  in  which  the 
Federal  Reserve  Board  may  allow  such  service  by  general  regulations  when 
In  the  Judgment  of  the  Federal  Reserve  Board  it  would  not  unduly  influence 
the  Investment  policies  of  such  member  bank  or  tbe  advice  It  gives  its  customers 
regarding  Investments." 

Sao.  30T.(a)  The  second  sentence  of  paragraph  seventh  of  section  5136  of  the 
Revised  Statutes,  as  amended  (U.  S.  C,  Supp  VII,  title  12,  sec.  24) ,  is  amended 
to  read  as  follows :  "  The  business  of  dealing  In  Investment  securities  and  stock 
by  the  association  shall  be  limited  to  purchasing  and  selling  such  securities 
and  stock  without  recourse,  solely  upon  the  order,  and  for  the  account  of,  cus- 
tomers, and  In  no  case  for  its  own  account  and  the  association  shall  not  under- 
write any  Issue  of  securities  or  stock:  pr&videi,  That  the  association'  may 
purchase  for  its  own  account  investment  securities  under  such  limitations  and 
restrictions  as  the  Comptroller  of  the  Currency  may  by  regulation  prescribe, 
but  in  no  event  shall  tbe  total  amount  of  the  Investment  securities  of  any  one 
obligor  or  maker,  purchased  after  this  section,  as  amended,  tukea  effect  and 
held  by  the  association  for  its  own  account,  exceed  at  any  time  10  per  centum 
of  Its  capital  stock  actually  paid  in  ami  unimpaired  and  10  per  centum  of  Its 
unimpaired  surplus  fund." 

(b)  The  fourth  sentence  of  such  paragraph  seventh  Is  amended  to  read  as 
follows :  "  Except  as  hereinafter  provided  or  otherwise  permitted  by  law, 
nothing  herein  contained  shall  authorize  the  purchase  by  the  association  for 
Its  own  account  of  any  shares  of  stock  of  any  corporation." 

Sic.  308.  Section  0138  of  the  Revised  Statutes,  as  amended  (U.  3.  C  Snpp. 
VII,  title  12,  sec.  SI),  Is  amended  by  adding  the  following  sentence  at  the 
end  thereof:  "No  such  association  shall  hereafter  be  authorized  to  commence 
tbe  business  of  banking  until  It  shall  have  a  paid-in  surplus  equal  to  20  per 
centum  of  Its  capital :  Provided,  That  the  Comptroller  of  the  Currency  may 
waive  this  requirement  as  to  a  State  bank  converting  Into  a  national  banking 
association." 

Sec.  309.  The  last  paragraph  of  section  6139  of  the  Revised  Statutes,  as 
amended  (D.  S.  C ,  Supp.  VII,  title  12,  sec.  .12),  is  amended  to  read  as  follows: 

"After  one  year  from  the  date  of  the  enactment  of  tbe  Banking  Act  of  1983, 
no  certificate  evidencing  the  stock  of  any  such  association  shall  bear  any 
statement  purporting  to  represent  the  stock  of  any  other  corporation,  except  a 
member  bank  or  a  corporation  existing  on  the  date  this  paragraph  takes  effect 
engaged  primarily  in  holding  the  bank  premises  of  such  association,  nor  shall 
the  ownership,  sale,  or  transfer  of  any  certificate  representing  the  stock  of 
any  such  association  he  conditioned  In  any  manner  whatsoever  upon  the  owner- 
ship, sale,  or  transfer  of  a  certificate  representing  the  stock  of  any  other  cor- 
poration, except  a  member  bank  or  a  corporation  existing  on  the  date  this 
paragraph  takes  effect  engaged  primarily  in  holding  the  bank  premises  of  such 
association :  provided.  That  this  section  shall  not  operate  to  prevent  the  owner- 
ship, sale,  or  transfer  of  stock  of  any  other  corporation  being  conditioned  upon 
the  ownership,  sale,  or  transfer  of  a  certificate  representing  stock  of  a 
national  banking  association," 

Sac.  810.  (a)  Section  5144  of  the  Revised  Statutes,  as  amended  (U.  S.  C, 
Supp.  VII,  title  12,  sec.  61),  Is  amended  by  Inserting  before  the  period  at  the 
end  of  the  first  sentence  thereof  a  semicolon  and  the  following:  "except  that 
such  holding  company  affiliate  may  without  obtaining  such  permit  vote  in 
favor  of  placing  the  association  In  voluntary  liquidation  ". 

(b)  Such  section  5144  Is  further  amended  by  adding  at  the  end  of  the  first 
paragraph  thereof  the  following:  "Whenever  shares  of  stock  cannot  be  voted 
by  reason  of  being  held  by  the  bank  as  sole  trustee,  such  shares  shall  be  ex- 
cluded In  determining  whether  matters  voted  upon  by  the  shareholders  were 
adopted  by  the  requisite  percentage  of  shares." 

(c)  The  first  sentence  of  the  third  paragraph  of  snch  section  5144  la 
amended  to  read:  "Any  such  holding  company  affiliate  may  make  application 
to  the  Federal  Reserve  Board  for  a  voting  permit  entitling  it  to  vote  the  stock 
controlled  by  it  at  any  or  all  meetings  of  shareholders  of  such  bank  or  author- 
ising the  trustee  or  trustees  holding  the  stock  for  Its  benefit  or  for  the  benefit 
of  its  shareholders  so  to  vote  the  same." 

Sro.  311.  Section  B1M  of  the  Revised  Statutes,  as  amended  (U.  S.  C  title 
12,  sec.  89),  is  amended  by  adding  at  the  end  thereof  the  following  paragraph: 
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"  The  Comptroller  of  the  Currency  may,  in  his  discretion  and  subject  to  such 
conditions  as  be  inay  prescribe,  permit  such  converting  bank  to  retain  and  carry 
at  a  value  determined  by  the  Comptroller  such  of  the  assets  of  such  converting 
bank  us  do  not  conform  to  the  legal  requirements  relative  to  assets  acquired 
and  held  by  national  banking  associations." 

Sec.  312.  Section  5162  of  the  Revised  Statutes  (U.  S.  C,  titie  12,  sec  170)  is 
amended  by  adding  at  the  end  tiioi-eof  the  following  paragraph : 

"  The  Comptroller  of  the  Currency  may  designate  one  or  more  persons  to 
countersign  in  his  name  and  on  Ills  behalf  such  assignments  or  transfers  of 
bonds  as  require  his  countersignature." 

Sec.  313.  The  first  two  sentences  of  section  5197  of  the  Revised  Statutes,  as 
amended  lC.  S.  C„  Supp.  VII,  title  12,  sec.  85),  are  amended  to  read  as  follows: 
"Any  association  may  take,  receive,  reserve,  and  charge  on  any  loan  or  discount 
made,  or  upon  any  notes,  bills  of  exchange,  or  other  evidences  of  debt,  interest 
at  the  rate  allowed  by  the  laws  of  the  State,  Territory,  or  District  where  the 
association  in  located,  or  at  a  rate  of  1  per  centum  in  excess  of  the  discount  rate 
on  ninety-day  commercial  paper  in  effect  at  the  Federal  Reserve  bank  in  the 
Federal  Reserve  district  where  the  association  is  located,  whichever  may  be 
the  greater,  and  no  more,  except  that  where,  by  the  laws  of  any  State,  a  dif- 
ferent rate  is  limited  for  bunks  organized  under  State  laws,  the  rale  so  limited 
shall  be  allowed  for  associations  organized  or  existing  In  any  such  State  under 
this  title.  When  no  rate  Is  fixed  by  the  laws  of  the  State,  or  Territory,  or 
District,  the  association  may  take,  receive,  reserve,  or  charge  a  rate  not  exceed- 
ing 7  per  centum,  or  1  per  ceniuui  lu  excess  of  the  discount  rate  on  ninety-day 
commercial  paper  in  effect  at  the  Federal  Reserve  bank  in  the  Federal  Reserve 
district  where  the  association  Is  located,  whichever  may  be  the  greater,  and 
such  Interest  may  lie  taken  In  advance,  reckoning  the  days  for  which  the 
note,  bill,  or  other  evidence  of  debt  has  to  run :  Provided,  That  the  maximum 
amount  to  be  charged  at  a  branch  of  un  association  located  outside  of  the 
States  of  the  United  States  and  the  District  of  Columbia  shall  be  at  the  rate 
allowed  by  the  laws  of  the  country,  territory,  dependency,  province,  dominion, 
insular  possession,  or  other  political  subdivision  where  the  branch  Is  located." 

Sec.  314.  Section  51119  of  the  Revised  Statutes  (TI.  S.  C,  title  12,  sec.  tW),  la 
amended  to  read  as  follows : 

"  Sec.  511K).  The  directors  of  any  association  may,  semiannually,  declare  a 
dividend  of  so  much  of  the  net  profits  of  the  association  us  they  shall  Judge 
expedient ;  but  each  association  shall,  before  the  declaration  of  a  dividend  on 
Its  shares  of  common  stock,  carry  not  less  than  one-tenth  part  of  Its  net  profits 
of  the  preceding  half  year  to  Its  surplus  fund  until  the  same  shall  equal  the 
amount  of  its  common  capital." 

Sec.  315.  Section  5209  of  the  Revised  Statutes  (U.  S.  C,  title  12,  sec.  592),  la 
hereby  amended  by  inserting  after  the  words,  "  known  us  the  Federal  Reserve 
Act ",  the  words  "  or  of  any  Insured  bank  as  denned  In  subsection  (c)  of  section 
12B  of  the  Federal  Reserve  Act  " ;  and  by  Inserting  after  the  words  "  such  Fed- 
eral Reserve  bank  or  member  bank  ",  wherever  they  appear  in  such  section,  the 
words  "  <>r  Insured  hank  "  ;  and  by  inserting  after  the  words  "  or  the  Comptroller 
of  the  Currency  ",  the  words,  "  or  the  Federal  Deposit  Insurance  Corporation,". 

Sac.  810.  Section  5220  of  the  Revised  Statutes  (U.  S.  C.  title  12,  sec.  181),  1* 
amended  by  adding  at  the  end  thereof  the  following  paragraph  : 

"The  shareholders  shall  designate  one  or  more  persons  to  act  as  liquidating 
agent  or  committee,  who  shall  conduct  the  liquidation  in  accordance  with  law 
and  under  the  supervision  of  the  board  of  directors,  who  shall  require  a  suitable 
bond  to  be  given  by  said  agent  or  committee.  The  liquidating  agent  or  com- 
mittee Khali  render  annual  reports  to  ttie  Comptroller  of  the  Currency  un  the 
31st  day  of  December  of  each  year  showing  the  progress  of  said  liquidation  until 
the  same  Is  completed.  The  liquidating  agent  or  committee  shall  also  make  an 
annual  report  to  a  meeting  of  the  shareholders  to  be  held  on  the  date  fixed  in  the 
articles  of  association  for  the  annual  meeting,  at  which  meeting  the  shareholders 
may.  If  they  see  fit,  by  a  vote  representing  a  majority  of  the  entire  stock  of  the 
bank,  remove  the  liquidating  ageut  or  committee  and  appoint  one  or  more  others 
In  place  thereof.  A  special  meeting  of  the  shareholders  may  be  called  at  any 
time  in  the  same  manner  as  If  the  bank  continued  an  uctlve  bank  and  at  said 
meeting  the  shareholders  may,  by  vote  of  the  majority  of  the  stock,  remove  the 
liquidating  agent  or  committee.  The  Comptroller  of  the  Currency  Is  authorized 
to  have  an  examination  made  at  any  time  into  the  affairs  of  the  liquidating  bank 
until  the  claims  of  all  creditors  have  been  satisfied,  and  the  expense  of  making 
inch  examinations  shall  be  asseased  against  such  bank  in  the  same  manner  as  In 
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the  case  of  examinations  made  pursuant  to  section  5240  of  the  Revised  Statutes, 
as  amended  (D.  a.  C,  title  12,  sees.  481,  485;  Supp.  VII,  title  12,  sees.  481-483)." 

Sec.  317.  Section  6243  of  the  Revised  Statutes  (U.  8.  C.  title  12,  set.  583)  is 
amended  to  read  as  follows: 

"  Sec.  5243.  The  use  of  the  word  'national'  either  alone  or  in  combination 
with  other  words  or  syllables,  as  part  of  the  name  or  title  used  by  any  person, 
corporation,  firm,  partnership,  business  trust,  association,  or  other  business 
entity  doing  the  business  of  hankers,  brokers,  or  trust  or  savings  institutions 
la  prohibited  except  where  such  Institution  is  organized  under  the  laws  of  the 
United  States  or  is  otherwise  permitted  by  the  laws  of  the  United  States  to  . 
use  such  name  or  title  or  la  lawfully  using  such  name  or  title  on  the  date 
when  this  section,  as  amended,  takes  effect." 

Sec.  318.  Section  5  of  the  Federal  Reserve  Act,  as  amended,  is  amended 
by  striking  out  the  last  two  sentences  thereof  and  inserting  in  lieu  thereof  the 
following:  "When  a  member  bank  reduces  Its  capital  stock  or  surplus  it  shall 
surrender  a  proportionate  amount  of  lis  holdings  In  the  capital  stock  of  said 
Federal  Reserve  bank.  Any  member  bank  which  holds  capital  stock  of  a 
Federal  Reserve  bank  In  excess  of  the  amount  required  on  the  basis  of  C  per 
centum  of  its  paid-up  capital  stock  and  surplus  shall  surrender  such  excess 
stock.  When  a  member  bank  voluntarily  liquidate*  It  shall  surrender  all  of  its 
holdings  of  the  capital  stock  of  said  Federal  Reserve  bank  and  be  released 
from  Its  stock  subscription  not  previously  called.  In  any  such  case  the  shares 
surrendered  shall  be  canceled  and  the  member  bank  shall  receive  in  payment 
therefor,  under  regulations  to  be  prescribed  by  the  Federal  Reserve  Hoard,  a 
sum  equal  to  Its  cash-paid  subscriptions  on  the  shares  surrendered  and  one-half 
of  1  per  centum  a  month  from  the  period  of  the  last  dividend,  not  to  exceed 
the  book  value  thereof,  less  any  liability  of  such  member  bank  to  the  Federal 
Reserve  bank." 

Sac.  310.  The  fifth  paragraph  of  section  !>  of  the  Federal  Reserve  Act,  as 
amended,  Is  amended  by  adding  at  the  end  thereof  the  following  sentence: 
"  Such  reports  of  condition  shall  be  in  such  form  and  shall  contain  sui.h  infor- 
mation as  the  Federal  Reserve  Board  may  require  and  shall  be  published  by 
the  reporting  banks  In  such  manner  and  In  accordance  with  such  regulations 
as  the  said  Board  may  prescribe." 

Saw.  320.  The  first  sentence  of  paragraph  (in)  of  section  11  of  the  Federal 
Reserve  Act,  as  amended,  is  amended  by  inserting  before  the  period  at  the  end 
thereof  a  colon  and  the  following:  "Provided.  That  with  respect  to  loans  repre- 
sented by  obligations  in  the  form  of  notes  secured  by  not  less  than  a  like  amount 
of  bonds  or  notes  of  the  United  States  Issued  since  April  24,  1917,  or  certificates 
of  indebtedness  of  the  United  States,  such  limitation  of  10  i>er  centum  on  loans 
to  any  person  shall  not  apply,  but  State  member  banks  shall  be  subject  to  the 
same  limitations  and  conditions  as  are  applicable  in  the  case  of  national  banks 
under  paragraph  (8)  of  section  5200  of  the  Revised  Statutes,  as  amended 
(U.  S.  C.  Supp.  VII,  title  12,  sec.  84)." 

Sbo.  321.  The  third  paragraph  of  section  13  of  the  Federal  Reserve  Act,  as 
amended.  Is  amended  by  changing  the  words  "  indorsed  and  otherwise  secured 
to  the  satisfaction  of  the  Federal  Reserve  bank"  In  that  paragraph  to  read 
'-Indorsed  and/or  otherwise  secured  to  the  satisfaction  of  the  Federal  Reserve 
bank." 

Sec.  322.  Subsection  (e)  of  section  13b  of  the  Federal  Reserve  Act,  as  amended, 
is  amended  by  striking  out  "  upon  the  date  this  section  takes  effect ",  and  Insert- 
ing In  lieu  thereof  "  on  and  after  June  10,  1034  "  ;  and  by  striking  out  "  the  par 
value  of  the  holdings  of  each  Federal  Reserve  bank  of  Federal  Deposit  Insur- 
ance Corporation  stock  "  and  inserting  In  lieu  thereof  "  the  amount  paid  by  each 
Federal  Reserve  hank  for  Federal  Deposit  Insurance  Corporation  stock." 

Sao.  823.  (a)  The  first  paragraph  of  section  10  of  the  Federal  Reserve  Act, 
as  amended,  la  amended  to  read  as  follows: 

"  Sec.  10.  The  Federal  Reserve  Board  Is  authorized,  for  the  purposes  of  this 
•action,  to  define  the  terms  'demand  deposits',  'gross  demand  deposits', 
'  deposits  payable  on  demand  ',  '  time  deposits ',  '  savings  deposits ',  and  '  trust 
funds ',  to  determine  what  shall  be  deemed  to  be  a  payment  of  Interest,  and  to 
prescribe  such  rules  and  regulations  as  it  may  deem  necessary  to  effectuate 
the  purposes  of  this  section  and  prevent  evasions  thereof." 

(b)  The  tenth  paragraph  of  such  section  19  is  amended  to  read  as  follows: 

"  In  estimating  the  reserve  balances  required  by  this  Act,  member  banks  may 
deduct  from  the  amount  of  their  gross  demand  deposits  the  amounts  of  balances 
due  from  other  banks  (except  Federal  Reserve  banks  and  foreign  banks),  Includ- 
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(c)  The  last  two  paragraphs  of  sucb  section  IS  are  amended  to  read  as 
follows : 

"  No  member  bank  shall,  directly  or  indirectly,  by  any  device  whatsoever,  pay 
any  interest  on  any  deposit  which  Is  payable  on  demand:  Provided,  That  noth- 
ing herein  contained  shall  be  construed  as  prohibiting  the  payment  of  interest 
in  accordance  with  the  terms  of  any  certificate  of  deposit  or  other  contract 
'  entered  Into  in  good  faith  which  la  in  force  on  the  date  on  which  the  bank 
becomes  subject  to  the  provisions  of  this  paragraph ;  but  no  such  certificate  of 
deposit  or  other  contract  shall  be  renewed  or  extended  unless  it  shall  be  modified 
to  conform  to  this  paragraph,  and  every  member  bank  shall  take  such  action 
as  may  be  necessary  to  conform  to  this  paragraph  as  soon  as  possible  consist- 
ently with  its  contractual  obligations:  Provided  further.  That  this  paragraph 
shall  not  apply  (1)  to  any  deposit  of  such  bank  which  Is  payable  only  at  an 
ofllce  thereof  located  outside  of  the  States  of  the  United  States  and  the  District 
of  Columbia;  (2)  to  any  deposit  made  by  a  mutual  savings  bank;  13)  to  any 
deposit  of  public  funds  made  by  or  on  behalf  of  any  State,  county,  school  dis- 
trict, or  other  subdivision  or  municipality,  or  to  any  deposit  of  trust  funds  If 
the  payment  of  interest  with  respect  to  such  deposit  of  public  funds  or  of  trust 
funds  Is  required  by  State  law;  or  (4)  to  any  deposit  of  funds  by  the  United 
States,  and  Territory,  District,  or  possession  thereof  (including  the  Philippine 
Islands)  or  any  public  Instrumentality  or  agency  of  the  foregoing,  with  respect 
to  which  Interest  Is  required  by  law  to  be  paid. 

"  The  Federal  Reserve  Board  shall  from  time  to  time  limit  by  regulation  the 
rate  of  Interest  which  may  be  paid  by  memher  banks  on  time  and  savings 
deposits ;  may  classify  time  and  savings  deposits  according  to  maturities,  loca- 
tions of  banks,  conditions  respecting  receipt,  withdrawal,  or  repayment,  or 
otherwise  as  it  may  deem  necessary  in  the  public  Interest ;  and  may  prescribe 
different  rates  for  deposits  of  different  classes.  No  member  bank  shall  pay  any 
time  deposit  before  Its  maturity  except  upon  such  conditions  and  in  accordance 
with  such  rules  and  regulations  as  may  be  prescribed  by  the  Federal  Reserve 
Board,  or  waive  any  requirements  of  notice  before  payment  of  any  savings 
deposit  except  as  to  all  savings  deposits  having  the  same  requirement:  Provided, 
That  the  provisions  of  this  paragraph  shall  not  apply  to  any  deposit  which  Is 
payable  only  at  an  office  of  a  member  bank  located  outside  of  the  States  of  the 
United  States  and  the  District  of  Columbia.  Every  bank  whose  deposits  are 
insured  under  the  provisions  of  section  1211  of  this  Act  (except  mutual  savings 
banks  and  Morris  Plan  banks  which  are  not  members  of  the  Federal  Reserve 
System)  shall  comply  with  the  provisions  of  this  paragraph  and  the  paragraph 
immediately  preceding  and  with  the  rules  and  regulations  prescribed  by  the 
Federal  Reserve  Board  pursuant  thereto." 

(d)  At  the  end  of  such  section  1ft  there  is  added  the  following  new  paragraph : 
"Notwithstanding  the  provisions  of  section  7  of  the  First  Liberty  Bond  Act, 

as  amended,  section  8  of  the  Second  Liberty  Bond  Act,  as  amended,  and  section  8 
of  the  Third  Liberty  Bond  Act,  as  amended,  member  banks  shall  be  required  to 
maintain  the  same  reserves  against  deposits  of  public  moneys  by  the  United 
States  as  they  are  required  by  this  section  to  maintain  against  other  deposits." 

Sbo.  324.  Section  21  of  the  Federal  Reserve  Act,  as  amended,  Is  amended  by 
adding  at  the  end  thereof  the  following  paragraph : 

"Whenever  member  banks  are  required  to  obtain  reports  from  affiliates,  or 
whenever  affiliates  of  memher  banks  are  required  to  submit  to  examination,  the 
Federal  Reserve  Board  or  the  Comptroller  of  the  Currency,  as  the  case  may  be, 
may  waive  such  requirements  with  respect  to  any  such  report  or  examination  of 
any  affiliate  if  in  the  Judgment  of  the  said  Board  or  Comptroller,  respectively, 
such  report  or  examination  Is  not  necessary  to  disclose  fully  the  relations  between 
sucb  affiliate  and  such  bank  and  the  effect  thereof  upon  the  affairs  of  such  bank." 

Sec.  325.  (a)  Subsection  (a)  of  section  22  of  the  Federal  Reserve  Act,  as 
amended,  is  amended  by  Inserting  In  the  first  paragraph  thereof  after  "No 
member  bank  "  the  following :  "  and  no  insured  bank  Is  defined  in  subsection  (c) 
of  section  12B  of  this  Act";  by  Inserting  before  the  period  at  the  end  of  the 
first  sentence  nf  such  paragraph  "or  assistant  examiner  who  examines  or  has 
authority  to  examine  such  bank  " ;  and  by  inserting  after  "  any  member  bank  " 
in  the  second  paragraph  thereof  "or  insured  bank":  by  inserting  before  the 
period  at  the  end  thereof  "  or  Federal  Deposit  Insurance  Corporation  exam- 
iner " ;  and  by  adding  at  the  end  of  snefa  subsection  a  new  paragraph,  as  follows : 
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"  The  provisions  of  this  subsection  shall  apply  to  all  public  examiners  and 
assistant  examiners  who  examine  member  banks  of  the  Federal  Reserve  System 
or  Insured  banks,  whether  appointed  by  the  Comptroller  of  the  Currency,  by 
the  Federal  Reserve  Board,  by  a  Federal  Reserve  agent,  by  a  Federal  Reserve 
bent,  or  by  the  Federal  Deposit  Insurance  Corporation,  or  appointed  or  elected 
under  the  laws  of  any  State;  but  shall  not  apply  to  private  examiners  or 
assistant  examiners  employed  only  by  a  clearing-bouse  association  or  by  the 
directors  of  a  bank." 

(b)  Subsection  (b)  of  section  22  Is  amended  by  inserting  therein  after  "no 
national  bank  examiner"  tbe  following:  "and  no  Federal  Deposit  Insurance 
Corporation  examiner";  and  by  Inserting  after  "member  bank"  the  following: 
"or  insured  bank";  and  by  Inserting  after  "from  the  Comptroller  of  the 
Currency  "  the  following  "  or  from  the  Federal  Deposit  Insurance  Corporation,". 

<<■)  Subsection  (g)  of  such  section  22  is  amended  to  read  as  follows: 

"(g)  No  executive  officer  of  any  member  bank  shall  borrow  from  or  other- 
wise become  Indebted  to  any  member  bank  of  which  he  Is  an  executive  officer, 
and  no  member  bank  shall  make  any  loan  or  extend  credit  in  any  other  manner 
to  any  of  Its  own  executive  officers :  Provided,  That  loans  made  to  any  such 
officer  prior  to  June  16,  1B33,  may  be  renewed  or  extended  for  periods  expiring 
not  more  than  Ave  yearn  from  such  date  where  the  board  of  directors  of  the 
member  bank  shall  have  satisfied  themselves  that  such  extension  or  renewal  Is 
in  tbe  best  Interest  of  the  bank  and  that  the  officer  indebted  has  made  reason- 
able effort  to  reduce  his  obligation,  these  findings  to  be  evidenced  by  resolution 
of  tbe  board  of  directors  spread  upon  the  minute  book  of  the  hank.  If  any 
executive  officer  of  any  member  bank  borrow  from  or  if  he  be  or  become 
Indebted  to  any  bank  other  than  a  member  bank  of  which  be  is  an  executive 
officer,  be  shall  make  a  written  report  to  tbe  board  of  directors  of  tbe  member 
bank  of  which  he  is  an  executive  officer,  stating  the  date  and  amount  of  such 
loan  or  Indebtedness,  the  security  therefor,  and  tbe  purpose  for  which  the 
proceeds  have  been  or  are  to  be  used.  Borrowing  by,  or  loaning  to,  a  partner- 
ship In  which  one  or  more  executive  officers  of  a  member  bank  are  partners 
having  either  Individually  or  together  a  majority  interest  In  said  partnership, 
shall  be  considered  within  tbe  prohibition  of  thin  subsection.  Nothing  con- 
tained in  this  subsection  shall  prohibit  any  executive  officer  of  a  member  bank 
from  endorsing  or  guaranteeing  for  the  protection  of  such  bank  any  loan  or 
other  asset  which  shall  have  been  previously  acquired  by  such  bank  In  good 
faith  or  from  Incurring  any  Indebtedness  to  such  bank  for  the  purpose  of  pro- 
tecting such  bank  against  loss  or  giving  financial  assistance  to  It.  The  Federal 
Reserve  Board  Is  authorized  to  define  the  term  '  executive  officer ',  to  determine 
what  shalt  be  deemed  to  be  a  borrowing,  Indebtedness,  loan,  or  extension  of 
credit,  for  tbe  purpose  of  this  subsection,  and  to  prescribe  such  rules  and 
regulations  as  it  msy  deem  necessary  to  effectuate  the  provisions  of  this  sub- 
section In  accordance  with  its  purposes  and  to  prevent  evasions  of  BUeh  pro- 
visions. Any  executive  officer  of  a  member  bank  accepting  a  loan  or  extension 
of  credit  which  !s  In  violation  of  the  provisions  of  this  subsection  shall  be  sub- 
ject to  removal  from  office  In  the  manner  prescribed  in  section  30  of  the  Banking 
Act  of  1983:  Provided,  That  for  each  day  that  a  loan  or  extension  of  credit 
made  In  violation  of  this  subsection  exists,  It  shall  be  deemed  to  be  a  continu- 
ation of  such  violation  within  the  meaning  of  said  section  30." 

Sec.  S26.  Tbe  third  paragraph  of  section  23A  of  tbe  Federal  Reserve  Act,  as 
amended,  is  amended  to  read  as  follows : 

"For  the  purpose  of  this  section,  the  term  ' affiliate '  shall  Include  holding 
company  affiliates  as  well  as  other  affiliates,  and  tbe  provisions  of  this  section 
shall  not  apply  to  any  affiliate  (1)  engaged  primarily  In  holding  the  bank 
premises  of  the  member  bank  with  which  It  is  affiliated  or  In  maintaining  and 
operating  properties  acquired  for  banking  purposes  prior  to  the  date  this  sec- 
tion, as  amended,  takes  effect;  (2)  engaged  solely  In  conducting  a  safe-deposit 
business  or  the  business  of  an  agricultural  credit  corporation  or  live-stock  loan 
company;  (8)  In  tbe  capital  stock  of  which  a  national  banking  association  Is 
authorized  to  Invest  pursuant  to  section  25  of  the  Federal  Reserve  Act,  as 
amended,  or  a  subsidiary  of  sucb  affiliate,  all  the  stock  of  which  (except  quali- 
fying shares  of  directors  In  an  amount  not  to  exceed  10  per  centum)  Is  owned 
by  such  affiliate;  (4)  organized  under  section  29  (a)  of  the  Federal  Reserve 
Act,  as  amended,  or  a  subsidiary  of  such  affiliate,  all  the  stock  of  which  (except 
qualifying  shares  of  directors  In  an  amount  not  to  exceed  10  per  centum)  Is 
owned  by  auch  affiliate ;  (S)  engaged  solely  In  holding  obligations  of  the  United 
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States  Government,  the  Federal  intermediate  credit  banks,  the  Federal  land 
banks,  the  Federal  home-Ion  n  banks,  or  the  Home  Owners'  Loan  Corporation : 
(6)  where  the  affiliate  relationship  has  arisen  nut  of  a  bona  fide  debt  contracted 
prior  to  the  date  of  the  creation  of  such  relationship ;  or  (7 )  where  the  affiliate 
relationship  exists  by  reason  of  the  ownership  or  control  of  any  voting  shares 
thereof  by  a  member  bank  as  executor,  administrator,  trustee,  receiver,  agent, 
depositary,  or  in  any  other  fiduciary  capacity,  except  where  such  shares  are  held 
for  the  benefit  of  all  or  a  majority  of  the  stockholders  of  such  member  bank ;  but 
as  to  any  such  affiliate,  member  banks  shall  continue  to  be  subject  to  other  provi- 
sions of  law  applicable  to  loans  by  such  banks  and  Investments  by  such  banks  In 
stocks,  bonds,  debentures,  or  other  such  obligations.  The  provisions  of  this  sec- 
tion shall  likewise  not  apply  to  Indebtedness  of  any  affiliate  for  unpaid  balances 
due  a  bank  on  assets  purchased  from  such  bank."    • 

Sec.  327.  Section  24  of  the  Federal  Reserve  Act,  as  amended,  is  amended  by 
adding  at  the  end  thereof  the  following  new  paragraph : 

"Loans  made  to  establish  Industrial  or  commercial  businesses  (a)  wbicb  are 
In  whole  or  In  part  discounted  or  purchased  or  loaned  against  as  security  by  a 
Federal  Reserve  bank  under  the  provisions  of  section  13b  of  the  Federal  Re- 
serve Act,  (b)  for  any  part  of  which  a  commitment  shall  have  been  made  by  a 
Federal  Reserve  bank  under  the  provisions  of  said  section,  (c)  In  the  making 
of  which  a  Federal  Reserve  bank  participates  under  the  provisions  of  said 
section,  or  (d)  In  which  the  Reconstruction  Finance  Corporation  cooperates 
or  purchases  a  participation  under  the  provision  of  section  5d  of  the  Recon- 
struction Finance  Corporation  Act,  shall  not  be  subject  to  the  restrictions  or 
limitations  of  this  section  upon  loans  secured  by  real  estate." 

Sec.  328.  Effective  January  1,  1930,  the  Act  entitled  "An  Act  to  supplement 
existing  laws  against  unlawful  restraints  and  monopolies,  and  for  other  pur- 
poses" (38  Stat.  730),  approved  October  15,  1914,  as  amended,  is  further 
amended  (a)  by  striking  out  section  8A  thereof  and  (b)  by  substituting  for 
the  first  three  paragraphs  of  section  8  thereof  the  following: 

"  Sec  8.  No  director,  officer,  or  employee  of  any  member  bank  of  the  Federal 
Reserve  System  shall  be  at  the  same  time  a  private  banker  or  a  director, 
officer,  or  employee  of  any  other  bank,  banking  association,  savings  bank  (other 
than  a  mutual  savings  bank),  or  trust  company  except  In  limited  classes  of 
cases  in  which  the  Federal  Reserve  Board  may  allow  such  service  by  general 
regulations  when  In  the  Judgment  of  the  Federal  Reserve  Board  such  classes  of 
Institutions  are  not  in  substantial  competition." 

Sco.  329.  (a)  Section  1  of  the  Act  of  November  7,  1918,  as  amended  (U.  S.  C, 
title  12,  sec.  33;  8upp.  Til,  title  12,  sec  33),  is  amended  by  striking  out  the 
second  proviso  down  to  and  including  the  words  "  to  be  ascertained  "  and  Insert- 
ing In  lieu  thereof  the  following:  "And  provided  further.  That  if  such  consoli- 
dation shall  be  voted  for  at  said  meetings  by  the  necessary  majorities  of  the 
shareholders  of  each  of  the  associations  proposing  to  consolidate,  any  share- 
holder of  any  of  the  associations  consolidated  who  has  voted  against  such  con- 
solidation at  the  meeting  of  the  association  of  which  he  is  a  shareholder  and 
has  given  notice  in  writing  thereat  to  the  presiding  officer  tlliit  he  dissents  from 
the  plan  of  consolidation,  ahull  be  entitled  to  receive  the  value  of  the  shares 
so  held  by  him  if  and  when  said  consolidation  shall  be  approved  by  the  Comp- 
troller of  the  Currency,  such  value  to  be  ascertained  as  of  the  date  of  the 
Comptroller's  approval." 

(b)  Such  section  1  Is  further  amended  by  adding  at  the  end  thereof  the 
following  paragraphs: 

"  Publication  of  notice  and  notification  by  registered  mail  of  the  meeting 
provided  for  In  the  foregoing  paragraph  may  l>e  waived  by  unanimous  action 
of  the  shareholders  of  the  respective  associations.  Where  a  dissenting  share- 
holder has  given  notice  as  above  provided  to  the  association  of  which  he  Is  a 
shareholder  of  his  dissent  from  the  plan  of  consolidation,  and  the  directors 
thereof  fall  for  more  than  thirty  days  thereafter  to  appoint  an  appraiser  at 
the  value  of  his  shares,  said  shareholder  may  request  the  Comptroller  of  the 
Currency  to  appoint  such  appraiser  to  act  on  the  appraisal  committee  for  and 
on  behalf  of  such  association. 

"  If  shares,  when  sold  at  public  auction  In  accordance  with  this  section, 
realize  a  price  greater  tbnn  their  final  appraised  value,  the  excess  in  such  sale 
price  tshnll  be  paid  to  the  shareholder.    The  consolidated  association  shall  be 
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liable  for  all  liabilities  of  the  respective  consolidating  associations.  In  the 
event  one  of  tbe  appraisers  tolls  to  agree  with  the  others  as  tu  the  value  of 
said  shares,  then  the  valuation  of  the  remaining-  appraisers  shall  govern." 

Sbo.  330.  (a)  Section  3  of  the  Act  of  November  7,  1918,  as  amended  (U.  S.  C 
Sopp.  Til.  title  12,  sec.  34  (a) ),  Is  amended  hy  striking  out  the  first  sentence 
following  the  proviso  down  to  and  Including  the  words  "  to  be  ascertained  " 
and  inserting  In  lieu  thereof  tbe  following:  "If  such  consolidation  shall  be 
voted  for  at  said  meetings  by  the  necessary  majorities  of  tbe  shareholders  of 
tbe  association  and  of  the  State  or  other  bank  proposing  to  consolidate,  and 
thereafter  tbe  consolidation  shall  be  approved  by  the  Comptroller  of  the  Cur- 
rency, any  shareholder  of  either  the  association  or  the  State  or  other  bank  so 
consolidated,  who  has  voted  against  such  consolidation  at  the  meeting  of  the 
association  of  which  he  Is  a  stockholder,  and  has  given  notice  Id  writing  thereat 
to  tbe  presiding  officer  that  he  dissents  from  the  plan  of  consolidation,  shall  be 
entitled  to  receive  tbe  value  of  the  shares  so  held  by  him  If  and  when  said 
consolidation  shall  be  approved  by  tbe  Comptroller  of  tbe  Currency,  such 
value  to  be  ascertained  as  of  tbe  date  of  tbe  Comptroller's  approval." 

(b)  Surb  section  3  is  further  amended  by  adding  at  the  end  thereof  (he 
following  paragraph  i 

"Where  a  dissenting  shareholder  has  given  notice  as  provided  In  this  sec- 
tion to  the  bank  of  which  he  Is  a  shareholder  of  his  dissent  from  the  plan  of 
consolidation,  and  the  directors  thereof  fail  for  more  than  thirty  days  there- 
after to  appoint  an  apprniser  of  the  value  of  his  shares,  said  shareholder  may 
request  the  comptroller  of  the  Currency  to  appoint  such  appraiser  to  act  nn 
the  appraisal  committee  for  and  on  liehaif  of  such  bank.  In  tbe  event  one  of 
the  appraisers  falls  to  agree  with  the  others  us  to  the  value  of  said  shares,  then 
tbe  valuation  of  the  remaining  appraisers  shall  govern." 

Sua  331.  The  Act  entitled  "An  Act  to  prohibit  offering  for  sale  as  Federal 
farm  loan  bonds  any  securities  not  issued  under  the  terms  of  the  Farm  Loan 
Act,  to  limit  the  use  of  the  words  'Federal',  'United  States',  or  'reserve', 
or  a  combination  of  such  words,  to  prohibit  false  advertising  and  for  other 
purposes",  approved  May  24.  192fi  (U.  S.  C.  Supp.  VII.  title  12.  sees.  584-688), 
la  amended  by  inserting  in  section  2  thereof  after  "  the  words  '  United  States ' ", 
the  following,  "  the  words  '  Deposit  Insurance '  " :  and  by  Inserting  in  said 
section  after  the  words  "  the  laws  of  the  United  Stales",  the  following,  "nor 
to  any  new  bank  organized  by  the  Federal  Deposit  Insurance  Corporation  as 
provided  In  section  12B  of  the  Federal  Unserve  Act,  as  amended  ",  and  by  strik- 
ing out  tbe  period  at  the  end  of  section  4  and  inserting  the  following,  "  or  the 
Federal   Deposit    Insurance   Corporation." 

Sea  332.  Tbe  Act  entitled  "An  Act  to  provide  punishment  for  certain  offenses 
committed  against  banks  organized  or  operating  under  Isws  of  the  Tutted 
States  or  any  member  of  the  Federal  Unserve  System"  (48  Stat.  783),  ap- 
proved May  18,  l«t4.  is  amended  hy  striking  out  the  period  lifter  "  Cnlted 
States"  in  the  first  section  thereof  and  Inserting  the  following:  "and  any 
insured  hank  as  defined  in  subsection  (c)  of  section  12B  of  the  Federal 
Reserve  Act,  as  amended." 

Senator  Fletcher.  I  thought  I  would  make  that  statement,  Mr. 
Chairman,  as  the  foundation  for  the  hearings. 

Senator  Glass.  Yes;  thank  you,  Mr.  Chairman. 

In  order  that  it  may  be  understood  that  there  has  been  no  delay 
in  the  consideration  of  this  bill,  I  desire  to  say  that  five  members 
of  the  subcommittee  having  charge  of  the  bill  are  members  of  the 
Senate  Appropriations  Committee,  and  all  of  them,  more  or  less, 
and  especially  the  chairman  of  the  committee,  were  occupied  with 
what  is  known  as  the  "  relief  "  and  "  works-relief  bill  ";  hence  it  wits 
impossible  to  give  consideration  to  this  bill  before  now. 

Senator  Btjlkley.  In  addition  to  that.  Mr.  Chairman,  three  mem- 
bers of  this  subcommittee  are  members  of  the  Home  Loan  subcom- 
mittee and  have  given  agood  deal  of  time  to  tbe  Home  Loan  bill. 

Senator  Townsend.  That  is  correct. 
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Senator  Glass.  I  just  wanted  it  to  appear  in  the  record  that  we 
have  gotten  to  the  bill  as  soon  as  we  could. 

Mr.  Crowley,  will  you  be  good  enough  to  take  a  seat  over  there! 
Mr.  Crowley.  Thank  you,  Mr.  Chairman. 

STATEMENT  OF  LEO  T.  CROWLEY,  CHALUMAH  OF  THE  BOARD, 
FEDERAL  DEPOSIT  INSURANCE  CORPORATION 

Senator  Glass.  Mr.  Crowley,  you  have  heard  read  the  letter  of  the 
President  to  the  Chairman  of  the  Banking  and  Currency  Committee 
of  the  Senate,  stating  that  this  bill,  known  as  "  S.  1715 \  is  a  tenta- 
tive draft  of  the  banking  bill,  and  that  the  President  desired  that 
you  and  others  supposed  to  be  associated  with  the  drafting  of  the  bill 
be  heard  by  the  committee;  and  you  have  been  requested  to  come 
and  testify  accordingly.  We  would  be  glad  to  have  you  say  what 
you  may  desire. 

Senator  Couzenr.  Is  this  testimony  going  to  be  confined  to  title  I? 

Senator  Glass.  In  support  of  title  I. 

Mr.  Crowley.  Thank  you. 

Senator  Glass.  I  have  been  told  by  you  that  you  had  part  only  in 
drafting  title  I  of  the  bill. 

Mr.  Crowley.  That  is  truei  that  is  the  part  that  I  drew.  The 
general  counsel  and  I  drafted  title  I,  which  is  the  part  I  am  familiar 
with. 

Senator  Glass.  You  had  nothing  to  do  with  title  III? 

Mr.  Crowley.  Not  the  drafting  of  it;  no,  sir. 

Senator  Glass.  And  it  was  not  your  suggestion  that  they  be  com- 
bined in  one? 

Mr.  Crowley.  No,  sir;  that  was  the  suggestion  of  others — that  they 
be  combined  in  one. 

Senator  Glass.  Very  well. 

Mr.  Crowley.  Mr.  Chairman.  I  have  here  an  outline  that  I 
would  like  to  present.  It  will  take  probably  30  or  40  minutes  to  go 
through  with  it.  Do  you  object  to  that?  It  is  a  complete  report  of 
the  changes  in  our  bill. 

Senator  Glass.  No;  I  do  not  object  to  it. 

Senator  Couzens.  You  mean  changes  in  the  law,  and  not  changes 
in  your  bill? 

Mr.  Crowley.  Changes  in  the  bill ;  yes,  sir. 

With  your  permission,  I  would  like  to  outline  to  you  in  detail  the 
reasons  which  have  motivated  our  suggestions  for  changes  in  the 
permanent-insurance  plan.  The  charts  and  tables  on  the  next  few 
pages  give  a  vivid  picture  of  the  commercial  banking  structures  of 
tiie  United  States.  These  data  cover  all  insured  and  noninsured 
banks,  arranged  according  to  total  deposit  liability  size  groupings. 
They  do  not  include  mutual  savings  banks  or  private  banks. 

Ninetv  percent  by  number  of  all  of  the  licensed  commercial  banks 
in  the  Ifnitcd  States  have  been  admitted  to  the  insurance  fund.  Over 
98  percent  of  the  total  deposits  in  commercial  banks  and  trust  com- 
panies in  the  United  States  are  in  banks,  the  deposits  of  which  are 
insured.  On  October  1, 1934,  there  were  only  1,100  licensed  commer- 
cial banks  with  deposits  of  slightly  more  than  $500,000,000  which 
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were  not  insured,  while  insured  commercial  banks  numbered  more 
than  14,000  on  that  date,  and  their  deposits  amounted  to  some 
$88,000,000,000.  Mutual  sayings  banks  have  been  excluded  from  these 
figures.  There  are  68  out  of  the  576  mutual  savings  banks  in  the  fund 
for  mutuals. 

The  charts,  we  will  just  pass  for  the  time.  We  will  come  back 
to  those,  Senator  Bulkley,  if  you  do  not  object 

Senator  Bulhxby.  I  was  wondering  whether  you  wanted  them 
printed  in  the  record. 

Senator  Couzbns.  Were  tbey  printed  in  the  Record  of  the  House! 

Mr.  Crowley.  Yes,  Senator. 

Senator  Couzens.  I  do  not  think  we  need  to  duplicate  them  here. 

Senator  Glass.  No;  I  do  not  think  we  do.  It  would  be  a  useless 
expense. 

Mr.  Crowley.  Losses  to  depositors,  1864  to  1934:  To  arrive  at  a 
practical  basis  for  estimating  the  amount  of  funds  necessary  to  cover 
the  insurance  liability  of  the  Corporation,  our  first  consideration  has 
been  the  volume  of  losses  which  depositors  have  borne  during  the 
past. 

From  July  1,  1864,  the  beginning  of  the  national  banking  system. 
to  June  30,  1934,  about  16,000  commercial  banks,  with  deposits  of 
nearly  9  billion  dollars,  are  known  to  have  suspended  operations. 
Losses  to  depositors  in  these  banks  are  estimated  at  3  billion  dollars 
over  and  above  all  recoveries. 

The  estimates  of  losses  to  depositors  in  suspended  commercial 
banks  are  based  upon  available  data  which  clearly  minimize  the  facts. 
The  figures  for  national  banks  are  fairly  complete  and  reliable,  and 
are  taken  from  reports  of  the  Comptroller  of  the  Currency.  The 
figures  for  other  commercial  banks,  however,  are  incomplete,  particu- 
larly for  the  period  prior  to  1920.  All  failures  have  not  been  re- 
ported. Bank  depositors,  therefore,  have  suffered  losses  which  have 
not  been  recorded.  Many  records  of  voluntary  liquidation  by  banks 
ignore  the  fact  that  depositors  were  not  paid  in  lull.  Then,  again, 
bank  reorganizations,  in  late  years,  have  been  based  upon  the  waiving 
of  depositors'  claims,  while  in  other  cases  depositors  have  volun- 
tarily reduced  their  claim  or  made  contributions  to  capital  ae  a  means 
of  absorbing  losses. 

The  accompanying  charts  show,  by  years,  from  1864  to  1934  the 
percentage  of  national  and  other  commercial  banks  suspending,  and 
the  ratio  of  deposits  in  suspended  banks  to  deposits  in  active  banks. 
The  ratio  of  deposits  in  suspended  banks  to  total  deposits  in  all 
active  banks  is  smaller  for  national  than  for  other  commercial 
institutions. 

Senator  Couzbns.  During  the  preparation  of  these  figures  did  you 
obtain  any  amounts  that  might  have  been  lost  by  stockholders? ' 

Mr.  Fox  (accompanying  Mr.  Crowley).  We  have  estimates  that 
we  can  give  you  if  you  would  like  them. 

Senator  Codzens.  Yes;  if  it  does  not  take  up  too  much  time.  You 
can  go  on  and  you  can  put  that  in  later. 

Mr.  Crowley.  Our  estimates  indicate  that  about  one  billion  dollars 
of  the  9  billion  dollars  which  was.  on  deposit  in  commercial  banks 
that  failed  during  the  70-year  peritxl,  were  secured  by  pledge  of  coi- 
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lateral  or  otherwise.  Of  the  remainder,  some  6  billion  dollars  were 
in  accounts  of  less  than  $5,000,  or  constituted  the  first  $5,000  of  large 
accounts.  Two  billion  dollars  represent  the  volume  of  these  deposits 
which  was  in  accounts  with  balances  above  $5,000. 

For  everv  $100  of  deposits  in  the  entire  commercial  banking  sys- 
tem, about  32  cents  a  year  was  lost.  Of  this  figure,  it  is  estimated  that 
24  cents  represents  losses  to  depositors  with  balances  not  in  excess  of 
$5,000,  while  the  remaining  8  cents  represents  losses  to  depositors 
having  balances  in  excess  of  $5,000.  For  every  $100  of  deposits  in 
the  national  banking  system,  21  cents  per  year  was  lost,  as  against 
42  cents  per  $100  per  year  in  the  State  system.  The  table  on  the 
following  page  summarizes  the  estimates  of  losses  to  depositors  is 
suspended  national  and  other  commercial  banks  during  the  70  years 
ending  June  30,  1934. 

Lowes  to  depositors  in  suspended  commercial  banks,  July  J,  1864-Jime  SO,  J0S1 
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Losses  to  depositors  have  been  most  severe  during  the  periods  of 
business  depression.  Two-thirds  of  the  losses  during  this  entire  70- 
year  period  resulted  from  bank  suspensions  occurring  during  the  4 
years  ending  June  30,  1934.  For  these  4  years,  losses  to  depositors 
are  estimated  at  $1.32  per  year  for  each  $100  of  deposits  in  the  com- 
mercial banking  system.  Comparable  losses  during  the  depression 
of  the  1870's  amounted  to  35  cents,  and  during  the  depression  of  the 
1890's  amounted  to  23  cents.  The  figures  for  the  early  periods  under- 
state the  losses,  but  it  is  apparent  that  the  losses  in  these  earlier 
periods  were  not  as  great  in  proportion  to  total  deposits  as  during 
the  past  4  years.  The  data  are  summarized  on  the  following  tables. 
The  first  shows  the  losses  in  commercial  banks  which  suspended  and 
did  not  reopen  during  the  three  depression  periods;  the  second  com- 
pares losses  during  the  14  years  included  by  the  three  critical  periods, 
with  the  other  56  years  since  1864. 


itf  by  Google 


BANKIKO   ACT   OF    1»35 


All  uoronunlnl  banks i 

1873-78 

1893-97 

1SS1-M 

M 

*1S4 

«.8» 

10 
M 

9 

IS 

IDS 

8,  US 

D 

41 

X 141 

3 

M 

1,478 

o.  ss 

0.23 

.81 
.M 

.19 

.04 

Unsecured  dapraiuom  il.cn> 

.40 

'  Periods  beginning  on  July  1  and  ending  on  June  30  of  the  years  specified. 
'  Negligible. 

>  II  losses  of  banks  which  subsequent)  y  reopened  in  Included,  the  average  loss  per  year  for  eaoh  tl 
deposits  In  active  banks  la  raised  to  31 .32. 
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Losses  to  deposltorx  in  suspended  banks,  July  1,  1864-June  SO.  1934 — Three 
crisis  periodi  contrasted  with  the  remaining  years — All  commercial  banks 
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The  experience  of  the  past  70  years  indicates  that  to  repay  losses 
suffered  by  all  depositors  in  our  suspended  commercial  banks,  an 
assessment  of  33  cents  per  $100  of  total  deposits,  or  one-third  of  1 
percent  of  total  deposits  in  all  open  commercial  banks,  would  have 
been  necessary.  Excluding  the  losses  incurred  during  the  three  de- 
pression periods  (1878-78,  1892-97,  1931-34)  and  confining  ourselves 
to  losses  occurring  during  the  balance  of  the  70  years,  an  assessment 
of  one-eighth  of  1  percent  would  have  been  necessary. 

Future  losses:  In  the  past,  the  number,  timing,  and  geographic 
concentrations  of  bank  suspensions  have  been  chiefly  due  to  funda- 
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mental  weaknesses  in  banking  structure  and  the  course  of  economic 
events.  Suspension  of  individual  banks  within  the  areas  affected  has 
reflected,  in  the  main,  the  quality  of  bank  management.  In  the 
future,  the  magnitude  of  losses  which  will  result  from  bank  failures 
will  also  depend  upon  the  trend  of  economic  events,  the  changes 
which  may  occur  in  the  structure  and  functions  of  the  commercial 
banking  system,  the  caliber  of  the  individual  bank  management,  the 
extent  to  which  the  system  is  reinsured  against  defalcations,  and 
the  quality  of  the  supervision  exercised  over  these  banking  insti- 
tutions. 

Of  course,  the  future  trend  of  economic  events  cannot  be  forecast. 

Changing  tendencies  are  now  apparent  in  the  structure  and  func- 
tions of  commercial  banking.  On  the  one  hand,  the  drastic  reduc- 
tion in  the  number  of  banks  during  the  past  14  years  has  greatly 
relieved  the  over-banked  condition  in  many  communities.  On  the 
other  hand,  new  financial  agencies,  serving  specialized  needs  have 
been  created,  and  will  compete,  to  some  extent,  with  commercial 
banks.  The  types  of  credit  which  may  be  extended  by  commercial 
banks  may  be  subject  to  varying  degrees  of  risk. 

The  extent  to  which  the  caliber  of  bank  management  will  improve 
in  the  future,  over  what  it  has  been  in  the  past,  cannot  be  estimated. 
While  it  is  hoped  that  a  better  quality  of  personnel  will  develop,  it 
must  be  recognized  that  there  will  continue  to  be  poorly  managed 
banks  and  that  such  institutions  will  eventually  succumb.  We  cannot 
foretell  the  extent  to  which  the  existence  of  deposit  insurance  will 
influence  bank  management. 

Insurance  premium:  To  establish  a  fair  rate  of  assessment  which 
the  banks  shall  pay  for  Federal  deposit  insurance,  the  hopeful  expec- 
tations for  the  future  must  be  tempered  by  a  consideration  of  the 
realities  of  the  past.  Let  me  repeat  that  a  premium  at  the  rate  of 
one-third  of  1  percent  of  total  deposits  would  have  been  necessary 
to  cover  all  losses  to  depositors  during  the  past  70  years.  A  premium 
at  the  rate  of  one-eighth  of  1  percent  would  have  covered  depositors1 
losses  in  all  years  except  those  of  severe  depression. 

We  are  concerned  next  with  the  basis  or  assessment,  and  with  the 
ability  of  the  banks  to  pay  the  required  amount. 

The  existing  permanent  insurance  law  provides  that  all  insured 
banks  may  become  liable  for  an  uncertain  nnmber  of  successive 
assessments.  It  is  not  sound  deliberately  to  subject  an  operating 
business  to  an  unpredictable  liability.  The  maximum  rate  and  num- 
ber of  assessments  should  be  fixed  so  that  an  insured  bonk  may  know 
in  advance  its  potential  liability  to  the  Corporation.  An  annual  pre- 
mium of  a  known  maximum  amount  constitutes  a  sound  basis  for 
insurance  revenue,  as  it  provides  a  specific  payment  to  cover  a  clearly 
defined  risk  for  a  definite  period  of  time. 

We  also  believe  that  payments  made  by  insured  banks  should  be 
made  in  the  form  of  premiums  rather  than  through  the  purchase  of 
xtock.  As  in  the  case  of  other  insurance  companies,  receipts  from 
premiums  should  be  added  to  the  reserve  funds  of  the  Corporation. 
Such  reserve  funds  should  not  be  considered  an  earning  asset  of  the 
insured  banks.     The  interest  received  by  the  Corporation  from  the 
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investment  of  reserve  funds  should  not  be  made  the  basis  of  dividend 
payments. 

It  is  recommended  that  assessments  be  based  upon  total  deposits 
in  insured  banks,  regardless  of  whether  or  not  the  insurance  is  lim- 
ited to  $5,000  per  depositor.  To  base  assessments  solely  on  the  first 
$5,000  of  each  depositor's  account  places  an  undue  burden  upon  the 
small  banks.  The  greatest  risk  to  the  Corporation  does  not  neces- 
sarily lie  in  these  institutions.  On  the  contrary,  it  has  been  demon- 
strated frequently  in  recent  years  that  the  consequences  of  the  failure 
of  a  large  bank  may  be  more  disastrous  than  the  failure  of  a  number 
of  .'-mall  institutions.  The  closing  of  a  large  bank  often  brings  in 
its  wake  the  failure  of  correspondent  institutions. 

The  benefits  of  deposit  insurance  are  not  limited  solely  to  the  pro- 
tection of  the  individual  depositor.  The  entire  banking  structure  of 
the  country  is  so  intimately  interwoven  that  a  disturbance  in  any 
part  of  the  system  may  cause  repercussions  of  far-reaching  propor- 
tions. The  benefits  which  will  accrue  to  the  large  city  banks  because 
of  greater  stability  in  the  country  banks,  are  real  and  tangible. 

All  banks,  large  and  small,  should  be  required  to  support  the  insur- 
ance system.  Banking  is  no  longer  merely  a  private  business  propo- 
sition. It  involves  great  social  consequences.  The  stability  of  the 
banking  system  affects  the  economic  prosperity  of  the  country.  The 
raising  of  a  sufficient  revenue,  solely  through  the  levying  of  pre- 
miums against  the  deposits  of  those  receiving  direct  insurance 
benefits  will  not  be  a  fair  distribution  of  the  burden. 

Our  analysis  of  the  ability  of  the  banks  to  pay  assessments  is  con- 
fined solely  to  national  banks,  since  adequate  data  for  other  institu- 
tions are  not  available.  The  figures  for  earnings,  profits,  and  divi- 
dends of  national  banks  since  1JS70,  as  published  by  the  Comptroller 
of  the  Currency,  have  been  used.  If  the  operating  results  of  national 
banks  can  be  taken  as  criteria,  the  banking  system  as  a  whole  could 
have  paid  its  losses  during  the  past  70  years  without  impairing  its 
stability  or  the  payment  of  reasonable  dividends  to  stockholders. 

Operating  profits  of  the  banks  have  been  below  normal  during 
recent  years.  The  condition  is  reflected  not  only  in  reductions  in 
Cross  earnings  but  also  in  unusually  heavy  write-offs  made  neces- 
sary by  shrinkage  in  values.  As  we  coine  out  of  the  depression,  losses 
on  existing  credits  will  appear.  Banks  should  charge  off  these  losses 
currently  as  they  develop.  They  should  not  allow  them  to  ac- 
cumulate as  was  frequently  the  case  prior  to  the  banking  holiday  of 
1933.  These  losses  may  absorb  a  considerable  part  of  the  banks' 
earnings  over  the  next  few  years.  To  ask  the  banks  to  bear  the 
entire  cost  of  insurance  at  a  rate  comparable  to  the  experience  of 
losses  over  the  past  70  years,  would  subject  them  to  a  heavy  burden 
at  the  present  time. 
Senator  Couzenb.  Do  you  mind  an  interruption  there! 
Mr.  Crowley.  No,  sir. 

Senator  Coczens.  During  the  preparation  of  this  statement  and 
the  gathering  of  data  for  it,  have  you  computed  the  cost  of  elimin- 
ating interest  on  the  savings  deposited 

Mr.  Crowlet.  We  will  come  to  that,  Senator. 
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Senator  Couzenb.  Very  well. 

Mr.  Crowley.  It  is  probably  true  that  after  the  period  of  adjust- 
ment has  been  completed,  the  banks'  earnings  wilt  enable  them  to 
pay  an  assessment  adequate  to  cover  losses  at  the  rate  shown  for  the 
past  70  years.  To  ask  them  to  do  so,  however,  without  making  some 
effort  to  reduce  the  burden  of  losses  seems  to  me  to  be  unfair  to 
the  banks  and  to  the  public  which  must  ultimately  bear  the  cost. 
This  factor  prompts  us  to  ask  for  specific  powers  which  will  reduce 
these  losses  so  that  the  insurance  plan  can  be  operated  upon  a  reason- 
able assessment  basis. 

The  following  table  compares  annual  averages  of  earnings,  ex- 
penses, losses,  and  profits  of  the  national  banks  for  the  years  1918 
to  1930  with  similar  figures  for  the  6  months'  period  ending  Decem- 
ber 31, 1933.  If  charge-off s  during  the  lost  half  of  1933  had  been  no 
heavier  than  the  average  for  the  years  1918  to  1930,  the  national 
banks  would  have  shown  net  profits  of  more  than  $1  for  each  $100 
of  total  deposits  or  more  than  $7  for  each  $100  of  invested  capital. 
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i  The  figures  for  the  8  months  havo  b«on  utllusted  to  show  a  rate  per  year,  rflther  than  for  o  months  onl  j. 
Soorcei  Federal  Deposit  Insurance  Corporation,  Division  of  Research  and  Statistics. 

It  will  be  noted  that  the  expenses  of  operating  national  banks  were 
considerably  lower  in  1933  than  during  the  period  1918  to  1930.  Most 
of  this  reduction  was  due  to  a  decline  in  the  average  rate  of  interest 
paid  on  deposits.  About  two-thirds  of  this  reduction  in  interest  oc- 
curred before  the  Banking  Act  of  1933  became  effective  and  reflected 
the  general  decline  in  money  rates.     One-third  of  the  reduction  took 

Elace  after  the  passage  of  the  act,  reflecting  almost  entirely  the  pro- 
ibition  against  the  payment  of  interest  on  demand  deposits.  The 
savings  in  interest  on  account  of  this  change  in  the  law  amounted  to 
26  cents  for  each  $100  of  total  deposits  or  more  than  the  premium 
necessary  to  cover  losses  on  deposits  insured  up  to  $5,000,  as  indicated 
by  the  experience  of  the  past  70  years. 

The  cost  of  insurance  will  not  be  disproportionately  heavy  in  rela- 
tion to  earning  power  if  paid  by  banks  in  proportion  to  their  total 
deposits.  If  insurance  be  limited  to  $5,000  for  each  depositor  and  the 
cost  is  distributed  among  the  banks  in  proportion  to  their  insured 
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deposits,  the  payments  by  smaller  banks  would  be  nearly  double  the 
assessments  distributed  on  the  basis  of  total  deposits. 

Reserve  for  losses:  We  have  recommended  not  only  that  sub- 
scriptions by  insured  banks  to  capital  stock  of  the  Corporation  be 
eliminated,  out  also  that  the  Corporation  be  given  the  right  to  allo- 
cate to  surplus  any  portion  of  the  some  $300,000,000  paid  to  it  by  the 
Treasury  and  the  Federal  Reserve  banks.  If  the  amounts  paid  in  ' 
subscriptions  to  stock  were  to  be  carried  in  full  on  the  bonks  of  the 
Corporation  as  capital  stock,  the  Corporation  would  be  unable  to  pay 
any  losses  except  out  of  income,  over  and  above  operating  expenses, 
without  impairment  of  its  capital.  The  Corporation  would  have  no 
surplus  and  while  it  might  legally  be  permitted  to  spend  its  capital 
in  meeting  its  obligations,  a  substantial  capital  impairment  shown  in 
.  its  published  reports  would  have  a  most  adverse  effect  upon  public 
confidence.  We  are,  therefore,  recommending  that  the  stock  issued 
by  the  Corporation  to  the  Federal  Reserve  Banks  and  the  Treasury, 
be  without  par  value  and  that  the  balance  be  placed  in  a  surplus  or 
reserve  account. 

Until  such  time  as  the  resources  of  the  Corporation  may  be  adequate 
to  handle  the  volume  of  anticipated  losses,  it  would  be  very  unwise  for 
the  Corporation  to  pay  dividends.  We,  therefore,  recommend  that 
the  payment  of  dividends  be  eliminated. 

It  is  important  that  the  Corporation  be  given  adequate  means  fax 
increasing  the  funds  at  its  disposal  during  critical  periods.  It  is 
doubtful,  however,  if  at  such  times  the  Corporation  could  borrow 
from  private  sources.  The  United  States  Treasury  is  the  logical  pur- 
chaser of  these  obligations.  The  Government  is  vitally  interested 
in  the  maintenance  of  the  country's  banking  system.  We  recommend 
that  the  obligations  of  the  Corporation  be  issued  only  with  the  ap- 
proval of  the  Secretary  of  the  Treasury  so  that  any  credit  which 
the  Corporation  may  require  shall  not  conflict  with  the  financial  poli- 
cies of  the  Government. 

Standards  of  membership :  During  the  past  year  the  activities  of 
the  Corporation  have  been  chiefly  concerned  with  the  problem  of  re- 
building the  capital  structures  of  insured  banks.  In  the  future,  the 
Corporation  should  devote  a  large  part  of  its  efforts  to  the  mainte- 
nance of  sound  conditions  among  the  insured  institutions. 

To  maintain  sound  conditions  among  all  insured  banks  it  is  essen- 
tia] that  the  Corporation  have  the  power  to  control  the  admission 
of  banks  to  the  insurance  fund.  We  cannot  return  to  the  overbanked 
condition  of  1920  if  we  wish  to  have  a  sound  banking  structure.  The 
growth  of  excessive  banking  facilities  was  one  of  the  most  destruc- 
tive influences  which  existed  prior  to  the  banking  holiday  of  1933. 

Since  the  banking  holiday  much  effort  has  been  expended  in  re- 
organizing and  relicensing  banks  in  order  that  the  frozen  funds  of 
the  depositors  might  be  released.  The  accompanying  table  indicates 
that  more  than  2,000  banks  have  been  added  to  those  which  with- 
dood  the  shock  of  the  banking  crisis. 
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Under  present  conditions  the  Corporation  insures  all  newly  licensed 
banks  which  apply  for  insurance  if  they  are  found  to  be  solvent. 
Approximately  90  percent  of  the  newly  licensed  institutions  have 
become  insured.  The  Corporation  should  be  granted  the  specific 
power  to  refuse  the  admission  of  new  banks  into  the  insurance  fund 
where  such  admission  would  weaken  the  banking  system.  The  Cor- 
poration should  also  be  given  the  specific  right  to  require  a  higher 
standard  than  mere  solvency  for  admission  to  the  insurance  fund. 

It  is  my  firm  belief  that  every  community  which  can  produce  a 
sufficient  volume  of  deposits  to  support  a  bank  should  receive  the 
advantages  of  such  facilities.  There  are  many  localities  throughout 
the  United  States,  however,  which  can  support  only  one  or  two  banks. 
To  establish  a  second  or  third  bank  in  such  communities  leads  to 
speculative  and  destructive  practices  in  an  effort  to  earn  sufficient 
income  to  pay  expenses.  For  the  protection  of  the  insured  institu- 
tions, the  Corporation,  and  the  public  welfare,  the  admission  of 
banks  to  the  insurance  fund  should  be  carefully  supervised. 

It  is  for  these  reasons  that  we  have  recommended  that  the  legisla- 
tion incorporate,  specific  standards  to  be  met  by  future  applicants 
before  admission  to  the  benefits  of  deposit  insurance.  These  stand- 
ards have  already  been  recognized  by  Congress  in  other  legislation. 

Capital  rehabilitation :  In  the  latter  part  of  1933  banks  were  ad- 
mitted to  membership  in  the  insurance  fund  under  exceptional  condi- 
tions. The  situation  existing  at  the  close  of  1933  was  critical.  The 
lack  of  real  public  confidence  in  banks  was  unsettling.  Congress, 
therefore,  provided  that  all  solvent  banks  should  be  admitted  to  the 
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insurance  fund,  even  though  their  capital  was  impaired  in  a  number 
of  instances.  However,  the  Corporation  immediately  undertook  to 
assist  all  banks  which  needed  it  in  rebuilding  their  capital  structures 
and  correcting  capital  impairments  which  our  examinations  had 
disclosed. 

The  capital  rehabilitation  of  banks  was  to  be  effected  either  through 
local  contributions  or  through  the  facilities  of  the  Reconstruction 
Finance  Corporation.  The  Insurance  Corporation  assisted  State 
nonmember  banks  to  rebuild  their  capital  structure.  The  responsi- 
bility for  the  condition  of  National  and  State  member  banks  rest* 
with  the  Comptroller  of  the  Currency  and  the  Federal  Reserve  Board, 
respectively.  The  Comptroller  of  the  Currency  and  the  Federal  Re- 
serve Board  had  the  right  to  insist  that  banks  under  their  jurisdiction 
accept  necessary  aid.  The  Corporation,  however,  had  no  such  power. 
To  accomplish  the  task  of  rebuilding  the  capita]  of  nonmember  State 
banks  which  had  hcen  admitted  to  the  benefits  of  insurance,  the  Cor- 

S  oration  could  only  use  the  power  of  rational  appeal  to  the  board  of 
irectors  or  to  the  State  banking  authorities.  Without  the  coopera- 
tion of  the  State  banking  authorities  the  capital  structure  of  non- 
member  banks  would  not  have  been  rebuilt. 

State  nonmember  banks  which  could  not  obtain  local  capital  con- 
tributions were  assisted  in  securing  aid  from  the  Reconstruction  Fi- 
nance Corporation.  Banks  which  had  already  made  application  were 
assisted  in  complying  with  the  conditions  laid  down  by  the  Recon- 
struction Finance  Corporation.  The  accompanying  table  reveals  the 
extent  of  the  aid  extended  by  the  Reconstruction  Finance  Corpora- 
tion to  the  various  classes  of  banks  in  this  country.  While  it  is  true 
that  by  the  close  of  1934  Federal  Reserve  member  banks  (State  and 
national)  had  received  almost  three  times  as  much  Reconstruction 
Finance  Corporation  aid  as  had  nonmember  banks,  in  proportion  to 
total  deposit  liability  the  aid  given  State  nonmember  banks  was 
twice  as  great  as  the  assistance  extended  member  banks. 
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In  some  instances  the  necessary  capital  reconstruction  had  hardly 
been  accomplished  when  applications  were  made  by  the  banks  to 
retire  the  preferred  stock  or  debentures  purchased  from  the  Recon- 
struction Finance  Corporation.  As  has  been  indicated,  the  capital 
reconstruction  program  was  carried  out  for  the  purpose  of  protect- 
ing not  only  the  banks  but  the  Insurance  Corporation.  The  capital 
and  surplus  of  banks  constitute  a  guaranty  fund  to  depositors. 
They  represent  a  cushion  for  the  liability  of  the  Corporation.  When 
this  capital  and  surplus  are  exhausted  through  losses,  the  depositor 
must  turn  to  the  Insurance  Corporation  for  the  payment  of  his 
deposits.  The  Corporation  is  vitally  concerned,  therefore,  with  the 
amount  and  condition  of  the  capital  and  surplus  of  insured  insti- 
tutions. The  reduction  of  this  cushion  of  safety  should  be  permitted 
only  after  obtaining  the  approval  of  the  Corporation.  If  banks 
are  allowed  to  retire  this  new  capital,  the  rehabilitation,  which  has 
been  so  tediously  accomplished,  would  be  of  no  avail.  The  Corpo- 
ration should  have  the  right  to  control  any  future  reductions  in 
Capital  by  insured  banks. 

Mergers  and  consolidations:  The  Corporation  should  have  the 
right  to  review  all  mergers  and  consolidations  affecting  insured 
banks.  It  is  possible  that  banks  which  have  been  refused  admission 
to  the  insurance  fund  may  be  absorbed  by  insured  institutions,  thus 
extending  the  liability  of  the  Corporation  to  depositors  of  the  ab- 
sorbed bank.  Under  the  existing  conditions,  there  is  no  way  by 
which  such  a  subterfuge  could  be  prevented. 

In  the  interests  of  the  depositor  the  Corporation  should  have  the 
right  to  refuse  to  give  its  stamp  of  approval  to  inequitable  or  un- 
sound reorganizations.  Last  year  the  Corporation  was  called  upon 
to  review  more  than  700  such  plans.  Many  of  those  which  we  have 
seen  are  inequitable.  The  Corporation  should  have  the  right  to  pass 
upon  the  justice  and  soundness  of  reorganization  plans.  Depositors 
have  often  made  tremendous  sacrifices  without  the  comparable  sacri- 
fice by  stockholders  and  other  special  groups. 

The  Corporation  now  has  the  right  to  buy  assets  of  closed  Fed- 
eral Reserve  member  banks.  We  have  recommended  that  this  right 
to  purchase  be  extended  to  operating  insured  banks  until  July  1936 
whenever  such  action  will  avert  an  impending  loss  and  facilitate  a 
merger  or  consolidation.  It  will  be  to  the  best  interests  of  both 
depositors  and  the  Corporation  if,  through  the  absorption  by  the 
Corporation  of  a  comparatively  small  loss,  a  more  serious  loss  will 
be  averted.  Furthermore,  such  a  procedure  will  offer  both  an  incen- 
tive and  a  method  for  completing  the  rehabilitation  of  all  insured 
banks  prior  to  July  1,  1936.  The  right  to  purchase  assets  from 
operating  banks  should  not  be  exercised  unless  in  conjunction  with 
a  merger  or  consolidation  and  only  for  the  purpose  of  averting  loss. 

Fidelity  and  other  protection :  Bank  failures  are  frequently  pre- 
cipitated by  defalcations.  We,  therefore,  recommend  that  the  Cor- 
poration be  given  the  right  to  require  adequate  fidelity  and  other 
insurance.  Such  insurance  provides  protection  to  depositors,  to  bank 
executives,  and  to  the  Corporation.  Where  a  given  institution  does 
not  carry  sufficient  insurance,  the  Corporation  should  be  given  the 
right  to  contract  for  such  insurance  and  charge  the  bank  therefor. 

Termination  of  insurance:  A  method  whereby  nonmember  banks 
ma_y  withdraw  from  the  insurance  fund  should  be  included  in  the 
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-«»-gislation.  Banks  leaving  the  insurance  fund  should  give  adequate 
Notice  to  the  Corporation  and  to  their  depositors.  However,  such 
^withdrawals  should  not  expose  the  depositors  to  a  sudden  cancela- 
tion of  the  protection  afforded  them,  and  the  insurance  benefits 
aliould  be  extended  to  the  depositors  for  2  years  after  the  withdrawal 
of  any  bank. 

We  also  believe  that  the  Insurance  Corporation  should  have  the 
■right  to  terminate  the  insurance  of  any  bank  if,  after  a  hearing  and 
after  notice  to  depositors,  such  action  is  in  the  best  interest  of  both 
depositors  and  the  Corporation.  In  establishing  deposit  insurance 
Congress  has  assumed  not  only  a  definite  responsibility  to  bank  de- 
positors, but  also  a  moral  obligation  for  the  sound  management  of 
tanks.  If  the  Corporation  finds  that  an  insured  bank  is  engaged 
in  repeated  practices  detrimental  to  its  depositors,  the  Corporation 
should  not  be  placed  in  the  position  of  sanctioning  such  practices  but 
should  be  given  the  right  to  terminate  the  insurance  of  the  bank's 
<leposits  without  jeopardizing  the  depositors.  For  the  protection 
of  depositors  we  have  recommended  that  in  such  cases  insurance 
Tbe  extended  for  2  years  from  the  time  that  membership  in  the  fund 
is  terminated. 

The  right  of  dismissal  may  seem  to  be  somewhat  drastic,  but  it  is 
Sloped  that  the  use  of  this  power  may  seldom  be  necessary.  As  an 
"intermediate  step,  and  as  a  means  of  notifying  the  public,  it  is  sug- 
^gested  that  the  Corporation  be  authorized  to  publish  either  all  or 
■such  portions  of  examination  reports  as  it  deems  necessary.  The 
CState  supervisory  authorities  will  De  advised  of  the  intention  to  pub- 
lish all  or  part  of  the  examination  report  and  only  after  adequate 
notice  has  been  served  on  the  executives  of  the  bank  concerned  will 
such  action  take  place.  This  procedure  is  designed  to  allow  sufficient 
<ime  for  the  executives  of  the  bank  concerned  to  correct  the  practices 
~^hich  jeopardize  the  safety  of  the  depositors'  funds.  The  Comp- 
troller of  the  Currency  has  this  right  in  the  case  of  national  banks. 
Senator  Codzenb.  May  I  ask  a  question  at  that  point? 
Mr.  Crowley.  Yes,  sir,  Senator. 

Senator  Codzens.  What  would  happen  to  a  bank  if  it  was  known 
it  had  made  an  application  for  withdrawing  from  the  Insurance 
Iteposit  Corporation  or  if  the  Corporation  undertook  to  cancel  the 
insurance?    Wouldn't  there  be  a  run  on  the  bank? 

Mr.  Crowley.  Well,  I  would  say  this,  that  if  a  bank  has  been 
cirrying  on  practices  of  this  kind,  that  we  have  given  them  90  days' 
time  to  correct  them,  and  if  they  won't  do  it  or  haven't  done  so,  that 
the  depositors  should  be  protected  bv  notice  that  that  bank  is  going 
to  be  put  out  of  the  system.  Now,  1  presume  it  will  be  agreed  that 
if  h  bank  has  been  guilty  of  practices  such  as  that,  it  should  be  put 
m  liquidation,  if  it  has  been  conducting  its  affairs  along  that  line. 

Senator  Couzens.  Yes;  but  what  am  I  getting  at  is  this:  Would 
not  publicity  of  the  fact  that  the  bank  is  going  to  lose  the  insurance 
ordinarily  cause  a  run?  I  am  wondering  if  it  would  be  better,  when 
wat  necessity  arose,  to  close  the  bank  and  save  the  depositors. 
_  Mr.  Crowley.  Well,  I  should  say  this :  If  a  bank  has  been  carry- 
ing on  unsound  practices,  and  the  Corporation  has  given  the  120 
diys'  notice  in  which  to  correct  such  practices,  and  then  the  hank 
either  has  failed  or  refused  to  make  such  corrections,  then  the  de- 
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positors  of  that  bank  should  be  protected  by  a  suitable  notice  that 
the  bank  is  going  to  be  dismissed.  Now,  I  presume  it  is  generally 
agreed  that  if  a  bank  has  been  guilty  of  unsound  practices  it  should 
be  eliminated  from  the  insurance  fund,  even  though  such  elimina- 
tion mean  liquidation. 

Senator  Couzens.  You  are  asking  power,  however,  to  cancel  the  in- 
surance and  to  permit  a  bank  to  withdraw  from  the  fund,  which  is 
tantamount  to  a  notice  to  the  depositors  that  the  bank  is  in  trouble. 
It  seems  to  me  there  ought  to  be  some  better  device  for  handling  that 
matter  than  has  been  suggested  in  your  memorandum. 

Mr.  Crowley.  As  I  understand  it,  the  Congress  does  not  have  the 
right  to  give  the  Corporation  the  power  to  close  State  banks. 

Senator  Couzens.  Would  you  give  notice  to  the  State  bank  before 
you  took  any  such  action? 

Mr.  Crowley.  Yes,  and  also  notice  to  the  State  supervising 
authorities. 

Senator  Couzens.  Would  you  give  the  State  officials  any  notice 
before  you  made  public  your  action? 

Mr.  Crowley.  Yes. 

Senator  Byrnes.  Would  the  public  get  the  information  ? 

Mr.  Crowi-ey.  Ultimately  the  public  would  get  the  information 
after  the  necessary  notice  had  been  given  and  the  bank  given  an 
opportunity  to  appear  before  our  Board  to  show  cause  why  they 
should  not  be  eliminated  from  the  fund. 

Senator  Byrnes.  On  the  face  of  that  notice,  practically  every 
bank  would  have  to  close,  they  would  feel  that  they  would  have  to 
close  in  order  to  take  advantage  of  the  insurance. 

Mr.  Crowley.  You  mean  the  final  notice  i 

Senator  Byrnes.  No  ;  I  mean  just  what  Senator  Couzens  says,  that 
once  it  becomes  known  to  the  depositors  that  you  believe  their  prac- 
tices are  such  as  to  justify  you  in  taking  such  action,  that  depositors 
will  immediately  withdraw  their  funds,  immediately  the  wise  fel- 
lows will,  and  some  of  the  officials  will,  on  getting  notice. 

Mr.  Crowley.  The  law  will  operate  in  this  manner:  Notice  is  first 
given  to  the  officials  of  the  bank  and  the  State  supervising  authority, 
and  the  bank  is  given  120  days  to  make  the  necessary  corrections. 
At  the  end  of  the  120  days,  if  the  corrections  have  not  been  made, 
the  bank  will  then  have  30  days  within  which  its  representative  may 
appear  before  the  board  of  directors  of  our  Corporation  to  answer 
the  charges.  At  the  expiration  of  the  30  days,  if  the  corrections  have 
not  been  made  or  the  representative  of  the  bank  has  not  appeared, 
the  bank  is  expelled  from  the  fund.  You  understand,  however,  that 
we  insure  those  who  are  depositors  at  the  date  of  expulsion  for  a 
period  of  2  years  thereafter.  We  do  not  insure  anvone  who  becomes 
a  depositor  after  the  date  of  expulsion.  This,  I  think,  Senator, 
covers  the  situation  you  have  in  mind. 

Senator  Byrnes.  It  should  not  accept  them  without  the  depositor 
having  knowledge  that  the  insurance  has  been  removed. 
Mr.  Crowley.  Yes;  that  is  right. 

Senator  Byrnes.  The  only  question  is  whether  they  should  run  at 
all. 
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Senator  Couzens.  Let  us  say  there  was  the  120-day  and  30-day  ad- 
ditional notice,  yet  all  the  directors  and  officials  of  that  bank  "have 
the  knowledge,  what  would  happen  to  the  insiders? 

Mr.  Crowley.  The  most  the  insiders  could  do  would  be  to  with- 
draw balances  in  excess  of  $5,000,  realizing  that  if  the  bank  should 
ultimately  close,  they,  like  everyone  else,  would  be  protected  up  to  the 
$5,000  limit. 

Senator  Coozens.  They  may  even  want  the  money  in  there,  hav- 
ing in  mind  that  the  Deposit  Insurance  Corporation  could  pay  it 
and  then  get  the  money  out  no  matter  whether  it  was  below  or  above 
the  $5,000  insurance.  It  seems  to  me  there  must  be  some  better  device 
for  handling  this  situation  than  is  outlined  in  your  testimony. 

Mr.  Crowley.  Well,  we  would  be  glad  to  talk  with  you  about  that. 

Senator  Coozens.  We  can  take  that  up  later. 

Senator  Bulkxey.  I  would  like  to  get  clear  the  operation  of  your 
distinction  between  the  old  and  the  new  deposits.  Suppose  I  have  a 
$4,000  deposit  in  a  bank  where  you  are  going  to  terminate  the  insur- 
ance. Now,  if  I  draw  that  money  in  the  account  down  to  $2,000  and 
then  make  a  new  deposit  of  $2,000,  how  much  am  I  insured  to? 

Mr.  Cbowley.  $2,000. 

Senator  Bulkley.  If  I  made  a  new  deposit,  savings  deposit  up 
to  $5,000,  and  then  drew  it  down  to  $4,000,  how  much  would  I  be 
insured  for? 

Mr.  Crowley.  You  will  be  insured  only  for  the  amount  of  your 
balance  at  the  day  that  we  notify  the  bank  that  they  are  dismissed 
from  the  fund. 

Senator  Bulkley.  Exactly;  but  I  may  be  changing  the  amount, 
depositing  and  checking  out. 

Mr.  Cbowley.  No;  as  you  check  out  of  that,  our  liability  goes 
down.  Otherwise,  there  would  be  no  incentive  for  putting  the  bank 
out  of  the  fund  because  our  liability  would  always  remain  the  same. 

Senator  Bulkley.  So,  by  checking  out  and  drawing  out  money, 
your  liability  would  be  reduced? 

Mr.  Cbowley.  Yes. 

Senator  Bulkley.  And  any  new  deposits  would  have  no  effect 
whatever  ? 

Mr.  Cbowley.  This  is  the  primary  reason  why  depositors  should 
know  when  their  bank  is  no  longer  insured,  so  that  any  future  de- 
posits they  may  make  will  be  made  with  full  knowledge  and  at  their 
own  risk. 

The  Chairman.  You  have  no  legal  right,  nor  has  Congress  the 
right  to  give  you  authority  to  close  a  State  bank. 

Mr.  Crowley.  That  is  right 

The  Chairman.  And  when  a  bank  gets  in  the  condition  you  de- 
scribe it  ought  to  be  closed  by  one  method  or  another,  it  should  not 
be  allowed  to  continue  business  and  receive  deposits  over  the  counter 
when'  it  is  an  insolvent  condition. 

Mr.  Crowley.  That  is  right. 

The  Chairman.  Most  of  the  States  have  statutes  making  that  a 
penitentiary  offense  to  do  that. 

Mr.  Cbowley.  But,  Senator,  we  couldn't  afford,  with  our  liability 
here,  to  depend  upon  the  State  commissioners  to  close  these  banks. 

The  Chaibman.  I  am  saying  that;  yes.    That  is  what  I  am  saying. 

Mr.  Cbowley.  We  have  got  to  have  some  power. 
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The  Chairman.  I  think  when  a  bank  gets  into  that  condition  it 
ought  to  be  closed  in  the  speediest  way  possible. 

Mr.  Crowley.  That  is  right. 

The  Chairman.  Inasmuch  as  you  are  not  authorized  by  law  and 
Congress  cannot  give  you  the  right  to  close  the  bank,  it  seems  to  me 
that  your  method  there  is  worthy  of  very  serious  consideration,  at 
least. 

Mr.  CaowiET.  Reports  of  condition:  Reports  of  condition  now 
being  issued  to  the  public  are  confusing  because  of  their  inadequacy 
and  lack  of  uniformity.  Considerable  effort  has  been  expended  in 
a  study  of  this  question.  Conferences  have  been  held  with  the  State 
and  Federal  supervisory  agencies  in  an  effort  to  develop  standard 
and  uniform  reports  of  condition.  In  order  that  the  public  may  be 
informed  as  to  the  status  of  the  institutions  with  which  they  do 
business,  periodical  statements  of  condition  should  be  required  of 
all  banks. 

Payment  of  claims:  Revision  of  the  provisions  of  the  law  reciting 
the  obligation  of  the  Corporation  to  pay  the  insured  deposits  of  a 
closed  insured  bank  is  necessary.  As  it  now  stands,  the  law  re- 
quires the  Corporation  to  organize  a  new  national  bank  to  act  as  its 
instrumentality  in  paying  the  insured  deposits  of  every  closed  in- 
sured bank.  This  procedure  must  be  followed  even  though  there 
is  not  the  slightest  possibility  of  the  community  being  able  to  cap- 
italize the  new  national  bank.  Fifteen  insured  banks  nave  thus  far 
closed  but  in  only  one  instance  were  the  local  people  in  a  posi- 
tion to  capitalize  the  new  bank. 

This  procedure  for  paying  insured  deposits  bas  proved  unsatis- 
factory since  it  involves  needless  expense  and  many  unnecessary  ac- 
counting problems  which  could  be  eliminated  if  the  Corporation 
were  permitted  to  pay  its  obligations  in  the  same  manner  as  other 
insurance  companies  engaged  in  the  commercial  field.  Accord- 
ingly it  is  proposed  that  the  organization  of  a  new  bank  be  at  the 
discretion  of  the  Corporation. 

Under  the  present  law,  where  it  pays  the  insured  portion  of  a  de- 
posit claim  which  is  larger  than  $5,000  the  Corporation  becomes 
subrogated  to  the  entire  amount  of  the  depositors*  claim  until  it  is 
reimbursed  for  the  amount  paid  out  to  the  depositor.  This  is  mani- 
festly inequitable  to  the  larger  depositors.  We  believe  that  the  Cor- 
poration should  be  subrogated  only  to  that  portion  of  the  claim 
which  it  pays,  the  depositor  retaining  his  claim  for  any  uninsured 
portion,  and  receiving  all  dividends  payable  thereon  directly  from 
the  liquidating  officer.  In  the  case  of  every  closed  bank  there  are 
some  depositors  who  can  never  be  located  by  reason  of  death,  dis^ 
appearance,  or  change  of  residence.  We  believe  claims  which  are 
not  filed  within  1  year  after  an  insured  bank  is  closed  should  not 
be  paid  by  the  Corporation.  This  suggestion  finds  ample  precedent, 
and  will  enable  the  Corporation  to  close  its  books  on  each  pay-off 
within  a  reasonable  period. 

The  bill  before  you  includes  suggestions  for  clarification  of  pro- 
visions of  the  existing  law  about  which  some  doubt  has  arisen.  The 
adoption  of  these  provisions  will  facilitate  administration. 

Five  thousand  dollars  maximum:  We  recommend  that  the  maxi- 
mum limit  of  insurance  to  any  one  depositor  be  retained  at  the  pres- 
ent figure  of  $5,000.    Congress,  in  establishing  deposit  insurance,  was 
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presumably  most  concerned  with  the  mass  of  depositors  with  small 
accounts.  Our  reports  cover  51,000,000  accounts,  of  which  over  98 
percent  are  fully  insured  with  the  $5,000  limitation.  Many  of  the 
accounts  not  fully  covered  are  interbank  accounts,  public  funds,  de- 
posits of  corporations,  institutions,  and  trust  estates.  The  actual 
number  of  individuals  with  deposits  in  excess  of  $5,000  is  probably 
less  than  1  percent  of  the  total  number  of  depositors.  Out  of  the 
14,000  insured  banks,  over  9,600  have  more  than  80  percent  of  their 
deposits  insured  under  the  $5,000  limitation.  To  raise  the  limit  of 
insurance  above  $5,000  would  materially  increase  the  maximum  pos- 
sible liability  of  the  Corporation.  If  all  the  deposits  were  insured, 
this  would  be  more  than  doubled.  It  would  be  increased  from  the 
present  1'6%  to  nearly  30  billion  dollars  by  the  permanent  plan 
which  now  exists  in  the  statute.  This  tremendous  increase  in  the 
maximum  possible  liability  of  the  Corporation  would  benefit  only 
one  out  of  each  hundred  bank  depositors. 

The  Insurance  Corporation's  interest  in  the  sound  operation  of 
banks  is  more  tangible  and  more  vital  than  that  of  any  supervisory 
authority.  Deposits  in  practically  all  commercial  banks  and  trust 
companies  of  the  United  States  are  insured  by  the  Corporation* 
Bans  supervisory  agencies  have  a  responsibility  to  the  depositing 
public,  and  it  is  their  duty  to  see  to  it  that  the  bank  laws  arc  properly 
enforced.  The  Corporation,  however,  has  a  financial  liability  to 
these  depositors.  Its  interest  in  the  sound  operation  of  these  insti- 
tutions is  one  of  dollars  and  cents. 

There  are  two  courses  open  to  the  Insurance  Corporation.  It  can 
be  a  charitable  institution  which  will  pay  for  the  mistakes,  bad 
banking,  and  dishonesty  of  bankers,  in  which  case  the  cost  of  the 
insurance  must  be  set  so  high  that  it  will  be  an  injustice  to  every 
sound  bank.  Or,  by  being  placed  on  a  sound  basis,  the  Corporation 
may  be  used  as  an  instrument  to  improve  the  standards  of  bank  man- 
agement and  reduce  the  losses  to  depositors  through  bank  failures. 
'Hie  latter  course,  which  I  prefer,  requires  that  the  standard  of  bank 
supervision  throughout  the  country  be  improved,  that  the  Corpo- 
ration be  given  the  right  to  protect  itself  against  excessive  risks,  and, 
finally  that  the  Corporation  be  not  handicapped  by  taking  into  the 
fund  banks  which  are  unsound  or  by  continuing  in  the  fund  banks 
which  are  mismanaged. 

Senator  Couzens.  Have  you  convenient  what  your  experience  has 
been  with  the  banks  that  have  closed  ? 
Mr.  Crowley.  Yes,  Senator ;  I  have. 

Senator  Couzens.  Have  you  it  summarized  ?  You  don't  need  to 
give  each  bank. 

Mr.  Cbowlet.  Fourteen  of  the  fifteen  insured  banks  which  have 
failed  to  date  had  total  deposits  of  $3,392,000.  The  secured  portion 
of  these  deposits,  including  deposits  subject  to  offset,  was  $953,000. 
Our  liability  was  $2,137,000  and  deposits  of  $301,000  were  neither 
insured  or  secured. 

Senator  Couzens.  How  soon  did  they  pay  out  after  the  closing  of 
the  bank  * 

Mr.  Cbowlet.  Why,  we  usually  started  every  pay-off  within  10 
days  from  the  time  of  the  closing. 

Senator  Townbend.  Have  you  finished  your  statement,  Mr. 
Crowley  I 
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Mr.  Crowley.  Yes ;  I  have  finished  the  written  statement. 

Senator  Townbend.  What  was  the  overhead  of  the  Corporation 
up  to  July  1,  1934,  as  compared  with  the  cost  of  operation  in  the 
last  6  months  of  1934? 

Mr.  Crowley.  The  overhead  from  September  11,  1933,  to  Janu- 
ary 31,  1934,  was  $1,702,000.  From  February  1,  1934  to  June  30, 
1934,  it  wag  $1,130,000.  From  July  1,  1934  to  December  31,  1934,  it 
was  $1,512,000.  Or,  since  the  Corporation  has  been  in  operation, 
the  actual  overhead  was  $4,345,000.  The  budget  that  is  being  set  up 
for  1935  estimates  that  the  cost  of  operation  will  be  about  2y*  mil- 
lion dollars,  or  a  reduction  of  about  $800,000. 

Senator  Townseno.  That  is  1935  as  compared  with  1934? 

Mr.  Crowley.  That  is  correct,  Senator. 

Senator  Townsenix  Yes. 

The  Chairman.  In  the  event,  Mr.  Crowley,  that  the  duties  and 
the  functions  of  the  Corporation  should  at  a  later  period  be  trans- 
ferred to  the  Federal  Reserve  System,  what  do  you  estimate  would 
be  the  reduction  in  the  overhead? 

Mr.  Crowley.  I  don't  think,  Senator,  such  a  change  would  bring 
about  any  appreciable  reduction  in  overhead,  for  the  reason  that 
practically  all  the  functions  now  being  carried  on  by  our  Corporation 
would  have  to  be  carried  on  by  some  other  agency  for  the  protection 
of  the  insurance  fund.  It  seems  to  me  that  when  you  consider  the 
contribution  made  toward  the  rebuilding  of  the  entire  banking  sys- 
tem, the  restoration  of  confidence  among  depositors,  and  the  efforts 
expended  toward  making  banks  more  safe  and  sound,  the  expense 
of  operation  of  the  Corporation  can  well  be  considered  very  nominal. 

The  Chairman.  lent  that  largely  upon  the  assumption  that  if 
transferred  to  the  Federal  Reserve  System  there  would  be  no  exami- 
nation of  these  banks? 

Mr.  Crowley.  Senator,  let  me  say  this:  If  you  take  away  from 
this  Corporation  its  right  to  examine  banks,  you  are  destroying  the 
greatest  safeguard  this  Corporation  has.  We  are  now  examining 
some  7,800  State  banks  which  applied  and  were  admitted  to  the 
insurance  fund.  If  we  must  take  the  examination  of  State  super- 
vising authorities  it  means  that  the  protection  now  afforded  by 
the  right  to  make  examination  cannot  be  maintained,  and  in  my  judg- 
ment you  could  not  hope  to  keep  the  Corporation  solvent.  Now,  we 
have  many  reasons  for  this  belief,  and  I  want  to  give  one  in  confi- 
dence. I  would  like  to  have  you  read  this  memorandum,  which  shows 
the  reasons  why  hundreds  of  banks  were  closed.  It  also  gives  you 
some  idea  of  the  hazard  we  would  have  if  we  did  not  have  the 
examining  right. 

Senator  Bolkley.  Now,  as  to  the  banks  which  are  members  of  the 
Federal  Reserve  System,  you  would  rely  on  the  Federal  Reserve 
examination? 

Mr.  Crowley.  We  do  that,  Senator.  We  do  not  examine  any  na- 
tional banks  in  the  Federal  Reserve  System  or  members  in  the  Federal 
Reserve  System  which  are  not  national  banks. 

Senator  Bulkley.  You  don't  examine  them  at  all? 
■    Mr.  Crowley.  There  is  no  occasion  to. 

Senator  Couzens.  May  I  point  out  to  Mr.  Crowley  that  he  had 
better  check  the  figures  with  respect  to  the  banks  that  are  closed.  He 
read  the  figures  and  they  were  inaccurate  as  he  read  them  in  the 
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report  because  the  insured  deposits  were  larger  than  the  amount  he 
read  in  the  record,  and  the  record  ought  to  be  corrected. 

Mr.  Crowley.  $2,137,000. 

Senator  Couzens.  Yes ;  you  read  off  953. 

Mr. 'Crowley.  No;  953,000  was  the  secured. 

Senator  Couzens.  But  you  didn't  read  it  off  that  way. 

Mr.  Crowley.  I  beg  your  pardon. 

Senator  Townsend.  What  was  the  condition  of  the  State  banking 
system  when  you  started  to  admit  banks  into  your  fund  on  January 
1,  1934,  and  what  has  been  done  to  correct  the  practice? 

Mr.  Crowley.  When  the  Federal  Deposit  Insurance  Corporation 
first  examined  banks  applying  for  membership,  it  found  that  there 
were  732  banks,  with  deposits  of  about  $690,000,000,  which  were 
wholly  without  net  sound  capital.     In  other  words,  the  total 

Senator  Townseno.  How  many  banks? 

Mr.  Crowley.  Seven  hundred  and  thirty-two.  In  other  words, 
the  total  of  the  amounts  of  the  assets  which  the  examiners  consid- 
ered doubtful  and  loss  was  equal  to  or  more  than  the  book  capital 
of  these  banks.  There  were  723  additional  banks,  with  deposits  of 
$860,000,000,  which  were  in  the  danger  class,  since  the.  net  sound 
capital  in  those  banks  was  less  than  5  percent  of  the  deposits.  In 
other  words,  there  were  1,450  nonmember  State  banks  which  the  Cor- 
poration considered  to  be  in  an  extraordinarily  weak  condition,  since 
they  showed  practically  no  net  sound  capital.  These  banks  showed 
approximately  $155,000,000  of  book  capital. 

Through  the  activities  of  the  Corporation  it  has  been  possible  to 
improve  the  net  sound  capital  through  the  introduction  of  local  and 
R.  F.  C.  funds  in  over  1,250  of  the  1,450  banks  which  were  originally 
considered  to  be  precariously  weak.  In  place  of  having  $1,550,- 
000,000  of  deposits  in  weak  banks,  which  was  the  case  at  the  inaugura- 
tion of  deposit  insurance,  we  now  have  only  $310,000,000  of  deposits 
in  about  200  weak  banks. 

Considering  all  of  the  State  nonmember  banks  together,  we  find 
•"hat  the  net  sound  capital  has  increased  from  $484,000,000  to 
$812,000,000,  an  increase  of  over  60  percent.  Upon  first  examination, 
'He  combined  net  sound  capital  of  nonmember  State  banks  consti- 
tuted about  45  percent  of  the  book  capital.  On  our  most  recent  ex- 
aminations net  sound  capital  constitutes  about  70  percent  of  the 
*»«ok  capital. 

The  increase  in  net  sound  capital  has  been  brought  about  by  the 
following  developments : 

(a)  Improvement  in  the  condition  and  value  of  certain  assets  orig- 
I**ally  criticized,  between  the  time  of  the  first  and  last  examinations; 

(b)  The  removal  of  bad  assets  from  the  banks  by  directors ; 

(c)  The  injection  of  new  capital; 

(d)  Charge-off  of  further  loss  items;  and,  finally, 

(e)  The  changed  point  of  view  of  examiners. 

We  estimate  that  the  State  nonmember  banks  still  have  well  over 
^^00,000,000  of  doubtful  and  loss  assets  on  their  books  which  should 
**e  written  off.  The  current  earnings,  plus  recoveries,  but  before 
*J"Tite-offs  were  taken  during  the  year  1934,  amounted  to  $92,000,000. 
^.t  this  rate  it  will  take  the  7,700-odd  State  nonmember  banks  be- 
^"^een  3  rod  4  years  to  absorb  all  losses  which  at  present  stand  on 
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their  books,  assuming,  of  course,  that  no  additional  losses  in  the 
assets  of  the  banks  are  incurred. 

Senator  Townsenh.  Do  you  know  how  many  banks  have  been  re- 
organized and  given  a  charter  since  you  started! 

Mr.  Crowley.  Yes;  I  have  that,  Senator. 

The  Chairman.  Mr.  Crowley,  I  note  that  you  recommend  that  all 
dividends  on  the  stock  of  a  bank  be  eliminated.  That,  of  course, 
would  transform  the  Treasury  contribution  into  a  gift. 

Mr.  Crowley.  Well,  I  presume  that  you  might  refer  to  it  as  that, 
Senator. 

The  Chairman.  That  is  what  I  wanted  it  to  be,  from  the  first. 

Mr.  Crowley.  There  is  no  need  of  leaving  the  dividend  provision 
in,  because  there  will  be  no  way  we  can  pay  dividends. 

The  Chairman.  Well,  there  ought  to  be  some  dividend.  I  don't 
agree  with  you  about  that.  There  ought  to  be  some  way  to  pay  divi- 
dends, but  I  agree  that  the  contribution  by  the  Treasury  ought  to  be 
made  in  recompense  for  the  enormous  amount  of  money  that  the 
Treasury  took  from  the  banks  and  didnt  earn  a  dollar  of  it 
Now 

Senator  Bulkley.  May  I  ask  a  question  to  clear  up  a  matter? 

The  Chairman.  Yes. 

Senator  Bulbxey.  I  am  not  quite  clear  in  my  own  mind  as  to 
what  banks  the  Federal  Reserve  System  audits  and  checks.  There 
are  the  State  member  banks? 

Mr.  Crowley.  The  State  member  banks;  yes,  sir. 

Senator  Bulrxey.  That  is  their  function? 

Mr.  Crowley.  Yes,  sir;  as  far  as  examination  ia  concerned. 

The  Chairman.  Member  banks  and  State  member  banks? 

Mr.  Crowley.  No ;  they  do  not  examine  national  banks. 

The  Chairman.  The  Comptroller  of  the  Currency  does  that,  but 
they  have  authority  to  do  it,  to  make  the  audit,  too. 

Senator  Bulkley.  And  I  understand  the  practice  of  the  Federal 
Reserve  System  is  to  examine  member  State  banks,  is  that  right! 

Mr.  Crowley.  That  is  correct. 

Senator  Bdlkley.  And  how  often  do  they  do  it! 

Mr.  Crowley.  I  think  they  do  it  at  least  once  a  year. 

Senator  Bdlkley.  Is  that  all? 

Mr.  Crowley.  Yes.  The  Federal  Reserve  Board  examines  State 
member  banks  about  once  a  year. 

Senator  Bclbxey.  And  you  find  that  examination  adequate  for 
your  corporation! 

Mr.  Crowley.  Well,  under  the  law,  we  must  accept  that  examina- 
tion. 

Senator  Bulkley.  Under  the  law;  well,  I  asked  you  if  you  found 
it  adequate. 

Mr.  Crowley.  I  think  that  the  Corporation  should  have  the  right 
to  go  into  any  bank,  if  it  felt  that  it  was  necessary  to  protect  itself, 
and  we  have  asked  that,  with  the  consent  of  the  Comptroller,  we 
might  go  into  any  national  bank  to  try  to  work  out  a  merger,  where 
we  might  be  subjected  to  loss,  and  we  are  asking  for  the  same  right 
Ln  the  ^Federal  Reserve  member  bank. 
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Senator  Bulklet.  In  the  Federal  Reserve  Bank  System  you  say 
^^ou  rely  solely  on  the  Comptroller's  examination  so  far  as  national 
Eraanks  are  concerned  ? 
Mr.  Crowley.  We  do. 

Senator  Bulkley.  Do  you  find  that  adequate  ? 
Mr.  Crowley.  Yes,  but  there  are  instances  where  I  think  it  neces- 
■^sary  that  we  have  the  power,  with  the  consent  of  the  Comptroller 
aund  the  Federal  Reserve  Board,  to  join  in  examinations  of  national 
fcanks  and  State  member  banks,  particularly  in  proposed  mergers 
»nd  consolidations. 

Senator  Bulkley.  I  see.     Thank  you. 

The  Chairman.  Mr.  Crowley,  let  me  review  a  section  from  exist- 
ing law,  which  prescribes  that  the  Federal  Reserve  Board  shall  from 
lime  to  time  limit  by  regulation  the  rate  of  interest  which  may  be 
paid  by  member  banks  on  time  deposits,  and  may  prescribe  dif- 
ferent rates  for  such  banks  on  time  and  savings  deposits  having  dif- 
ferent maturities  or  subject  to  different  conditions  respecting  with- 
drawal or  repayment  or  subject  to  different  conditions  by  reason  of 
different  location.    What  did  you  take  that  to  mean? 

Mr.  Crowley.  Well,  we  assumed  this.  Senator,  that  it  meant  the 
Federal  Reserve  had  the  power  to  regulate  the  interest  on  time  de- 
posits of  any  member  bank,  and  then  we  assumed  that  we  had  the 
power  under  our  act  to  cooperate  with  them  and  fix  the  rate  of 
interest  on  members  of  the  fund. 

The  Chairman.  I  know  that  was  the  assumption,  but  with  respect 
to  the  Federal  Reserve  Board,  what  do  you  think  that  language 
means?     Doesn't  it  clearly  imply  that  the  proponents  of  this  law 
and  that  the  Congress  thought  there  was  a  good  reason  why  the  rate 
of  payment  should  be  different  according  to  different  maturities  or 
subject  to  different  conditions  respecting  withdrawal  or  repayment 
or  subject  to  different  conditions  by  reason  of  different  localities? 
Mr.  Crowley.  I  think  that  is  what  they  intended. 
The  Chairman.  Otherwise,  we  wouldn't  have  put  that  in. 
Mr.  Crowley.  I  think  that  is  practical,  too,  Senator,  because  some 
parts  of  the  country  get  a  higher  interest. 

The  Chairman.  Senator  Bulkley,  who  was  a  member  of  this  com- 
mittee as  originally  constituted,  will  recall  that  we  discussed  that 
very  intently  and  for  a  long  time.  Do  you  think  there  is  any  more 
reason  why  a  payment  on  time  and  savings  deposits  should  be  uni- 
form throughout  the  country  than  there  is  a  reason  why  discount 
rates  should  be  uniform  throughout  the  country? 

Mr.  Crowley.  No;  I  think,  Senator,  the  interest  rate  should  be 
determined  by  regional  districts,  taking  into  consideration  the  in- 
terest charged  on  loans  for  that  district. 

The  Chairman.  Well,  I  am  glad  to  hear  you  say  that,  because 
that  has  been  my  contention.  Id  other  words,  a  bank  that  is  limited 
by  State  taxes  in  its  current  discount  rate  to  5  percent,  as  is  the 
case  in  Michigan  and  in  one  other  State,  or  to  6  percent,  as  is  the 
case  in  Virginia  and  is  the  case  in  most  of  the  eastern  banks,  ought 
not  to  be  restricted  in  its  payment  of  interest  on  these  deposits,  as 
the  western  banks  and  some  southern  banks  which  charge  8  and  10 
and  12  percent  for  the  use  of  the  depositors'  money. 
Mr.  Crowley.  That  is  correct. 
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Tlie  Chairman.  Id  other  words,  a  bank  that  is  restricted  to  5  o:  *3( 
6  percent  in  its  discount  rate  or.  rather,  a  bank  that  is  allowed  8  oc  ^^r 
10  or  12  percent  for  the  use  of  these  depositors'  money,  can  afford^  "d 
to  pay  more  to  those  time  and  savings  depositors  than  a  bank  thar  *t 
is  restricted  to  5  or  0  percent:  isn't  that  true? 

Mr.  Crowley.  That  is  right.  Senator,  you  asked  me  a  questiorr-^cn 
about  reorganizations. 

Senator  Townsend.  Yes.  Do  you  think  that  the  Corporation  -Mi 
should  have  the  right  to  combine  trie  assets  of  closed  banks  \ 

Mr.  Crowley.  We  have  proposed  that  this  power  be  extended  fct^3* 
Us  until  July  1,  1936,  for  these  reasons:  There  are  certain  bankss^ 
whose  existence  cannot  be  economically  justified,  that  is  to  say,  their-z^" 
size  and  location  precludes  the  possibility  of  their  making  sufficiency^ 
earnings.  There  are  others  whose  distressing  condition  is  such  as  to^"* 
make  it  advisable  for  them  to  either  close  or  consolidate  with  somes^^ 
other  bank.  It  would  be  helpful  to  this  Corporation  if  we  had  thtj— """ 
authority  to  purchase  the  assets  of  some  of  these  banks  in  order  ta- 
bling about  consolidations  or  mergers.  Our  liability  would  thereby 
be  greatly  reduced. 

Senator  Bulkley.  Why  do  vou  recommend  the  date  of  July  1, 
1936? 

Mr.  Crowley.  In  order  to  give  us  an  opportunity  to  observe  the 
practical  results  of  operation  the  date  was  arbitrarily  chosen.  I  do 
think,  however,  there  is  danger  of  this  power  being  abused,  and  that-, 
therefore,  it  ought  to  be  used  only  in  extreme  cases.  The  Corpora- 
tion would  gain  nothing  if  it  purchased  the  bad  assets  from  banks 
that  had  been  badly  managed,  and  if  State  commissioners  would  later 
recharter  another  bank  with  the  same  old  management. 

The  Chairman.  Adverting  to  the  payment  of  time  and  savings 
deposits. 

Air,  Crowley.  That  was  on  open  banks,  Senator.  Now,  on  the 
matter  of  closed  banks,  there  may  be  instances  where  we  have  90  per- 
cent of  deposit  liability,  we  may  wish  to  do  the  same  thing  as  with 
the  closed  bank,  merging  part  of  the  assets.  There  are  no  limits  to 
that. 

Senator  Townsend.  I  think  you  were  interrupted  in  answering  my 
question  about  the  number  of  banks  there  were  reorganized  and  newly 
opened. 

Mr.  Crowley.  Since  July  1,  1933,  there  have  been  404  newly 
licensed  banks  admitted  to  tne  fund  with  deposits  of  less  than  $100,- 
000,  251  with  deposits  of  less  than  $150,000,  399  with  deposits  of  lees 
than  $250,000,  and  467  with  deposits  of  less  than  $500,000. 

The  Chairman.  How  many  banks  closed  from  1920  to  1933  J 

Mr.  Crowley.  About  11,000,  Senator,  closed,  excluding  those  which 
suspended  and  later  reopened.  I  would  like  to  show  you  the  size  of 
these  banks. 

The  Chairman.  Yes. 

Mr.  Crowley.  Since  1920,  in  1920  you  had  6,548  hanks,  with  loans 
and  investments  of  under  $150,000. 

The  Chairman.  Do  you  call  those  banks  ? 
.  Mr.  Crowley .  From  1921  to  1931,  3,504  of  that  size  suspended.     I 
would  like  at  this  point  to  call  your  attention  to  the  fact  that  there 
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is  grare  danger  that  we  are  traveling  the  same  road  that  led  to  the 
-wholesale  licensing  of  banks  and  the  appalling  number  of  closings. 
In  order  to  avert  a  repetition  of  the  mistakes  that  have  been  made 
in  the  past,  it  seems  to  me  that  it  is  necessary  to  give  this  Corporation 
powers  we  are  seeking  so  that  we  will  not  have  to  admit  to  member- 
ship in  the  fund,  banks  which  cannot  economically  survive. 

The  Chairman.  How  many  of  the  banks  that  failed,  that  closed, 
were  State  banks,  and  how  many  national  banks?  Have  you  stated 
that* 

Mr.  Crowley.  We  have  that  here,  Senator.  From  1921  to  1933, 
inclusive,  about  1,800  national  banks  suspended  and  did  not  reopen. 
More  than  9,000  State  banks  suspended  and  did  not  reopen. 

The  Chairman.  What  is  the  average  size  of  the  banks  now  in  your 
fund* 

Senator  Townsend.  Pardon  me,  before  you  pass  that.  Does  it  give 
you  the  amount?  What  was  the  amount  of  the  total  deposits  of  the 
11,000  State  banks? 

Mr.  Crowley.  They  were  very  small,  Senator,  on  an  average.     The 

total  in  suspended  State  banks  was  about  $4,000,000,000.    In  the 

national  banks,  it  was  about  $1,700,000,000.     Deposits  of  banks  which 

reopened  are  not  included  in  these  figures. 

Now,  the  size  of  the  banks  in  our  fund.    We  have  1,502  banks  with 

deposits  of  $100,000  and  less.     They  are  made  up  of  94 

The  Chairman.  With  deposits  of  what! 

Mr.  Crowley.  $100,000  and  less.  They  are  made  up  of  94  national, 
22  State  member  banks,  and  1,386  State  banks.  The  insured  liability 
of  those  banks  is  91.67  percent.  So  you  can  see  what  our  liability  is  in 
that  particular  group  of  1,502  banks. 

From  $100,000  to  $250,000,  there  are  3,580  banks ;  834  of  them  are 
national,  119  are  State  members,  and  2,627  are  State  nonmember 
banks.  And  we  have  an  insured  liability  there  of  approximately  87 
percent  of  all  those  banks. 

From  $250,000  to  $500,000,  there  are  3,109  banks;  1561  are  na- 
tional, 186  are  State  members,  and  1,662  are  State  nonmember  banks. 
We  have  an  insured  liability  there  of  83  percent. 

From  $500,000  to  $750,000,  there  are  1,477  of  them;  741  are  na- 
tional, 97  are  State  members,  and  639  are  State  nonmember  banks ; 
with  an  insured  liability  of  approximately  80  percent. 

Or  in  9,668  banks,  2.930  are  national  banks,  424  are  State  member 
banks,  and  6,314  are  State  nonmembers.  We  have  an  insured  lia- 
bility of  80  percent  or  greater. 

The  Chairman.  Well,  how  many  of  these  banks  do  you  think 
might  be  so  small  that  they  may  not  remain  economically  sound  and 
that  they  will  involve  you  in  losses? 

Mr.  CaowLEY.  Our  figures  show  that  all  of  the  State  nonmember 
banks,  amounting  to  7,700  banks,  operated  at  a  net  loss  of  $115,000,- 
000  for  the  year  1934.  This  is  after  taking  into  consideration  their 
current  net  earnings  of  $54,000,000,  their  recoveries  of  $88,000,000, 
and  their  write-offs  of  $206,000,000. 

As  an  example  of  what  the  banks'  earnings  were,  let  me  call  your 
attention  to  the  1,200  State  nonmember  banks  that  have  total  de- 
posits of  less  than  $100,000.     These  banks  operated  at  a  net  loss  of 
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$2,900,000,  or  about  $2,400  per  bank  after  taking  into  consideration 
recovery  and  write-off  of  losses.  On  the  average,  operating  expenses 
of  these  banks  were  only  $700  less  per  bank  than  operating  earn- 
ings— in  other  words,  I  am  not  taking  any  losses  at  all.  The  operat- 
ing income  of  the  average  bank  of  $100,000  and  under  was  only  $700 
before  they  considered  losses.  After  they  took  out  their  losses,  they 
operated  in  the  red. 

The  banks  with  total  deposits  of  from  $100,000  to  $250,000  of 
which  there  are  2,500  showed  a  total  loss  for  the  year  of  almost 
$10,000,000,  after  taking  into  consideration  recoveries  and  write-offs. 
On  the  average,  each  of  these  2,500  banks  had  current  earnings 
which  were  only  $1,800  more  than  their  current  expenses. 

In  other  words,  this  group  of  from  $100,000  to  $250,000  had  aver- 
age earnings  before  losses  of  $1,800  a  year. 

The  Chairman.  Isn't  it  conceivable,  Mr.  Crowley,  that  if  that 
sort  of  thing  should  continue,  the  losses  of  your  Corporation  will 
be  incredibly  large? 

Mr.  Crowley.  Senator,  you  cannot  hope  to  keep  this  Corporation 
solvent  unless  you  either  give  it  tremendous  income,  or  unless  you 
give  it  supervisory  powers  and  the  right  to  correct  unsound  practices, 
because  by  the  very  nature  of  their  earning  capacity  these  banks' can- 
not keep  themselves  clean  because  any  kind  of  a  loss  which  they  will 
have  will  eat  up  any  earnings  they  nave  and  adversely  affect  their 
capital  position. 

The  Chairman.  Adverting  to  this  payment  on  time  and  savings 
deposits,  have  you  any  provision  in  title  I  relating  to  that? 

Mr.  Crowley.  No,  Senator;  after  my  conversation  with  you  that 
time,  I  left  that  out. 

The  Chairman.  You  left  that  to  the  Federal  Reserve) 

Mr.  Crowley.  No:  we  haven't  any  provision  at  all  for  State  banks. 
You  recall,  you  and  I  discussed  that.  I  think  there  should  be  a  pro- 
vision in  our  law,  Senator,  to  apply  to  the  State  nonmember  banks. 

The  Chairman.  And  have  the  rate  of  payment  relating  itself  to 
the  rate  of  discount? 

Mr.  Crowley.  That  is  correct,  sir. 

The  Chairman.  Let  me  ask  you  this :  It  has  been  stated  elsewhere 
that  nonmember  banks  have  been  or  will  he  exempted  from  the  obli- 
gation of  becoming  members  of  the  Federal  Reserve  Banking  Sys- 
tem by  July  1,  1937.  I  think  you  very  clearly  recall  the  details 
of  this  provision  of  the  existing  law,  and  the  President  and  the 
Secretary  of  the  Treasury,  then  Mr.  Woodin,  were  apparently  irrev- 
ocably opposed  to  insurance  of  deposits.  But  they  finally  became 
convinced  that  it  might  be  a  desirable  experiment,  only  because  it 
seemed  very  probable  that  it  would  bring  about  approximately  a 
unified  banking  system  by  compelling  all  insured  banks  to  come  into 
the  Federal  Reserve  System.  Do  you  alter  that  provision  of  the 
law  in  your  title  I Y 

Mr.  Crowley.  No,  Senator;  we  leave  that,  as  it  was  agreed  last 
year  to  extend  it  until  1987. 

The  Chairman.  Yes. 

Mr.  Crowley.  And  that  is  in  your  bill  just  as  it  was  agreed  last 
year. 
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The  Chairman.  What  is  your  judgment  as  to  the  proposition  of 
^eliminating  that  requirement? 

Mr.  Crowlet.  I  think  this,  Senator :  If  the  Government  is  going  to 
insure  deposits,  and  really  this  is  a  Government  fund  because  the 
ixmoney  comes  from  the  Government;  if  it  is  going  to  assume  the 
3TsponBibility,  it  should  try  to  centralize  the  control  of  these  banks, 
.ana  that  is  one  way  you  can  centralize  the  control  of  all  State 
monmember  banks. 

The  Chaihman.  But  I  dont  agree  that  it  is  a  Government  fund. 
It  is  a  fund  derived  from  assessment  on  banks.    Of  course,  a  part  of 

the  fund 

Mr.  Cbowlet.  Senator,  if  we  are  going  to  have  to  pay  the  same 
proportion  of  losses  in  the  future  as  the  depositors  suffered  in  the 
past.  I  don't  think  the  banks  can  finance  that  fund  themselves. 

The  Chaihman.  Well,  I  don't  understand  that  anybody  connected 
with  this  administration,  or  perhaps  I  might  say,  though  it  is  a 
venture,  that  anybody  connected  with  this  committee  now  investigat- 
ing this  matter  is  in  favor  of  Government  guarantee  of  deposits. 
We  have  provided  for  a  bank  guarantee  of  deposits. 
Mr.  Cbowlet.  Well,  I  think  that  is  true. 

The  Chaihman.  Of  course,  the  Government  has  made  what  some 
people  call  a  contribution  and  what  I  call  compensation,  by  the 
Treasury  putting  in  some  money,  but  that  is  all,  that  is  all  of  the 
Government's  liability.  What  I  want  to  arrive  at  directly  is 
whether  or  not  you  think  we  cannot  ever  have  a  unified  banking 
system  unless  this  requirement  remains! 

Mr.  Cbowlet.  I  think  that  is  the  first  step  in  a  unified  banking 
system,  and  I  think  in  time  to  come,  Senator,  that  you  have  got  to 
come  to  a  unified  banking  system  if  you  are  going  to  reduce  these 
losses  materially. 

Senator  Bulklet.  Mr.  Crowley,  I  don't  understand  your  statement 
t-liat  the  banks  cannot  finance  this  insurance.  Didn't  you  just  testify 
t-iaat.  the  saving  in  interest  alone,  the  savings  by  the  banks  in  the  pay- 
COent  of  interest  at  the  bank  and  on  accounts  is  about  equivalent  to 
t^lae  amount  necessary  to  carry  the  whole  thing! 

Mr.  Cbowlet.  Yes;  but  of  course  it  doesn't  mean  that  you  can 
*-»ke  all  that  saving,  Senator,  from  these  banks,  because  some  of  that 
»«ving  was  brought  about  by  their  own  voluntary  act,  since  they 
<5<iuld  not  employ  these  funds  any  more  profitably,  and  naturally 
*-fcey  had  to  reduce  the  amount  they  could  afford  to  pay  for  them. 

In  other  words 

Senator  Bulklet.  Are  you  testing  the  bank's  ability  to  pay  by 
tfceir  earnings  in  these  very  depressed  times? 

Mr.  Cbowlet.  No;  we  have  gone  over  a  period  of  a  great  many 
y«ars*  bank  earnings.    But  what  I  say  is  this.  Senator,  that  the  first 
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ttiing  yon  must  do  is  to  avoid  the  losses  of  the  past.  Because,  cer- 
tainly, our  hanking  system  has  demonstrated  that  it  had  many 
weaknesses  in  it.    If  we  are  going  to  have  the  same  amount  of  losses 


\ 


in  the  future  as  we  have  in  the  past 

Senator  Bulklet.  There  is  no  doubt  about  that.    There  are  many 
things  that  can  be  done. 
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Mr.  Chow  lev.  I  think  the  banks  can  finance  this  plan  provided  the 
Corporation  is  given  the  power  to  protect  itself,  particularly  in  not 
permitting  State  supervising  authorities  to  indiscriminately  charter 
new  banks  and  make  the  Corporation  take  them  into  the  fund.  If 
we  are  to  assume  the  liability  comparable  to  the  one  we  are  now 
carrying  in  9,668  banks,  we  must  have  the  right  to  protect  ourselves. 
Senator  Bulklet.  Does  the  law  now  make  you  take  them  into  the 
fund? 

Mr.  Crow  let.  Yes,  sir;  under  the  law  we  must  admit  a  bank  into 
the  fund  if  its  assets  equal  its  deposit  liabilities. 

Senator  Bulklet,  Now,  I  understand  what  you  are  driving  at. 
The  Chairman.  Mr.  Crowley,  speaking  of  the  banks  financing  this 
insurance,  it  has  been  suggested,  and  for  myself  I  can  entirely  concur 
in  the  suggestion,  that  instead  of  having  an  annual  stated  assessment 
from  the  banks,  make  an  assessment  on  the  banks  until  your  fund 
reaches  a  given  strength,  say,  a  half  billion  dollars,  and  when  that 
shall  have  been  done  that  the  assessments  cease  automatically  until 
that  fund  shall  become  impaired,  say,  by  25  percent,  and  then  auto- 
maticall}'  the  assessments  be  resumed.  What  would  you  have  to  say 
about  that? 

Mr.  Crowley.  You  mean  our  surplus  shall  be  $500,000,000,  or 
until  we  build  a  surplus  of  $500,000,000? 

The  Chairman.  What  do  you  call  a  surplus?  What  is  the  nearly 
$400,000,000  that  you  have  now  ?     What  is  it  there  for? 

Mr.  Crowley.  A  part  of  that  will  become  capital,  of  course,  and 
part  of  it  will  be  used  for  surplus. 
The  Chairman.  What  do  you  need  with  capital? 
Mr.  Crowley.  We  don't  particularly  need  it.     As  a  matter  of  fact, 
I  think  most  of  our  present  funds  should  be  transferred  to  surplus. 
The  Chairman.  It  was  put  there  to  pay  losses,  insure  deposits. 
What  I  mean  is  that  when  that  sum  reaches  a  half  billion  dollars, 
that   then   the   assessments   upon   the   banks   should   automatically 
cease,  and  whenever  it  shall  become  impaired  by  25  percent,  the 
assessments  automatically  resumed. 

Mr.  Crowley.  Now,  that  would  depend  upon  this:  If  you  would 
keep  that  building  of  the  fund  to  $500,000,000,  and  then  let  us  con- 
tinue to  assess  or  start  to  assess  again  when  our  fund  was  impaired, 
we  will  say,  20  percent,  that  it  seems  to  me  might  be  satisfactory. 
The  Chairman.  Yes. 

Mr.  Chowlet  (continuing).  Which  would  bring  it  to  $400,000,000. 
The  Chairman.  Yes. 
Mr.  Chowlet.  But,  you  see,  if  you  had  a  50-percent  impairment, 

which  will 

The  Chairman.  Nobody  has  suggested  50  percent. 
Mr.  Crowlet.  On  the  basis  of  the  present  proposed  annual  assess- 
ment of  one-twelfth  of  1  percent  it  will  require  a  great  many  years . 
to  build  the  fund  up  to  $500,000,000.  I  can  see  no  great  objection  to 
putting  a  cap  somewhere  along  the  line  to  provide  that  the  maximum 
amount  of  the  fund  may  not  go  beyond  a  reasonable  amount. 

Senator  Byrnes.  Otherwise  you  would  be  accumulating  a  fund 
from  which  there  is  no  immediate  benefit.  It  does  seem  it  would  be 
unnecessary. 
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Mr.  Crowley.  It  will  be  a  long  time  before  we  get  up  to  $500,- 
000,000,  Senator.     Now.  if  you  want  to  put  a  cap  in  there  at  that 
place,  I  don't  see  any  great  objection  to  that. 
i  Senator  Byrnes.  You  say  a  long  time.    What  is  your  estimate? 

F  Mr.  Crowley.  I  would  say  it  would  be  10  years.  Senator,  before 

you  got  it  up  after  deducting  your  losses. 

The  Chairman.  Would  not  that  largely  depend  upon  what  your 
losses  would  be? 

Mr.  Crowley.  Yes,  sir ;  that  is  right,  Senator. 

The  Chairman.  And  if  the  banking  business  progresses,  gets  on 

a  better,  more  expanded  basis,  why  it  wouldn't  take  so  long,  would  it! 

Mr.  Crowley,  No;  that  is  correct,  Senator.    It  will  all  depend  on 

how  successful  you  are  in  improving  your  banking  system  so  as  to 

eliminate  losses. 

The  Chairman.  It  has  been  suggested,  Mr.  Crowley,  that  the  bank 
examination  agencies  now  in  existence  should  be  centralized  in  one 
agency.    What  have  you  to  say  about  that? 

Mr.  Crowley.  I  think.  Senator,  there  is  much  to  be  said  in  favor 
of  a  central  examining  system,  however,  I  doubt  if  examinations 
can  be  centralized  before  1937,  when  it  is  required  that  all  State 
banks  enter  the  Federal  Reserve  System.     At  present  I  think  there 
would  be  much  resentment  toward  any  Federal  examining  agency 
other  than  the  Insurance  Corporation  making  the  required  examina- 
tions of  the  7,800  nonmember  State  banks.     Up  to  date  our  relations 
with  the  nonmember  State  banks  which  are  members  of  the  fund,  as 
*vell  as  with  the  greater  number  of  the  State  banking  authorities, 
I'ave  been  quite  satisfactory.     I  feel  very  strongly  that  during  the 
rx^xt  year  or  two  the  Insurance  Corporation  must  give  the  banks  in 
tfr*e  fund  very  close  attention  and  supervision.     I  think  that  in  the 
•^^xt  2  or  3  years  there  must  be  some  changes  in  your  banking  laws, 
t»Ut  that  is  a  matter  that  should  be  given  very  careful  study  and  con- 
sideration.    I   am   opposed  to  the   hasty   passage   of   far-reaching 
^tkanges  in  the  banking  laws  without  sufficient  time  and  study  being 
<i«voted  to  them.     One  important  question  is  what  should  be  done  in 
^■"der  to  give  to  small  communities  banking  service,  some  of  which 
**^e  not  in  position  to  raise  independent  local  capital. 

The  Chairman.  How  do  you  propose  to  eliminate  the  unsound  and 
Uneconomic  banks?  I  believe  you  said  you  wanted  authority  to 
Haerge  and  consolidate. 

Mr.   Crowley.  I   think,  Senator,  that  unsound  and   uneconomic 
*>aiiks  should  be  eliminated  through  the  process  of  merger  or  con- 
solidation whenever  possible.     The  Corporation  is  asking  for  the 
authority  to  purchase  assets  wherever  advisable,  in  order  to  effect 
mergers  and  consolidations  when  in  the  best  interests  of  the  deposi- 
tors and  the  Corporation.     We  are  asking  for  certain  powers  wnich 
will  give  us  some  discretion  and  latitude  in  the  matter  of  admitting 
newly  chartered  banks.     This  is  in  accord  with  the  universal  prac- 
tice of  insurance  corporations  generally,  who  have  the  right  to  pass 
on  what  risks  they  are  going  to  assume.     With  the  wide-spread  ac- 
ceptance of  deposit  insurance  amongst  bankers  and  the  increased 
confidence  of  depositors  in  the  plan,  membership  in  the  fund  will 
tend  to  become  more  and  more  attractive  and  necessary.     I  think 
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this  will  tend  to  eliminate  the  hasty  and  ill-advised  chartering  of  new 
banks  when  it  is  realized  that  the  Corporation  does  not  have  to  admit 
indiscriminately  any  bank  which  applies  for  membership. 

The  Chairman.  Would  not  that  situation  be  very  materially 
helped  by  a  system  of  State- wide  branch  banking? 

Mr.  Cbowlet.  I  think  so;  there  are  certain  communities  that  are 
entitled  to  certain  banking  service,  but  they  cant  support  a  bank 
with  capital  and  keep  it  in  a  sound  position. 

The  Chairman.  Mr.  Crowley,  could  you  be  back  here  at  10:30 
Monday  morning  ? 

Mr.  Ciiowi.by.  Yes,  Senator. 

The  Chairman.  All  right,  please  do  that. 

Mr.  Cbowlet.  Thank  you. 

(Whereupon,  a  recess  was  had  at  12:25  p.  m.  to  10:30  a.  m._ 
Monday,  Apr.  22,  1935.) 
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MONDAY,  APBIL  28,    1935 

United  States  Senate, 
Subcommittee  of  the  Committee  on  Banking  and  Cobrency, 

Washington,  D.  C, 
The  subcommittee  met,  pursuant  to  adjournment,  at  10 :  30  a.  m., 
in  room  301,  Senate  Office  Building,  Senator  Carter  Glass  presiding. 
Present:  Senators  Glass  (chairman  of  the  subcommittee),  Bulkley, 
Byrnes,  Bankhead,  Townsend,  Couzens,  and  Cutting. 

Senator  Glass.  The  committee  will  please  come  to  order.  Mr. 
Crowley,  will  you  come  forward  and  resume  I 

STATEMENT  OF  LEO  T.  CBOWLEY,   CHAIEMAN  OF  THE  BOAST), 
FEDEKAL  DEPOSIT  INSTOANCE  C0BF0BATI0N— Besomed 

Senator  Glass.  Mr.  Crowley,  we  were  proceeding  with  your  exam- 
ination, and  there  are  some  few  further  questions  that  some  of  us 
would  like  answered.  I,  particularly,  want  to  ask  you  what  would 
be,  in  your  judgment,  the  effect  upon  the  insurance  of  deposits  scheme 
if  all  State  banks  are  to  be  permitted  to  join  the  Deposit  Insurance 
Fund  upon  the  mere  payment  of  the  assessment  and  not  required 
to  come  into  the  Federal  Reserve  System  and  comply  with  the  pro- 
visions of  that  System  ? 

Mr.  Ckowlet.  Well,  Senator,  that's  a  very  difficult  question  for 
me  to  answer  on  account  of  our  limited  experience  with  the  plan  of 
insurance  of  deposits.  It  seems  to  me  that  the  answer  depends  upon 
a  number  of  factors,  which  obviously  cannot  be  determined  at  this 
time.  For  example,  the  manner  in  which  the  Corporation  is  ad- 
ministered, its  relations  with  the  various  supervising  authorities, 
the  public's  acceptance  of  the  plan,  and  the  attitude  of  bankers  will 
all  be  determining  influences. 

Senator  Glass.  What  was  the  purpose  of  this  requirement  that 
they  become  members  of  the  Federal  Reserve  System  after  a  given 
period  of  years? 

Mr.  Cbowlet.  Well,  my  understanding  of  the  purpose  was  this: 
That  when  (his  act  was  agreed  upon,  it  was  agreed  upon  to  set  up 
the  insurance  corporation  with  that  provision  in  it  that  you  were 
going  to  be  able  to  strengthen  your  banking  system  by  having  new 
members  in  your  Federal  Reserve  System. 

Senator  Glass.  That  we  are  going  to  be  able  to  get  approximately 
a  unified  banking  system}  Was  it  not  your  understanding  that  that 
is  the  real  reason  the  President  agreed  to  that  provision  in  the  law! 
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Mr.  Crowley.  I  was  not  here  at  that  time.  Senator,  but  I  under- 
stood, from  what  you  have  told  me,  that  that  is  the  reason  that  the 
President  agreed  to  that  provision. 

Senator  Glass.  That  is  the  only  reason  that  the  President,  and 
the  then  Secretary  of  the  Treasury,  Mr.  Woodin,  agreed  to  that 
provision  of  the  law.  As  I  understand  it,  we  have  approximately 
7,000  State  banks  who  are  voluntary  members  of  the  Deposit  Insur- 
ance Fund? 

Mr.  Crowley.  That  is  correct,  Senator. 

Senator  Glass.  Have  those  banks  the  right  to  withdraw  from 
the  fund  at  any  time? 

Mr.  Cbowley.  They  have  the  right  to  withdraw,  Senator,  by  giv- 
ing us  30  clays  notice  prior  to  June  30  of  this  year.  Under  the  Taw 
we  give  them  the  right  to  withdraw,  but  we  are  also  asking  that 
they  notify  their  depositors  when  they  are  going  to  withdraw. 

Now,  the  reason  for  that  is  this :  When  you  have  an  unsound  or 
a  badly  managed  bank  that  requires  supervision,  and  in  order  to 
evade  your  supervision  they  may  attempt  to  withdraw  from  the 
fund,  so  that  in  order  that  those  banks  cannot  withdraw  we  say 
to  them  that  they  must  notify  their  depositors,  and  we  will  protect 
the  old  depositor  for  a  period  of  2  years.  Now,  the  new  depositor, 
after  he  is  once  put  on  notice,  puts  his  money  in  the  bank  at  his 
peril. 

Senator  Glass.  Well,  would  it  not  be  reasonable  to  suppose  that 
bank  directors  would  have  to  call  meetings  of  their  stockholders  to 
discuss  the  question  of  withdrawal? 

Mr.  Cbowley.  I  do  not  think  it  is  as  necessary  for  them  to  discuss 
the  question  with  the  stockholders  as  to  notify  the  depositors,  be- 
cause they  have  an  interest  in  those  banks  by  reason  of  assessment. 
I  believe  they  should  have  knowledge  before  they  withdraw  from 
the  fund. 

Senator  Glass.  Therefore,  do  you  think  it  important  for  the  bank 
to  know  the  attitude  of  their  stockholders  and  depositors  at  a  rea- 
sonably early  period  ? 

Mr.  Crowley.  I  do,  Senator. 

Senator  Glass.  You  think,  then,  do  you,  that  there  is  occasion 
for  the  speedy  enactment  of  title  I  of  this  bill? 

Mr.  Crowley.  I  do,  because  opportunity  must  be  given  to  those 
banks  now  in  the  fund  to  withdraw  if  they  so  desire.  If  the  pro- 
posed bill  is  not  enacted  the  original  permanent  fund  goes  into 
effect  July  1  of  this  year.  Moreover,  the  Corporation  should  be 
given  time  to  make  administrative  adjustments  that  will  be  necessary 
before  the  proposed  bill  takes  effect.  Since  there  is  such  a  short 
period  of  time  before  the  permanent  fund  provided  in  the  existing 
law  becomes  effective,  we  find  a  great  number  of  bankers  are  vitally 
interested  in  the  passage  of  the  proposed  bill  for  the  reason  that 
they  consider  it  inadvisable  to  continue  as  members  of  the  Corpora- 
tion unless  the  proposed  changes  are  made.  It  is  my  opinion  that 
unless  the  present  bill  is  passed  a  great  number  of  institutions  will 
not  avail  themselves  of  the  opportunity  of  membership  in  the 
permanent  fund. 

Mr.  L.  E.  Birozell  (general  counsel,  Federal  Deposit  Insurance 
Corporation).  At  the  beginning  of  that  statement,  Mr.  Crowley  said 
that  under  the  law  we  are  operating  under  now.  That  should  be, 
under  the  proposed  bill. 
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Senator  Glass.  Do  you  recall  how  many  banks  the  R.  F.  C.  has 
propped  up  by  loans? 

Mr.  Crowley.  By  loans  and  also  preferred  stock  or  a  deben- 
ture  

Senator  Glass  (interposing).  Weil,  preferred  stock  is  a  loan,  is  it 
not?     What  else  is  it? 

Senator  Cot-zkns.  Is  there  not  a  difference  whether  it  is  a  prefer- 
ential creditor  over  the  preferred  stock?  So  it  is  not  preferred 
over  a  depositor,  while  a  loan  would  perhaps  come  in  there? 

Senator  Glass.  Well,  I  am  told  that  nine  tenths  of  the  banks 
which  have  sold  their  preferred  stock  sold  it  upon  their  own  voli- 
tion and  upon  application  to  the  R.  F.  C,  and  not  upon  request  of 
the  R.  F.  C.  and  they  sold  it  in  order  to  be  propped  up. 

Mr.  Crowijst.  Senator,  I  think  that  is  correct.  I  do  not  think 
R.  F.  C.  has  ever  asked  any  bank 

Senator  Glass  (interposing).  It  has  asked  some  few  banks 

Mr.  Crowley  (interposing).  What  I  mean,  Senator,  is  the  rank 
and  file,  to  sell  their  preferred  stock. 

Senator  Bulkley.  It  has  asked  some. 

Senator  Byrnes.  Are  you  connected  with  the  R.  F.  C. '. 

Mr.  Crowley.  No;  I  am  not,  Senator. 

Senator  Byrnes.  And  yet  you  attempt  to  say  what  they  have  done! 

Mr.  Crowley.  What  I  mean,  is,  that  they  have  not  asked  it  of  the 
supervising  agency. 

Senator  Byrnes.  You  mean  they  have  not  asked  you ? 

Mr.  Crowley.  They  have  not  asked  us. 

Senator  Byrnes.  Can  you  say  they  have  not  asked  the  others? 

Mr.  Crowley.  I  say,  of  the  supervising  agencies,  that  I  havs 
suggested. 

Senator  Byrnes.  I  thought  you  said  they  have  not  done  it. 

Mr.  Crowley.  No;  we  have  all  done  it. 

Senator  Byrnes.  Than  you  agree  that  all  banks  are  propped  upt 

Senator  Glass.  For  what  reason,  Mr.  Crowley? 

Senator  Byrnes.  Answer  the  chairman's  question  first,  and  then  I 
will  take  this  up. 

Senator  Glass.  No  ;  you  go  ahead. 

Senator  Byrnes.  You  agree  that  these  banks  have  been  propped 
up? 

Mr.  Crowley.  Sure. 

Senator  Byrnes.  How  many  of  them? 

Mr.  Crowley.  Five  thousand  four  hundred  and  twelve. 

Senator  Byrnes.  They  all  needed  propping  up? 

Mr.  Crowley.  That  is  right,  Senator. 

Senator  Byrnes.  What  would  have  happened  if  they  had  not  been 
propped  up? 

Mr.  Crowley.  I  do  not  know.  It  might  have  wrecked  your  bank- 
ing system. 

Senator  Byrnes.  And  you  talk  about  loans  on  preferred  stock? 

Mr.  Crowley.  The  reason  I  say  what  I  do  about  preferred  stock, 
is,  they  sold  preferred  stock,  and  the  owner  had  to  take  class  B 
of  the  R.  F.  C,  and  maybe  a  loan  for  class  C. 

Senator  Glass.  I  suppose  it  would  not  have  wrecked  the  entire 
banking  system,  because  more  than  8ii  percent  of  the  banks  resumed 
operations  with  licenses  after  the  banking  holiday. 
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Senator  Couzexs.  You  do  not  take  that  seriously,  do  youf 

Senator  Glass.  I  do  not  think  that  percentage  of  "banks  was  sound, 
because  the  Secretary  of  the  Treasury  admitted  to  me  that  he  had 
licensed  at  least  1,000  unsound  national  banks  or  insolvent  national 
banks.  But  what  I  mean,  is,  banks  that  were  properly  conducted — 
and  there  were  many  thousands  of  banks  that  were  properly  con- 
ducted and  would  not  have  been  very  much  affected  by  the  failure 
of  banks  that  were  improperly  conducted,  for  the  reason  that  indi- 
vidual banks  failed  to  create  consternation  among  the  depositors 
of  the  country  anyhow.  It  was  my  theory — it  is  not  particularly 
pertinent  here — it  was  my  theory  that  every  rotten  bank  in  the 
country  should  have  been  permitted  to  fail  at  the  time  we  were 
having  bank  failures,  and  then  we  would  not  have  any  trouble  now. 

Mr.  Crowley,  I  believe  I  understood  you  to  say  that  you  were  a 
member  of  what  was  called  this  committee  of  experts  to  prepare 
banking  legislation.    You  were  a  member  of  that  committee  f 

Mr.  Crowley.  I  was  a  member  of  the  loan  committee,  if  that  is 
what  you  mean,  Senator. 

Senator  Glass.  Yes.  And,  as  I  recall,  you  said  you  had  nothing 
to  do  with  any  provision  of  this  bill  except  title  I? 

Mr.  Crowley.  Our  board  of  directors  and  the  legal  department 
drafted  title  I  and  submitted  it  to  the  committee. 

Senator  Glass.  Yes.  And  you  hoped  that  would  be  acted  upon 
separately  from  any  other  provision  in  the  bill? 

Mr.  Crowlet.  Well,  that  was  decided;  that  was  our  original 
thought,  Senator,  but  the  President  decided  that  he  wanted  it  Kept 
together,  and  told  us  so. 

Senator  Glass.  Yes;  and  he  afterwards  decided  that  he  was  will- 
ing to  have  them  separated,  and  then  again  decided  that  he  would 
like  to  have  them  kept  together. 

How  did  you  propose  to  eliminate  the  unsound  and  uneconomical 
banks  hereafter  f 

Mr.  Crowley.  I  think  what  has  got  to  happen,  Senator,  on  that 
is  that  the  Corporation  will  have  to  make  a  survey  of  each  State 
and  try  to  determine  the  banks  that,  by  their  size,  or  for  other 
reasons,  cannot  operate  soundly,  and  try  to  bring  about  eliminations 
by  the  purchasing  of  assets  and  consolidations,  and  then,  of  course, 
by  having  power  to  restrict  the  rechartering  of  that  same  type  of 
bank  in  the  future. 

Senator  Couzhns.  You  mean  the  Federal  Deposit  Insurance  Cor- 
poration has  the  power  to  charter! 

Mr.  Crowlet.  No;  I  mean  that  we  have  the  power,  Senator,  with 
the  banks  that  come  into  our  fund.  We  have  no  power  to  charter  a 
State  bank. 

Senator  Couzens.  Or  any  national  bank! 

Mr.  Crowley.  That  is  right.  But  we  ask  for  the  power  that  if  a 
State  commissioner  should  charter  a  bank  that  we  think  is 
economically  unsound,  that  we  may  not  have  to  admit  it  to  our  fund. 
That  is  the  protection  we  are  asking  for. 

Senator  Glass.  That  is  the  protection  the  Corporation  is  seeking 
against  the  chartering  of  a  lot  of  small  and  uneconomic  banks  here- 
after 1 

Mr.  Crowley,  Well,  the  experience  in  the  past,  Senator,  has  been 
this :  That  not  only  in  small  hanks,  but  in  lots  of  communities  they 
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have  had  2  or  3  or  5  banks  where  really  the  community  could  only 
support  2  banks,  and  it  is  a  question  of  the  banks  having  an  earning 
capacity  that  they  may  keep  themselves  sound. 

Senator  Glass.  What  has  been  your  experience  with  State  bank 
commissioners  on  the  examination  of  State  banks!  Have  they  co- 
operated with  you? 

Mr.  Crowlet.  May  I  answer  that  off  the  record  for  the  time  being? 
Senator  Glass.  Yes ;  off  the  record. 
(There  was  discussion  off  the  record.) 

Senator  Glass.  Now,  then,  what  provision  have  you  for  the  dis- 
m  iiissal  of  banks  from  the  membership  of  the  fund  that  seem  to  your 
ZX3oard  to  be  unworthy  of  ■insurance? 

Mr.  Crowlet.  I  believe  I  have  already  outlined  the  procedure  we 
^r^esire,  namely,  the  giving  of  notice  to  the  bank  and  supervising 
^authority. 

Senator  Glass.  What  percentage  of  the  State  banks  that  are  now 
"»  n  your  fund  could  qualify  for  membership  in  the  Federal  Reserve 
Ttanking  System,  do  you  think? 

Mr.  Crowley.  You  mean  the  capital  requirement,  Senator? 
Senator  Glass.  Well,  I  mean  the  capital  requirement — -perhaps 
£  hat  is  the  only  point  upon  which  you  are  informed.    But  there  are 
other  requirements  as  well. 

Mr.  Crowlet.  There  are  5,387,  Senator,  on  June  30  that  could 
have  qualified;  and  2,134  that  could  not. 

Senator  Glass.  They  have  from  now  until  July  1, 1937,  to  be  placed 
in    position  to  qualify? 

Mr.  Crowlet.  For  those  2,134  banks  to  qualify,  it  will  take 
$55,583,000  to  put  them  in  condition  to  qualify.  The  deposits  in 
those  2,134  banks  are  $502,000,000. 

Senator  Glass.  Well,  do  you  think  your  fund  would  he  entirely 
safe  unless  they  should  qualify  and  become  members  of  the  Federal 


Mr.  Crowlet.  Well,  I  think  it  all  depends,  Senator,  on  what  power 
you  give  our  corporation. 

Senator  Townbenb.  You  mean,  whether  or  not  we  give  you  the 
power  as  designated  in  this  bill? 

Mr.  Ckowlet.  Well,  I  think  you  have  got  a  problem  all  the  way 
through  your  whole  banking  system  that  you  have  got  to  consider 
in  the  next  few  years,  and  that  is  how  to  give  these  communities 
banking  service.  There  are  a  great  many  communities  now  that 
need  banking  service;  they  have  none,  and  yet  they  are  not  able  to 
raise  sufficient  capital.  I  think  the  whole  principle  of  this  thing 
goes  back  to  a  correction  of  your  whole  banking  system  and  making 
certain  changes  that  are  going  to  give  to  your  corporation  better 
protection,  and  strengthening  of  the  banking  system. 

Senator  Glass.  Do  you  think  a  branch  banking  system,  State- 
vide,  would  do  that ! 

Mr.  Crowlet.  It  might  There  are  something  like  17  States  that 
pave  no  branch  banking,  whereas  30  or  31  do  permit  it.  In  my  opin- 
ion there  must  eventually  be  a  thorough  study  of  our  entire  banking 
system  made,  at  which  time  the  subject  of  branch  banking  ought  to 
be  impartially  discussed. 
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Senator  Glass.  Of  course,  that  is  an  essential  feature  of  branch 
banking,  you  have  to  determine  those  matters. 

What  provision  have  you  in  this  bill  to  protect  your  Corporation 
against  a  reduction  of  capital  in  the  banks  which  are  now  insured? 

Mr.  Crowley.  We  are  asking  for  the  authority,  Senator,  that  no 
bank  will  reduce  its  capital  without  the  consent  of  our  Corporation. 
We  are  asking  for  that  after  some  experience  of  going  out  and  get- 
ting these  banks  to  come  into  the  R.  F.  C.  to  take  some  aid,  only  to 
find  that  in  some  of  them  we  just  get  their  capital  rebuilt  and  they 
go  out  and  confuse  liquidity  with  capital  and  want  to  repay  the 
R.  F.  C.  before  thev  are  in  position  to  do  so. 

Senator  Glass.  Well,  what  provision  have  you  against  an  insured 
bank  merging  with  a  noninsured  bank '( 

Mr.  Crowley.  We  are  asking  for  the  prevention  of  mergers,  that 
where  they  are  attempting  to  merge  with  a  noninsured  bank,  that 
they  will  not  do  it  without  our  consent.  The  reason  we  are  asking 
that  is  this:  We  have  permitted  them  to  come  in  on  occasions,  and 
then  they  have  merged  without  our  consent.  In  other  words,  w< 
took  the  liability  that  we  formerly  had  refused. 

Senator  Glass.  I  believe  you  provide  in  your  title  I  that  the  tem- 
porary clause  of  the  existing  law  as  to  the  limitation  upon  insurance 
shall  be  permanent;  that  is  to  say,  $5.1  00  insurance? 

Mr.  Crowley.  Yes,  Senator:  we  Mi'. 

Senator  Glass.  Gentlemen,  do  you  have  any  questions? 

Senator  Byrnes.  I  would  like  to  ask  him  one  question. 

Mr.  Crowley.  Yes;  Senator. 

Senator  Byrnes.  What  power  is  contained  in  this  bill  as  to  the 
determination  of  admission  to  the  system  of  State  banks?  Exactly 
what  power  is  contained  in  this  bill? 

Mr.  Crowley.  You  mean  admission  to  our  fund,  Senator  ? 

Senator  Byrnes.  Yes. 

Mr.  Crowley.  All  the  banks  that  are  now  members,  Senator,  we 
wash  right  into  the  permanent  fund.  They  do  not  have  to  go 
through  any  formality  to  come  in  at  all.  Now,  on  a  bank  that  is 
duly  licensed — and  there  are  some  1,100  outside  our  fond — we  are 
asking  that  those  banks  have  more  than  just  enough  capital  and 
surplus  to  meet  the  solvency  test.  They  must  have  a  reasonable 
capital  to  provide  a  protective  cushion  for  the  deposits. 

Senator  Byrnes.  You  make  an  examination  of  those  banks,  do 
you  not? 

Mr.  Crowley.  Well,  Senator,  under  the  temporary  law  we  have 
only  the  authority  to  determine  whether  they  have  sufficient  to  pay 
the  deposits.  We  cannot  ask  that  they  have  an  excess.  Do  you 
get  the  point? 

Senator  Byrnes.  Yes. 

Mr.  Crowley.  Now,  what  we  are  asking  for  in  this  bill  is  that,  in 
addition  to  the  meeting  of  the  deposits,  that  they  also  have  sufficient 
capital  to  protect  their  depositors;  and  also,  in  the  case  of  a  new 
bank,  that  they  be  an  economic  necessity  to  that  community. 

Senator  Byrnes.  Do  you  remember  the  number  of  the  section  in 
which  that  is  provided? 

Mr.  Birdzell.  I  will  give  you  that  reference,  Senator. 

Senator  Byrnes.  I  do  not  want  to  read  it  at  this  time. 
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May  I  ask  another  question :  You  gave  the  number  of  banks  that 
have  bought  preferred  stock  of  the  R.  F.  C.t 
Mr.  Crowley.  Yes,  Senator. 

Senator  Byrnes.  Will  you  give  me  that  figure  again,  of  the  total 
number  of  banks? 

Mr,  Crowley.  Five  thousimil  four  hundred  and  twelve  banks, 
Senator. 

Mr.  Birdzell.  That  reference  you  asked  for,  Senator,  is  on  page 
9  of  the  bill,  paragraph  7. 

Senator  Byrnes.  That  number  of  banks,  Mr.  Crowley,  is  the  nuin- 
fcer  in  which  preferred  stock  was  purchased? 
Mr.  Crowlet.  And  debentures. 
Senator  Byrnes.  Out  of  how  many  banks  ? 

Mr.  Crowley.  Out  of  14,200  insured  banks,  Senator,  and  the 
aamount  of  money  is  $821,000,000. 

Senator  Glass.  You  said  to  Senator  Byrnes  that  you  are  washing 
in  all  of  the  banks  that  you  have  now  insured ;  but  you  have  a  pro- 
*visdon  in  here  under  which  you  could  wash  some  of  them  out,  have 
you  not? 

Mr.  Crowley.  If  they  do  not  conduct  themselves  properly,  Sena- 
tor. 

Senator  Glass.  Yes. 

Mr.  Crowlet,  In  other  words,  they  will  not  have  to  go  through 
the  qualifying  stages  again.  They  are  already  members  of  the  fund 
and  they  stay  members  as  long  as  they  stay  in  good  standing. 

Mr.  Birdzell.  May  I  add  one  observation  there.  Under  the  terms 
°f  the  existing  law  every  bank  that  came  in  under  the  temporary 
fund  was  made  eligible  to  subscribe  for  class  A  stock,  so  they  would 
»e  automatically  qualified  for  class  A  stock  anyhow. 

Senator  Glass.  I  understand,  but  they  might  very  easily  become 
disqualified. 

Sir,  Birdzell.  Yes,  sir. 

Senator  Glass.  Mr.  Crowley,  we  are  very  much  obliged  to  you. 
Senator  Byrnes.  May  I  ask  one  other  question  ? 
Senator  Glass.  Certainly. 
,     Senator  Byrnes.  Really,  the  discretion  that  you  seek  in  section  1 
18    practically  the  same  discretion  that  is  exercised  by  the  Comp- 
troller in  chartering  a  national  bank? 
Mr.  Crowlet.  That  is  right,  Senator. 
Senator  Byrnes.  Almost  the  same  thing? 

Mr.  Crowlet.  That  is  right.    Back  in  1920  you  had  30,000  banks, 
Vow  you  are  down  to  about  15,000  banks.    And  when  you  had  30,000 
oanks,  you  had  too  many  for  your  country,  and  what  we  are  trying 
to  save  is  the  growth  back  to  the  80,000. 
Is  that  all,  Senator? 
Senator  Glass.  That  is  all. 
Mr.  Crowlet.  Thank  you  very  much. 
Senator  Glass.  Thank  you  very  much,  Mr.  Crowley. 
(Supplemental  data  submitted  by  Leo  T.  Crowley  is  as  follows:) 
Fbddal  Deposit  Iiwbanoe  Corporation. 

Washington,  D.  C,  April  IS,  19SS. 
Hon.  mmoAN  U.  FttrcHK*, 

United  State*  Senate,  wathinfftvn,  D.  C. 
My  Deak  Swatoi  :  The  attached  summary  of  public  opinion  c«K»To\n«  *» 
federal  Deposit  Insurance  Corporation  has  been  submitted  by  thft  "EWCWswi 
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Emergency  Council.    We  are  calling  It  to  your  attention,  feeling  that  yon  wl-^' 
share  our  pleasure  In  the  almost  universally  favorable  reaction  It  mirrors.  . 

The  report  Is  based  on  current  Interviews  conducted  by  State  directors  o-v^ 
the  emergency  council  among  banking,  Industrial,  and  businessmen  so  that  is*£ 
presents  an  accurate  and  concise  estimate  of  the  national  opinion  of  deposis*** 
Insurance. 

Very  truly  yours, 

Leo  T.  Crowley,  Chairman. 


Alabama. — Never  any  criticism  of  this  activity.  Stands  highest  In  public 
opinion  of  all  emergency  measures;  has  restored  confidence  in  banks  and 
resulted  In  greatly  Increased  deposits. 

Arizona. — Apparently  public  very  favorable  to  Federal  Deposit  Insurance 
Corporation.  This  agency  has  restored  confidence  in  all  banks  and  undoubtedly 
exerted  considerable  influence  in  abolishing  hoarding  on  the  part  of  the  people 
who  had  previously  felt  that  banks  were  unsafe  and  that  they  should  keep 
their  money  in  cash  at  home.  Every  bank  In  this  State  except  one  is  a  member. 
Information  at  hand  Indicates  that  the  citizens  of  the  district  where  this  bank 
is  located  are  very  dissatisfied  and  are  not  depositing  (heir  funds  in  this  bank 
due  to  the  fact  that  It  does  not  have  deposit  Insurance.  Considerable  interest 
expressed  by  public  In  the  announcement  that  deposits  in  building  and  loan 
associations  might  be  insured.  General  summary  would  be  that  the  public 
Is  very  much  interested  in  continuation  of  deposit  Insurance  and  that  it  is  a 
very  determining  factor  In  restoring  and  maintaining  confidence  in  the  banking 
Institutions. 

Arkansas. — Representative  bankers  advise  that  public  reaction  to  Federal 
Deposit  Insurance  Corporation  is  100  percent  favorable.  Great  majority  of 
bankers  also  favorable,  but  believe  present  limit  might  wisely  be  reduced  to 
J2,500.  Two  bankers  state  they  are  strongly  opposed  to  plan  In  principle. 
None  Interviewed  has  ever  beard  criticism  of  insured  deposits  by  customers. 

California. — Public  opinion  strongly  back  of  Federal  Deposit  Insurance  Cor- 
poration, despite  objections  of  some  larger  banks  to  paying  premiums. 

Colorado. — Public  opinion  here  practically  unanimous  in  favor  of  Federal 
Deposit  Insurance  Corporation. 

Connecticut. — Public  seems  entirely  Indifferent  to  present  Federal  Deposit 
Insurance  law.  Some  12  or  13  bunks  In  Connecticut  have  not  subscribed  to 
plan  and  (heir  deposits  have  not  been  affected.  Some  depositors  inquired  of 
(heir  banks  about  this  Insurance  when  It  became  effective,  but  none  has  men- 
tioned It  to  the  Hartford  bunks  In  months.  There  Is  no  demand  here  for  in- 
creasing amount  of  Insurance  above  $5,000  as  05  percent  of  all  accounts  are 
fully  protected  under  present  law.  No  Connecticut  savings  banks  subscribed 
to  plan  because  of  adverse  opinion  of  State  attorney  general.  I  can  And  no 
objection  by  savings-bank  depositors.  State  director  personally  feels  that 
the  present  J5.000  limit  Is  sufficient  in  Connecticut.  This  State  has  been  par- 
ticularly fortunate  In  having  very  few  bank  failures. 

Delaware. — Due  to  fact  that  no  bank  failures  occurred  In  Delaware,  the 
public  has  shown  little  Interest  in  Federal  Deposit  Insurance  Corporation. 
Contacts  made  are  all  favorable. 

Florida. — Have  contacted  20  various  business  houses.  Everyone  heartily 
endorses  the  Federal  Deposit  Insurance  Corporation.  Believes  this  sentiment 
universal  In  Florida. 

Georgia.— Federal  Deposit  Insurance  Corporation  was  welcomed  by  great 
mass  of  people.  Has  been  Important  factor  In  restoring  confidence  hi  batiks, 
particularly  smaller  lnslltutions.  Regarded  by  many  as  one  of  most  construc- 
tive steps  In  present  national  administration.  Increased  savings  deposits  in 
many  banks  believed  traceable  to  Insurance  plan.  While  activities  not  subject 
to  general  discussion  now,  Individuals  and  business,  especially  smaller  busi- 
ness, flndlne.  satisfaction  in  safety  provided  by  Its  operation. 

Idaho. — Deposit  Insurance  remains  the  cornerstone  of  public  confidence  In 
bnnks.  Bankers  admit  Federal  Deposit  Insurance  Corporation  has  produced 
solid  public  confidence  in  banks.  Public  opinion  overwhelmingly  favorable  and 
confidence  In  bonks  remains  solid  with  deposits  increasing. 

llUnoi*.— Report  not  received  up  to  April  12,  1938. 

Indiana. — Has  restored  confidence  In  banks. 
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Iowa. — Public  reaction  to  Federal  Deposit  Insurance  Corporation  definitely 
favorable.  Small  depositor,  which  Includes  savings  depositor,  Is  very  favor- 
able to  insurance  of  deposits.  Best  evidence  of  this  is  literally  hundreds  of 
cases  reported  to  us  of  money  taken  from  postal  savings,  from  boardings,  and 
from  larger  banks  In  border  States  and  deposited  In  Iowa  banks  after  Incep- 
tion of  Federal  Deposit  Insurance  Corporation.  There  Is  some  disposition  to 
Ihe  belief  that  insurance  is  so  satisfactory  to  tbe  depositor  that  he  does  not 
seek  other  investments.  It  tends  to  restore  confidence  in  the  bank  and  thereby 
stabilizes  banking  conditions  and  sutisfles  small  depositor,  who  as  a  rule  is  the 
cause  of  ruus  on  banks.  Public  Is  grateful  and  happy  for  benefits  of  Federal 
Deposit  Insurance  Corporation. 

Kaiwai. — Banks  now  beginning  to  fully  appreciate  the  value  of  this  activity 
with  tbe  result  that  an  increasing  number  are  subscribing.  It  has  greatly 
increased  confidence  In  financial  Institutions.  However,  many  banks  still 
remain  without  insurance. 

Kentucky. — Much  appreciated  by  public  generally.  Resulted  in  growing 
increase  of  deposits  in  all  banks.  Smaller  banks  quite  enthusiastic.  Some 
larger  institutions  feel  their  independence,  objecting  to  expense  of  operation. 
These  objections  made  some  months  ago  but  little  protest  at  present  time. 
Unquestionable  demand  for  retention  of  act 

Louisiana. — My  opinion  public  reaction  Federal  Deposit  Insurance  Corpora- 
tion present  act  should  be  made  permanent.  Adds  stability  and  confidence  In 
banks,  decentralizes  and  distributes  deposits  and  eliminates  the  chance  of  run 
on  banks  from  small  depositors.  Some  bankers  indifferent  and  feel  their 
Institutions  command  confidence  without  Insurance  feature.  Small  banks  in 
country  generally  favorable  to  deposit  insurance. 

Maine. — Public  sentiment  favorable  to  Federal  Deposit  Insurance  Corpora- 
tion. Maine  commercial  banks  favor  this.  State  savings  banks  have  cen- 
trally managed  liquidity  fund. 

Mary! and. —Activities  progressing  quietly. 

Massachusetts. — Report  not  received  up  to  April  12,  1935. 

Michigan. — From  every  source  I  get  only  favorable  public  reaction  to  Fed- 
eral Deposit  Insurance  Corporation.  Belief  quite  general  that  this  agency  is 
reestablishing  faith  in  banks.  Increased  deposits  in  Michigan  banks  best  proof 
of  renewed  confidence. 

Minnesota. — Agency  has  done  outstanding  work  and  95  percent  of  banks  In 
this  State  are  insured.  Public  well  Informed  and  very  favorable  toward  this 
activity.  Agency  100  percent  efficient  and  popular  with  both  public  and 
banks.  Exceedingly  popular  and  has  produced  great  public  confidence  in 
banks. 

Mississippi. — Public  opinion  appears  entirely  favorable  to  Federal  pro- 
tection. 

Missouri. — Reaction  of  public  and  State  banking  department  to  Federal 
Deposit  Insurance  Corporation  Is  universally  favorable.  Deposits  substan- 
tially Increased.  More  than  500  State  banks  have  voluntarily  come  under 
Federal  Deposit  Insurance  Corporation,  and  only  40  have  not.  Most  of  these 
40  are  small  or  family  banks  and  expense  Is  deterring  factor.  The  favorable 
public  reaction  Is  general  over  entire  State  and  also  the  four-State  area.  It 
is  recognized  as  an  essential  part  of  the  bnklng  system. 

Montana. — Has  greatly  restored  confidence  and  receives  almost  unanimous 
acclaim. 

Nebraska. — Agency  has  made  a  fine  record  In  HUb  State  with  a  high  per- 
centage of  deposits  now  insured. 

Nevada. — After  experience  of  lost  3  years  when  banks  were  blowing  up  like 
firecrackers  in  Nevada,  depositors  unequivocally  approve  deposit  Insurance 
plan.  They  are  not  Interested  In  howl  nt  big  banks  who  may  have  to  carry 
premiums  for  some  of  their  weaker  brethren.  They  feel  this  latter  will  be 
an  Incentive  to  insist  on  good  banking  practices  and  will  insure  national 
supervision  and  Inspection. 

New  Hampshire. — About  1  out  of  60  know  anything  about  it.  New  Hamp- 
shire Bankers  Association  reports  public  neither  Informed  nor  Interested. 
Reaction  nil. 

New  Jersey. — There  is  little  comment  concerning  this  ogeney,  but  it  Is  be- 
lieved that  this  activity  has  full  public  support. 

New  Mexico. — Have  heard  of  no  comments  either  pro  or  con  In  New  Mexico. 

New  York — Public  reaction  to  Federal  Deposit  Insurance  Corporation  not 
widespread   but   generally    favorable.     Larger   banks    in    Manhattan    protest 
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method  of  assessments  claiming  only  insurable  amounts  of  deposits  should  be 
taxed.    Otherwise  not  opposed,  although  unent  busies  tic. 

North  Carolina. — General  public  reaction  most  favorable.  Find  In  contact- 
ing number  of  bankers,  who  will  eventuully  help  mould  public  opinion,  In  vast 
majority  think  J5.000  coverage  sufficient  and  favor  definite  premium  sufficient 
to  cover,  but  to  be  lowered  if  justified  later.  Majority  favor  premium  on 
Insured  deposits  only.  Five  thousand  limit  covers  1)5  percent  depositors  banks 
this  State. 

North  Dakota. — Public  attitude  and  editorial  comment  uniformly  favorable. 

Ohio. — Program  has  been  exceptionally  beneficial  and  remains  least  criticised 
of  all  emergency  agencies. 

Oklahoma. — -Public  reaction  reveals  this  Is  one  Government  program  with 
which  general  public  will  go  all  the  way.  No  derogatory  comment  to  Federal 
Deposit  Insurance  Corporation  was  made  in  Interviews  with  large  number  of 
Oklahoma  business  men  and  individual  i:c[  nisi  tors.  Editors  and  newspaper 
clipping  bureaus  report  State-wide  approval  of  program  as  reflected  In  press. 
Increased  deposits  Indicative  of  restored  confidence.  Group  4  of  Oklahoma 
Bankers  Association  In  convention  at  Ardmore  yesterday  passed  resolution  • 
recommending  titles  1  and  3.  Congressional  Banking  Act  of  1935,  and  commend- 
ing work  of  Federal  Deposit  Insurance  Corporation.  Group  5  in  Tulsa  today 
expected  to  pass  similar  resolution  according  to  secretary  of  association.  These 
group  meetings  represent  approximately  450  eastern  Oklahoma  hankers.  State 
banking  commission  reports  only  two  failures  In  State  banks  since  inception 
of  Federal  Deiwsit  Insurance  Corporation.  Continuance  of  Federal  Deposit 
Insurance  Corporation  under  competent  management  felt  essential  to  continued 
faith  in  banking  system. 

Oregon. — Has  produced  desirable  feeling  of  security  of  average  cltlsen  in 
his  bank  account 

1'minnylvania. — Has  functioned  very  successfully  and  restored  confluence. 
Has  greatly  strengthened  banking  system,  although  many  small  banks,  due 
to  limited  capital,  criticize  the  provision  compelling  them  to  Join  the  Federal 
Reserve  System  by  July  1,  1937,  in  order  to  maintain  their  insured  status. 

Rhode  Islam!. — Hanking  situatlnn  here  unusually  "troiis1,  therefore,  except 
for  added  confidence  due  to  Federal  Deposit  Insurance  Corporation,  difficult 
to  determine  public  reaction. 

South  Carolina. — Has  restored  confidence  in  banks.  Comment  is  frequently 
expressed  that  this  program  is  one  of  most  important  In  "  new  deal."  Public 
baa  great  faith  In  this  activity. 

South  Dakota. — Comment  wholly  favorable,  with  the  exception  of  a  very  few 
bankers  who  are  opposed  to  the  principle  of  this  activity. 

TcnneHKee.— Has  restored  public  confidence  In  banks. 

Tewaa. — Well  staffed  and  functioning  effectively. 

Utah. — Public  unanimously  for  Federal  Deposit  Insurance  Corporation, 
although  some  bankers  and  financial  Interests  remain  skeptical. 

Vermont. — Public  reaction  to  Federal  Deposit  Insurance  Corporation  quiet 
but  favorable.  About  half  the  banks  use  their  participation  in  their  advertis- 
ing. Bank  public  apparently  take  it  as  an  accomplished  fact  and  rely  upon  it. 
although  not  particularly  outspoken  In  their  comment. 

Virginia.— Report  not  received  up  to  April  12,  1936. 

Wathington.— Has  resulted  In  vastly  Improved  banking  conditions  and  a  gen- 
eral Increase  in  deposits,  although  need  Is  seen  for  means  to  enforce  provisions- 
of  Federal  Deposit  Insurance  Corporation. 

Went  Virginia. — Public  reaction  to  Federal  Deposit  Insurance  Corporation 
quite  sympathetic  and  deposit  insurance  has  stimulated  confidence  in  banking 
Institutions.  Deposits  nave  materially  Increased.  Bankers,  however,  are 
opposed  to  proposed  amendments  to  existing  law  now  pending  in  Congress. 

WUoonsin. — Don't  hear  about  It.  Deposits  <m  Increase.  Only  through  re- 
statement of  fact  that  money  Is  In  circulation,  do  we  know  about  Its  works. 
Banks  favorable. 

Wyoming. — Banks  noncooperative  toward  this  activity. 
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LosflKe  in  thi  Commercial  Banking  System  Fboic  1864  to  1984 

It  Is  estimated  that  losses  sustained  Id  the  commercial  banking  system  over 
the  past  70  years  by  depositors  and  others  have  amounted  to  about  $14,000,- 
000.000.     Die  figures  are  summarized  In  the  following  table: 

Losses  in  eommeroiai  6onfc*,  18S4-13S4 

I  Amounts  la  billions  of  dollars  J 
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N-aUonal 
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3.3 
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.8 

11 

ii 

14.3 

8.1 

>  Less  estimated  recoveries. 

The  figures  of  losses  to  depositors  lu  suspended  banks  were  obtained  from 
llje  study  made  by  the  Division  of  llesi:ai'i.:U  and  Statistics,  of  the  Federal 
Deiwslt  Insurance  Corporation.  The  figures  of  losses  to  stockholders  In  sus- 
pended banks  and  of  losses  written  off  in  active  banks  were  computed  In  the 
case  of  national  banks  from  data  published  In  the  reports  of  the  Comptroller 
of  the  Currency.  The  data  did  not  cover  all  of  the  years  and  in  some  cases 
estimates  were  necessary.  The  character  of  the  figures  were  such  that  it  is 
believed  that  the  estimates  contain  relatively  small  errors.  The  correspond- 
ing figures  for  other  commercial  banks  were  estimated  on  the  assumption  that 
the  experience  of  these  banks  was  the  same  as  that  of  national  banks.  This 
assumption  has  been  Justified  by  our  study  of  suspended  banks  and  by  other 
fragmentary  data  available. 

The  figures  of  losses  not  yet  written  off  were  estimated,  in  the  case  of  na- 
tional banks,  on  the  basis  of  the  Comptroller's  report  on  loss  and  doubtful 
loans,  and  of  the  relation  of  losses  on  securities  to  losses  on  loans  over  recent 
years.  In  the  case  of  other  commercial  banks,  the  figures  for  finite  member 
banks  were  estimated  on  the  assumption  that  the  experience  of  these  banks 
would  be  the  same  as  that  of  the  national  banks.  The  figures  for  Insured 
State  nonmember  banks  were  obtained  from  our  examination  reports.  Figures 
for  uninsured  commercial  banks  Were  not  included. 

It  is  believed  that  these  figures  are  probably  correct  to  within  10  percent  of 
the  results  shown. 

Now,  Mr.  Comptroller,  will  you  please  come  forward? 

STATEMENT  OF  J.  F.  T.  O'CONNOR,  COMPTROLLER  OF  THE 
CURRENCY 

Senator  Glass.  Mr.  O'Connor,  you  are  Comptroller  of  the  Cur- 
rency, are  you? 

Mr.  O'Connor.  Yes,  Senator. 

Senator  Glass.  And  have  been  for  how  long  i 

Mr.  O'Connor.  Since  May  11, 1938. 

Senator  Glass.  You  are  a  member  of  the  committee  which  was 
asked  to  prepare  what  was  regarded  as  essential  banking  legislation, 
are  you  not? 

Mr.  O'Connor.  No,  sir. 

Senator  Glass.  You  are  not  a  member  of  that  committee? 

Mr.  O'Connor.  No,  sir.  But  I  was  invited  in  by  the  Secretary  of 
the  Tretwwy  and  attended  a  number  of  the  meetings,  Senator. 

>.™=.Google 


62  BANKING   ACT   OF    103  5 

Senator  Glass.  Yes.  Well,  then,  you  did  not  see  this  bill  until  it 
came  up  here,  did  you? 

Mr.  O'Connor.  You  mean  the  completed  bill  ? 

Senator  Glass.  Yes. 

Mr.  O'Connob.  Oh,  yes;  title  III,  I  had  all  to  do  with — my  office. 
And  title  I,  dealing  with  Federal  deposit,  I  am  quite  familiar  with 
all  of  the  provisions  of  that,  Senator,  but  not  title  II.  I  know  very 
little  about  title  II. 

Senator  Glass.  You  did  not  see  that  until  it  came  up  here  ? 

Mr.  O'Connor.  No.  I  think  probably  the  day  before  it  came  up 
there  was  some  discussion  of  it. 

Senator  Glass.  Well,  as  to  title  III,  are  there  any  alterations  in 
that  title  that  you  care  to  suggest  now? 

Mr.  O'Connor.  Yes,  Senator:  there  are  just  a  few.  Senator,  can  I 
hand  the  committee  a  copy  of  the  corrections  in  title  III  ? 

Senator  Townsend.  That  you  desire? 

Mr.  O'Connor.  Yes;  in  title  III. 

Senator  Glass.  Yes.  Well,  without  going  into  those  matters  in 
great  detail,  unless  some  member  of  the  committee  wants  to  do  that, 
there  are  one  or  two  major  matters  that  I  want  to  interrogate  you 
about. 

It  has  been  suggested  as  extremely  desirable,  if  not  exactly  essen- 
tial, that  the  bank-examining  agencies  be  consolidated  into  one 
agency.    I  should  like  to  know  what  you  think  about  that. 

Mr.  O'Connob.  That  same  question,  Senator,  was  asked  before 
the  Banking  and  Currency  Committee  of  the  House,  of  myself,  and 
in  view  of  the  fact  that  it  involved  my  office  I  did  not  think  it  was 
your  question,  I  believe  it  would  be  highly  desirable  if  we  could  have 
centralized  examinations. 

Senator  Glass.  Well,  what  is  there  of  an  improper  nature? 

Mr.  O'Connor,  The  fact  that  I  happen  to  be  Comptroller  and 
proper  to  say  where  those  examinations  should  be.  But,  to  answer 
that  I  was  asking  that  those  functions  be  transferred. 

Senator  Glass.  Well,  the  Comptrollership  is  an  office;  it  is  not 
an  individual.  And  I  cannot  discover  momentarily  anything  of  an 
improper  nature  in  the  question,  and  I  cannot  imagine  that  it  would 
be  at  all  improper  for  you  to  suggest  where  the  consolidated  agency 
should  be  located.  Of  course,  we  understand,  without  your  answer- 
ing the  question — at  least,  I  think  I  do — that  you  think  it  should  be 
in  the  Comptroller's  office;  and  that  Mr.  Crowley  thinks  it  should 
be  in  the  Federal  Deposit  Insurance  Corporation;  and,  very  likely, 
the  Federal  Reserve  Board  thinks  it  should  be  in  the  Federal  Reserve 
Board.    So,  if  it  embarrasses  you,  I  will  not  press  the  question. 

Senator  Byrnes.  Mr.  Chairman,  I  agree  with  you  in  your  first 
request.  Assuming  it  to  be  a  fact,  I  should  like  to  know  his  reasons 
for  thinking  it  should  be  in  the  Comptroller's  office. 

Senator  Townsend.  He  might  state  the  reasons  why  it  should  be 
in  one  agency,  as  he  sees  it. 

Mr.  O  Connor.  The  Comptroller  is  on  all  three  boards,  and,  there- 
fore, from  that  angle  it  is  rather  impersonal.  He  is  on  the  Federal 
Reserve  Board,  and  on  the  Federal  Deposit  Insurance  Corporation 
Board,  and  also  Comptroller  of  the  Currency.  But  (he  longest  expe- 
rience in  the  Government  in  this  connection  has  been  in  the  Comp- 
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^*oller's  office.  For  over  70  years  they  have  built  up  the  procedure, 
^^hen  the  Federal  Deposit  Insurance  Corporation  came  into  exist- 
ence and  it  was  necessary  to  examine  these  nonmember  State  banks, 
■*^hat  organization  was  set  up  in  the  Comptroller's  office  to  begin  with, 
before  the  actual  organization  of  the  Corporation — before  the  two 
members  of  the  Board  were  named  by  the  President — not  officially, 
lut  the  frameworkj  because  nothing  could  be  done  until  the  Board 
met  and  approved  it.  And  that  examination  was  conducted  in  this 
way,  which  seems  to  have  been  successful  and  met  with  the  approval 
of  Congress  and  the  people:  One  of  the  best  national-bank  exam- 
iners was  placed  at  the  head  of  every  State  examining  staff  with 
as  many  assistants  as  we  could  give  him,  and  then  along  with  him 
and  under  him  were  placed  men  who  knew  the  values  of  property 
in  that  State,  and  who  had  experience  in  banks,  all  working  under 
the  direction  of  the  national-bank  examiner  in  that  State.  The 
importance  of  that  was  that  the  State  bank  examiner  had  the  con- 
tact with  the  officials  here  in  Washington,  and  he  knew  who  to  call 
on  for  matters  requiring  attention  here;  and  it  was  not  necessary 
that  he  get  in  touch  with  us  for  instructions  as  to  how  banks  should 
be  examined.  That  was  done  in  that  way,  and  they  were  all  brought 
within  the  fund,  as  you  know,  with  very  few  exceptions  in  the 
country. 

Now,  the  question  I  would  like  to  clear  up,  Senator,  is  the  question 
of  the  so-called  "  duplication  of  examinations."  There  is  no  such 
thing  in  the  Government  as  duplication  of  examinations.  There  is 
no  one  who  enters  into  a  national  bank,  except  an  examiner  who  is 
duly  appointed  by  the  Comptroller  of  the  Currency,  with  the  ap- 
proval of  the  Secretary  of  the  Treasury,  as  the  law  provides,  except 
in  one  instance.  If  the  bank  makes  a  deal  with  the  Reconstruction 
Finance  Corporation,  and  the  bank  and  the  Reconstruction  Finance 
Corporation  go  in  as  partners  and  provide  for  some  kind  of  an 
examination,  it  is  entirely  a  voluntary  matter  between  the  bank  and 
the  R.  F.  C.  That  is  the  only  instance  in  which  anyone  goes  into  a 
bank  except  a  duly  accredited  representative  of  the  Comptroller's 
office. 

The  Federal  Reserve  Board  examines  State  banks,  and  that  work 
is  done  in  cooperation  with  the  examiners  of  the  various  States,  mak- 
ing examinations,  I  believe,  once  a  year.  The  law  requires  the  Comp- 
troller to  make  two  examinations  every  year  of  national  banks. 

Now,  the  only  other  agency  that  makes  examinations  in  Washing- 
ton is  the  Federal  Deposit  Insurance  Corporation,  and  they  examine 
State  nonmember  banks  which  are  members  of  the  fund.  And  no 
other  agency  goes  into  those  banks  on  the  part  of  the  Federal  Gov- 
ernment. 

I  want  to  say  that  I  have  not  found  any  complaint,  or  none  has 
been  registered  bo  far  as  I  know  as  a  member  of  the  three  offices  or 
departments,  that  there  has  been  any  criticism  on  the  part  of  the 
States  directed  against  the  Federal  Deposit  Insurance  Corporation, 
°r  the  Federal  Reserve  Board,  in  working  together  for  the  examina- 
tions of  those  State  banks.  I  have  not  found  any  on  the  part  of  the 
States.  And  I  want  to  be  sure  to  clear  up  the  question  that  there  is 
no  duplication  of  examinations.    I  have  seen  many  statements  made 
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that  examiners  from  two  or  three  departments  go  into  those  banks, 
which  is  not  true. 

Senator  Glass.  Well,  while  it  is  practically  a  fact  that  there  may 
be  no  duplication  of  bank  examinations,  as  a  matter  of  law  the 
Federal  Reserve  Board  is  authorized  at  any  time  it  pleases  to  examine 
a  member  bank. 

Mr.  O'Connor.  The  law  provides  it  may  make  special  examina- 
tions, Senator. 

Senator  Glass.  Yes. 

Mr.  O'Connor.  Yes;  that  is  the  wording  of  the  law,  which  they 
have  never  exercised,  because  they  have  access  to  our  records. 

Senator  Glass.  They  have  access  to  all  your  data  ? 

Mr.  O'Connor.  Yes,  sir. 

Senator  Byrnes.  Your  contention  is,  as  a  practical  matter,  then, 
there  is  no  duplication  ? 

Mr.  O'Connob.  There  is  no  duplication.  There  are  no  two  exam- 
iners that  go  into  a  bank  representing  the  National  Government, 
which  is  duplication  of  examination.  Senator. 

Senator  Glass.  But  when  all  of  those  State  banks  come  into  the 
Federal  Reserve  Svstem,  as  they  are  required  to  do  by  July  1,  1937, 
will  they  be  examined  by  the  Comptroller's  office  or  by  the  Federal 
Deposit  Insurance  Corporation ! 

Mr.  O'Connor.  Well,  if  they  become  members  of  the  Federal 
Reserve  System,  then,  of  course,  they  would  not,  under  present 
statutes  of  Congress,  be  examined  at  all  by  the  Comptroller's  office, 
under  the  present  statute. 

Senator  Glass.  Well,  they  would  be  examined  by  the  Federal 
Deposit  Insurance  Corporation  examining  board? 

Mr.  O'Connor-  No,  sir. 

Senator  Glass.  And  then  that  would  not  constitute  a  duplica- 
tion ?     You  would  not  examine  them  ? 

Mr.  O'Connor.  No;  I  would  not  examine  them. 

Senator  Glass.  And  the  Corporation  would  not  examine  them  I 

Mr.  O'Connor.  No;  the  Corporation  would  not  examine  them. 
There  would  be  no  necessity. 

Senator  Glass.  They  would  be  examined  under  the  authority  of 
the  Federal  Reserve  Board? 

Mr.  O'Connor.  Yes;  just  as  they  accept  their  examinations  now. 

Senator  Byrnes.  So  far  as  the  banks  are  concerned,  they  are  not 
annoyed  by  duplication  of  examinations? 

Mr.  O'Connor.  No,  sir. 

Senator  Byrnes.  But  the  fact  is  the  Government  has  two  sets  of 
examiners  under  the  present  organization? 

Mr.  O'Connor.  Yes,  sir. 

Senator  Byrnes.  Making  examinations? 

Mr.  O'Connor.  Yes.  Now,  that  is  the  proper  way  to  state  the 
whole  problem  that  is  so  misunderstood. 

Senator  Glass.  Under  the  law  the  Corporations — I  mean  both  the 
Federal  Reserve  Board  and  the  Federal  Deposit  Insurance  Corpora- 
tion— have  access  to  your  data? 

Mr.  O'Connor.  Yes,  sir. 

Senator  Glass.  Your  examinations  of  banks? 

Mr.  O'Connor.  Yes,  Senator. 
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Now,  here  probably  is  the  foundation  for  the  criticism  that  some- 
times comes  with  reference  to  those  examinations,  to  be  very  pointed. 
If  you  have  a  town,  which  happens  very  often,  where  you  have  got  a 
national  bank,  and  you  have  cot  a  member  bank,  and  you  have  got  a 
State  nonmember  bank  in  the  town,  you  have  got  three  sets  of 
examiners  from  the  Federal  Government  going  into  that  town;  you 
have  got  the  national-bank  examiner  going  in  there  with  his  assist- 
ants, and  he  has  no  authority  to  go  into  the  others;  you  have  the 
Federal  Reserve  Board  examiner,  with  his  assistants,  going  in  there ; 
and  you  have  the  Federal  Deposit  Insurance  Corporation  examiner 
going  in  there. 

Senator  Byrnes.  From  the  standpoint  of  administration,  what 
you  have  in  mind  is  that  if  an  examiner  went  there  he  should  examine 
the  three  institutions  on  one  trip,  instead  of  sending  him,  and  then 
another  examiner,  and  then  still  a  third  examiner? 

Mr.  O'Connor.  I  am  just  pointing  out,  Senator- 

Senator  Byrnes  (interposing).  That  is  the  criticism? 
Mr.  O'Connor.  Yes;  that  is  the  one  criticism,  that  we  have  a 
duplication.     There  is  no  duplication  in  the  town. 

Senator  Byrnes.  Would  it  tend  to  efficiency  if  it  was  concentrated 
in  one  force? 

Mr.  O'Connor.  Well,  there  could  be  onlv  one  answer  to  that,  Sena- 
tor. 

Senator  Bdlklby.  Well,  would  it  not  make  a  better  examination 
and  prevent  the  possibility  of  switching  cash  accounts? 
Mr.  O'Connor.  That  is  very  true. 

Senator  Glass.  Passing  that  for  the  time,  let  me  ask  you  if  it  is 
*\ot  true  that  under  title  III  there  is  in  it  a  provision  to  extend  the 
*  ime  when  bank  officials  who  are  now  indebted  to  their  banks  may 
t>ay  off  their  indebtedness? 

Mr.  O'Connor.  Yes;  we  have  recommended,  Senator 

Senator  Glass  (interposing).  I  know  there  is  a  recommendation, 
^»"«t  is  it  embodied  in  title  III  ? 

Mr.  O'Connor.  It  is  also  in  title  III  that  we  extend  time  for  pay- 
*"»~ipnt  to  1938.    And  you  have  raised  a  very  serious  question,  Senator. 
That  was  section  22  of  the  Federal  Reserve  Act,  and  it  is  section  12 
oy  the  printed  act  of  the  Federal  Reserve  Act.     On  June  16  of  this 
^"ear  the  provision  that  executive  officers  must  no  longer  be  indebted 
"to  their  bank  expires ;  you  gave  them  until  June  16  of  this  year,  and 
Congress  fixed  extraordinarily  heavy  penalties  for  an  executive  offi- 
cer to  become  indebted  or  to  be  indebted  to  his  bank  after  that  date. 
Be  shall  not  be  indebted  to  the  bank  after  that  day  under  a  penalty 
of  l-year  prison  sentence  or  a  fine  of  $5,000,  or  both,  and  the  bank 
may  He  fined  $10,000  and  a  sum  equal  to  the  amount  of  the  loan. 

Senator  Glass.  Well,  contrasted  with  penalties  provided  for  the 
S.  R.  A.,  do  you  regard  that  as  very  excessive  penalties? 

Mr.  O'Connor.  Well,  I  do  not  know  what  those  penalties  are, 
Senator.    I  have  all  the  trouble  I  want  taking  care  of  my  office. 

Senator  Byrnes.  It  would  depend  on  the  size  nf  the  loan,  too, 
ffould  it  not! 

Mr.  O'Connor.  Yes;  it  would,  of  course.  And,  reverting  again 
to  this  section  with  these  drastic  provisions  in  it,  I  believe  there  is 
only  one  option  for  an  executive  officer  who  owes  a  bank  on  June  16 
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of  this  year,  and  that  is  to  resign  if  title  III  is  not  passed,  not  by 
June  16,  which  is  a  very  short  time,  but  a  considerable  period  before, 
because  these  men  must  be  given  an  opportunity  to  arrange  their 
indebtedness  to  do  something,  to  either  resign  or 

Senator  Byrnes.  Let  me  ass  yon  about  that.  When  was  he  given 
notice  to  rearrange  his  loan? 

Mr.  O'Connor.  Two  years  ago;  in  1933. 

Senator  Byrnes.  He  will  have  2  years  on  June  16! 

Mr.  O'Connor.  That  is  right. 

Senator  Byrnes.  During  this  time,  as  a  general  thing,  have  banks 
been  in  position  to  make  loans? 

Mr.  O  Connor.  Oh,  yes. 

Senator  Byrnes.  There  is  no  statement  today  that  the  banks  have 
not  funds  sufficient  to  make  loans  upon  good  security,  is  there? 

Mr.  O'Connor,  Oh,  no;  they  have  the  funds,  we  all  know  that. 

Senator  Byrnes.  Do  not  you  think  in  2  years  the  bank  officers 
have  had  fair  notice  to  make  arrangements  for  a  loan  other  than 
their  own  banks? 

Senator  Glass.  That  depends  on  the  officers,  does  it  not,  and  the 
facility  to  pay? 

Mr.  O'Connor.  I  think,  Senator,  you  would  have  to  go  into  each 
individual  case. 

Senator  Byrnes.  It  means  you  have  2  years  at  a  time  when  there 
is  ample  capital.  It  depends  on  the  kind  of  security  the  officer  has 
up  with  his  bank? 

Mr.  O'Connor.  That  is  right. 

Senator  Byrnes.  And  if  the  security  is  not  adequate  it  is  about 
time  something  is  done,  is  it  not? 

Mr.  O'Connor.  They  have  done  something.  Senator.  It  may  in- 
terest you  to  know  that  when  you  passed  this  bill  the  officers  owed 
zbout  90  million  dollars — that  is  from  the  records  I  have  access  to; 
and  they  have  reduced  that  approximately  33  percent,  getting  ready 
for  what  Congress  has  asked  them  to  do.  They  have  reduced  their 
indebtedness  to  that  extent. 

Senator  Byrnes.  I  think  it  was  responsible  for  a  whole  lot  of  our 
trouble,  excessive  loaning  on  the  part  of  officers. 

Senator  Townsend.  Does  that  apply  to  the  private  loans,  or  to 
the  companies  that  he  might  be  associated  with? 

Mr.  O'Connor.  It  is  direct  loans.  And  there  is  also  the  indirect 
loans  to  officers,  which  amounted  in  round  figures  to  $40,000,000. 
That  lias  been  reduced  about  the  same  percentage. 

Senator  Glass.  You  do  not  understand  that  Senator  Byrnes  is 
so  well  situated  that  he  can  pay  off  his  loans  on  call,  and  some  of 
the  balance  of  us  have  to  take  longer  than  2  years.  I  am  not  an 
executive  officer  of  a  bank,  nor  any  other  sort  of  an  officer,  even  a  di- 
rector, but  there  have  been  times  in  my  business  career  when  I  would 
not  have  liked  a  bank  to  call  my  loan  within  '2  years,  because  I 
could  not  pay  it. 

Senator  Byrnes.  It  is  a  question  of  his  arranging  with  some  other 
bank  to  nuance  Ins  loan  instead  of  his  own. 

Senator  Glass.  Then  he  has  to  go  through  a  process  of  getting 
the  consent  of  his  board  of  directors  and  so  on  and  so  forth. 

Senator  Byrnes.  Yes. 
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Senator  Bulkley.  Mr.  O'Connor,  as  those  loans  have  been  re- 
duced from  $90,000,000  to  $60,000,000,  has  that  resulted  in  a  good 
many  of  them  being  cleaned  up? 

Mr.  O'Connor.  I  was  just  trying  to  find  that  information  by  look- 
ing in  the  place  where  it  would  appear.  I  would  say  no.  They 
have  just  liquidated  out,  trying  to  be  able  to  reduce  their  indebted- 
ness to  carry  out  the  wishes  of  Congress. 

Senator  Bulkley.  Do  you  know  how  many  accounts  are  involved  ? 

Mr.  O'Connor.  Individuals? 

Senator  Bolkley.  Yes. 

Mr.  O'Connor.  I  haven't  that  data. 

Senator  BuUUr  Well,  then,  you  probably  could  not  express  an 
opinion  as  to  how  badly  it  would  disturb  the  banks  if  their  execu- 
tive officers  that  are  in  that  predicament  that  they  cannot  pay  their 
loans  should  resign  on  June  16? 

Mr.  O'Connor.  No. 

Senator  Bclkley.  Could  you  look  that  up  and  give  us  an  opinion 
about  that  tomorrow? 

Senator  Townsend.  The  fact  that  a  great  number  of  them  have 
not  been  paid,  Mr.  O'Connor,  is  not  conclusive  that  they  are  not 
good,  is  it  ? 

Mr.  O'Connor.  Oh,  no.  They  are  probably  slow  loans  that  under 
the  instructions  that  are  given  to  examiners  by  the  Comptroller,  that 
they  are  not  to  suggest  to  the  bank  how  they  shall  handle  slow  loans, 
that  a  slow  loan  is  a  good  loan.  The  bank  has  no  reason  to  press 
that  for  payment.  It  is  a  sound  loan ;  it  has  good  security,  and  the 
taxes  are  paid  and  the  interest  is  paid. 

Senator  Townsend.  And  the  bank  wishes  the  loan 

Mr.  O'Connor.  Well,  they  certainly  need  it. 

Senator  Townsend  (continuing).  In  a  great  many  cases? 

Mr.  O'Connor.  They  certainly  need,  the  loans  in  a  great  many 
cases. 

Senator  Bulkley.  On  the  other  hand,  if  these  loans  were  very 
good,  they  could  be  refunded  somewhere  else,  could  they  not  ? 

Senator  Townsend.  Of  course,  they  could  be  refunded  somewhere 
else,  but  the  bank  wishes  the  loan. 

Senator  Glass.  The  statute  provides  that  they  may  borrow  from 
other  banks  with  the  consent  of  their  boards  of  directors  and  after 
due  notice. 

Senator  Bdlkley.  Yes. 

Mr.  O'Connor.  Senator,  may  I  read  this  section,  because  I  have 
also  incorporated  as  a  suggestion  in  the  bill  that  the  matter  of  the 
extension  of  the  loan  must  be  passed  on  by  the  directors,  so  that  we 
will  get  the  full  picture  before  the  directors  of  the  bank,  in  addition. 

Senator  Glass.  All  loans  have  to  be  passed  upon  by  the  directors. 

Mr.  O'Connor.  Usually  by  a  committee,  Senator. 

Senator  Glass.  But  the  directors  have  to  confirm  what  the  com- 
mittee does. 

Mr.  O'Connor.  That  is  right. 

(s)  No  executive  officer  of  any  member  bank  shall  borrow  from  or  other- 
wise become  Indebted  to  auy  member  bank- of  which  he  is  an  executive  officer, 
and  no  member  bank  shall  make  any  loan  or  extend  credit  In  any  other 
manner  to  any  of  Its  own  executive  officers:  provided.  That  loans  made  to 
any  such  officer  prior  to  June  18,  1938,  may  be  renewed  or  extended:  foe 
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periods  expiring  not  more  than  Ave  years  from  such  date  where  the  board  of 
directors  of  the  member  bank  shall  have  satisfied  themselves  that  such  exteu- 
slo  nor  renewal  is  In  the  best  interest  of  the  bank  and  that  the  officer  indebted 
has  made  reasonable  effort  to  reduce  his  obligation,  these  findings  to  be 
evidenced  by  a  resolution  of  the  board  of  directors  spread  opon  the  infinite 
book  of  the  bank. 

Senator  Townseno.  What  is  the  time  of  the  extension! 

Mr.  O'Connor.  1938,  that  would  be,  Senator. 
.  Senator  Btjlklet.  Is  that  your  law! 

Mr.  O'Connor.  That  is  in  the  law,  Senator. 

Senator  Byrnes.  That  is  in  the  bill. 

Mr.  O'Connor.  That  is  in  the  bill. 

Senator  Btjlklet.  Well,  that  is  in  this  new  bill  we  are  considering 
now! 

Mr.  O'Connor.  Yes. 

Senator  Bulklet.  Is  that  what  you  recommend! 

Mr.  O'Connor.  Yes,  sir. 

Senator  Btjlbxet.  However,  would  it  be  practicable  to  require  that 
the  renewal  shall  be  conditioned  on  some  actual  reduction  being  made 
in  the  loan  in  these  last  2  years!  The  language  in  the  bill  is  "  that 
an  effort  shall  be  made." 

Mr.  O'Connor.  Well,  my  answer,  Senator,  would  be  that  the  ex- 
aminers look  into  these  matters.  In  other  words,  these  loans,  if  they 
are  taken  out  of  the  bank  and  charged  against  the  bank,  if  they  are 
good  loans  and  if  the  examiner  finds  that  they  have  been  making 
payments  and  reducing  them  and  they  are  in  good  standing,  I  thins 
it  could  be  left  safely  to  the  examiner. 

Senator  Bdlklet.  The  question  I  am  asking  now  is  whether  we 
ought  not  to  put  in  this  bill  the  requirement  that  there  must  have 
been  some  reduction  of  the  loan. 

Mr.  O'Connor.  Yes. 

Senator  Btjlklet.  Understand,  I  am  not  arguing  the  matter;  I 
am  simply  trying  to  find  out. 

Mr.  O'Connor.  I  understand  that.  Well,  with  30  percent  paid,  I 
assume  that  that  would  not  be  a  necessary  requirement. 

Senator  Btjlklet.  It  shows  some  of  them  can  reduce  their  loans. 

Mr.  O'Connor.  Because  one-third  has  been  paid? 

Senator  Btjlklet.  Yes.  And  that  third  might  have  been  dis- 
tributed among  almost  all  the  accounts  there  are! 

Mr.  O'Connor.  That  is  right. 

Senator  Byrnes,  You  are  proposing  to  extend  it  until  18381 

Mr.  O'Connor.  Yes,  sir. 

Senator  Glass.  Mr.  Comptroller,  if  there  are  no  further  questions 
on  that  point,  you  are  a  member  of  the  Deposit  Insurance  Corpora- 
tion, and  the  question  has  arisen  as  to  the  method  of  assessing  banks. 
There  are  two  suggestions — one  of  one-twelfth  of  1  percent  and 
another  of  one-eighth  of  1  percent; — and  there  is  a  suggestion  that 
instead  of  an  annual  assessment  upon  the  banks,  which  might  result 
in  the  accumulation  of  a  very  great  and  unnecessary  fund,  that  the 
banks  be  assessed  until  there  is  accumulated  a  fund  of  a  half  billion 
dollars  and  that  then  the  assessment  automatically  ceases  nntil  that 
fund  shall  have  been  impaired' to  the  extent  of  25  percent,  and  the 
assessments  automatically  resumed  when  that  shall  have  occurred. 
What  would  you  aay  to  that! 
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Mr.  O'Connor.  Well,  I  heard  your  question  on  Friday,  Senator, 
to  Mr.  Crowley  on  that  point,  and  Mr.  Crowley's  answer,  and  I  have 
been  giving  it  some  study  since  Friday,  assuming,  although  not  know- 
ing, that  I  might  be  asked  that  question. 

I  cannot  see  any  objection,  Senator,  to  providing  that  in  the  bill, 
for  two  reasons.  First,  because  in  going  over  a  period  from  1921 
to  date,  I  find  that  under  an  assessment  of  one-twelfth  of  1  percent 
on  the  total  deposits,  that  we  would  have  had  a  surplus  in  our  fund 
in  10  of  those  years,  and  they  were  quite  bad  years.  In  four  of  them 
we  would  have  had  a  deficit.  But  two  things  must  be  kept  in  mind : 
First,  with  deposit  insurance,  I  don't  believe  we  would  have  had  the 
critical  condition  because  of  the  confidence  that  Federal  deposit 
insurance  has  given.  And,  secondly,  because  of  the  borrowing  power 
that  is  provided  for  in  your  1933  act,  we  would  be  able  to  borrow  the 
money  to  take  us  over  the  4  bad  years,  and  then  pick  up  the  assess- 
ments again,  which  to  me,  gives  me  the  greatest  optimism  as  to  the 
future  of  the  fund. 

Senator  Glass.  Well,  you  do  not  look  for  a  repetition  any  time 
within  the  next  100  years  of  those  4  bad  years,  do  you  ? 

Mr.  O'Connor.  No;  I  would  rather  not  be  around  if  they  are  going 
to  come.  But,  you  see,  in  those  4  years,  which  were  the  worst  in  the 
history  of  banking  of  this  Nation;  while  the  bill  provides  that  we 
might  borrow  three  times  the  capital  of  the  Corporation,  it  would 
not  have  been  necessary  to  use  the  credit  that  you  permitted  us  to 
use  in  the  bill  to  more  than  one  and  a  half  of  the  capital  structure  in 
the  very  worst  years  and  then  to  pick  up  the  assessments,  together, 
with  the  liquidation  of  banks,  which  occurs  very  fast,  especially 
during  the  first  year  after  they  are  closed,  and  of  course  that  is 
added  to  the  fund. 

Senator  Glass.  It  is  very  likely  you  could  not  have  borrowed  a 
cent  in  those  4  years,  is  it  not? 

Mr.  O'Connor.  I  am  assuming  we  were  going  to  get  it  from  the 
Government,  which  is  provided  for. 

Senator  Glass.  It  has  been  suggested  by  Senator  Townsend,  and 
others  who  are  absent,  that  we  recess  at  12  o'clock  until  tomorrow. 
Is  there  any  objection  to  that? 

Senator  Byrnes.  No  objection. 

Senator  Glass.  Can  you  be  here  for  a  little  while  tomorrow? 

Mr.  O'Connor.  Yes,  sir. 

(Thereupon,  at  12  o'clock  noon,  a  recess  was  had  until  10: 30  a.  m., 
Apr.  23,  1935.) 
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WEDNESDAY,  APBJL  24,   1935 

United  States  Senate, 
Subcommittee  of  the  Commutes  ok 

Banking  and  Cdbbenct, 

'Washington,  D.  C. 
_    The  subcommittee  met,  pursuant  to  adjournment,  at  10 :  80  a.  m., 
*■»  room  301,  Senate  Office  Building  (having  been  adjourned  on 
-A.pr.  23,  1035,  on  account  of  a  lack  of  a  quorum),  Senator  Carter 
^3tiss  presiding. 

Present:  Senators  Glass  (chairman  of  the  subcommittee),  Byrnes, 
Ijankhead,  Townsend,  Couzens,  and  Cutting. 

Senator  Glass.  The  committee  Trill  come  to  order.  We  have  a 
quorum.  We  are  to  hear  this  morning  Mr.  James  P.  Warburg.  Mr. 
Warburg  will  please  take  a  seat  over  there  opposite  the  committee 
reporter.  I  am  hearing  Mr.  Warburg  this  morning  because  he  finds 
it  necessary  to  go  to  Europe  on  Friday.  I  had  not  contemplated 
calling  hirn  until  the  officials  of  the  Federal  Reserve  Board  had  first 
been  Heard;  but,  owing  to  his  arrangements,  it  is  desirable  to  hear 
him  this  morning. 

STATEMENT  OF  JAMES  F.  WABBUBG,  VICE  CHAIRMAN  BANK  OF 
TEE  MANHATTAN  CO.,  NEW  TOBE 

Senator  Glass.  Mr.  Warburg,  please  give  your  name  and  your 
occupation  to  the  committee  reporter. 

Mr.  Warburg.  My  name  is  James  P.  Warburg;  vice  chairman 
Bank  of  the  Manhattan  Co.,  New  York. 

Senator  Glass.  You  are  the  son,  Mr.  Warburg,  of  the  late  Paul 
M.  Warburg,  who  was  for  many  years  a  member  of  the  Federal 
Reserve  Board  1 

Mr.  Warburg.  Yes,  sir. 

Senator  Glass.  And  also,  he  was  a  member  of  the  Aldrich  Com- 
mission to  investigate  banking  matters? 

Mr.  Wabbubg.  Yes,  sir. 

Senator  Glass.  I  wanted  to  have  .that  stated,  so  that  the  committee 
might  understand  your  background. 

Mr.  Warburg,  we  have  before  us  S.  1715.  You  have  familiarized 
yourself  with  the  provisions  of  the  bill,  have  you) 

Mr.  Wabbubg.  Yes,  sir. 

Senator  Glass.  We  would  be  glad  to  have  any  comment  that  you 
might  desire  to  make  to  the  subcommittee. 

Mr.  Wabbubg.  Mr.  Chairman,  I  am  grateful  for  this  opportunity 
to  come  before  you,  particularly  in  view  of  the  amazing  reticence  on 
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the  part  of  the  banking  profession  to  appear  and  discuss  this  bill 
I  speak  for  no  group  or  institution,  but  I  am  very  glad  to  state  my 
own  position  without  fear  or  favor,  with  as  much  clarity  as  I  can 
muster,  and  to  this  end  I  have  prepared  a  statement  which  I  would 
like  to  present  to  you. 

The  proposed  Banking  Act  of  1935  consists  of  three  titles.  I 
shall  confine  myself  to  a  discussion  of  title  II,  which  deals  with  the 
proposed  amendments  to  the  Federal  Reserve  Act.  I  shall  do  this 
for  the  same  reason  that  if  someone  were  to  say  to  me,  "  I  am  going 
to  do  three  things  for  you :  Buy  you  a  dinner,  buy  you  a  drink,  and 
cut  your  throat  ,  I  would  not  waste  very  much  time  choosing  my 
drink  or  ordering  my  dinner. 

Let  me  state  at  the  outset  that  I  am  unequivocally  opposed  to  the 
present  enactment  of  title  II  of  the  proposed  bill,  with  or  without 
modifications.  I  say  this  for  three  reasons:  (1)  Because  I  am  con- 
vinced that  no  amount  of  changes  which  might  be  made  in  this 
section  of  the  bill  would  in  any  way  alter  its  fundamental  purpose  or 
materially  alter  the  practical  results'  of  its  enactment;  (2)  because 
I  profoundly  disagree  with  the  fundamental  purpose  of  this  section 
of  the  bill;  and  (3)  because  there  is  no  present  emergency  which 
necessitates  hasty  action,  whereas  there  ia  every  reason  why  a  matter 
of  such  far-reaching  effect  upon  the  future  economic  welfare  of  the 
country  should  be  given  the  most  careful  study  by  competent 
authorities. 

The  statement  released  to  the  press  by  Marriner  S.  Kcclee,  Gov- 
ernor of  the  Federal  Reserve  Board,  on  February  8  as  well  as  sub- 
sequent testimony  before  the  House  committee,  clearly  denned  the 
purposes  which  motivate  the  suggested  enactment  of  the  proposed 
measure. 

Before  dealing  with  the  bill  itself,  it  is  therefore  advisable  to 
consider  the  statements  of  Governor  Eccles.  At  the  beginning  of 
his  statement  of  February  8,  the  Governor  said : 

Tlie  chief  purposes  of  the  proposals  for  changes  In  our  banking  laws,  Inso- 
far us  they  relate  to  the  Federal  Reserve  System,  are  the  following: 

1.  To  accelerate  the  rate  of  economic  recovery. 

2.  To  make  our  banking  and  monetary  system,  which  was  designed  under 
the  conditions  prevailing  prior  to  the  World  War,  more  responsible  to  our 
present  tind  future  economic  needs. 

8.  To  prevent  a  recurrence  of  conditions  that  led  to  the  collapse  of  our 
entire  banking  structure  In  the  spring  of  1933. 

I  have  no  quarrel  with  these  three  general  purposes,  but  I  em- 
phatically disagree  that  the  proposed  measure  will  contribute  toward 
their  realization. 

To  begin  with,  I  do  not  believe  that  the  enactment  of  title  II  will 
in  any  accelerate  the  rate  of  economic  recovery.  I  say  this  because 
if  the  present  fiscal  and  monetary  policies  are  designed  to  accelerate 
recovery — which  I  for  one  do  not  oelieve  they  are — these  fiscal  and 
monetary  policies  are  certainly  not  being  impeded  today  by  any 
obstacles  that  would  be  removed  through  the  enactment  of  the  pro- 
posed measure.  The  Federal  Reserve  System  is  today  the  obedient 
servant  of  the  Administration,  even  though  by  law  it  is  intended 
to  be  an  independent  authority.  I  fail  to  see  how  the  mere  legalisa- 
tion of  the  present  status  would  in  any  way  accelerate  recovery. 

Now,  as  to  the  other  two  purposes : 
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I  do  not  quarrel  with  Governor  Eccles"  statement  that  "  the  bank- 
ing system  of  this  country  has  not  been  able  to  stand  up  under  the 
s*train  of  the  depression  ,  but  I  disagree  that  our  banking  system 
failed,  as  the  Governor  implies,  under  circumstances  in  which  an- 
other system,  particularly  the  banking  system  now  proposed,  would 
not  have  failed. 

It  seems  to  me  quite  obvious  that  a  phenomenon  such  as  a  world- 
wide economic  depression  has  its  origin  in  a  multiplicity  of  causes — 
in  the  case  of  this  depression  causes  which  seem  to  me  linked  very 
largely  to  the  waste,  dislocations,  and  strains  incident  to  the  World 
AVar  and  to  the  failures  of  political  governments  everywhere.  It 
seems  to  me  quite  obvious  that  in  the  face  of  what  has  happened  in 
the  world  since  August  1914  no  banking  system  in  this  country 
could  have  been  able  "to  stand  the  strain  of  the  depression." 

Governor.  Eccles  goes  on  to  say  that  the  banking  system  of  this 
country  has  been  unable  to  lend  effective  support  in  the  fight  against 
the  depression.  If  he  is  referring  to  1932  and  early  1933,  I  agree 
with  him.  If  he  is  referring  to  the  banking  system  as  it  is  today,  I 
must  disagree.  The  banking  system  today  is  glutted  with  billions 
of  idle,  dollars  waiting  for  business  and  industry  to  come  and  borrow 
them. 

It  does  not  follow,  however,  that  I  consider  our  banking  system 
a  perfect  system  or  even  a  good  system;  nor  that  I  am  opposed  to 
making  changes  in  it. 

On  the  contrary,  I  testified  over  a  year  ago  before  this  committee 
a  nd  before  the  House  Committee  on  Coinage,  Weights,  and  Measures 
us  to  the  need  for  thorough-going  reform  of  our  b»nking  system. 

The  point  I  wish  to  make  is  that  even  if  we  had  had  a  better  bank- 
ing system  we  should  at  best  have  avoided  the  ultimate  spasms  of 
collapse — end  then  only  if  we  had  had  better  business  and  political 
leadership  than  that  which  guided  the  destinies  of  our  Nation  in 
the  post-war  decade. 
The  second  point  I  wish  to  make  is  this : 

Granting  the  need  of  banking  reform — which  no  one  admits  more 
readily  nor  has  urged  more  assiduously  than  I — it  does<  not  follow 
that  what  is  now  proposed  is  the  right  answer  to  our  problem. 
Governor  Eccles  says : 

The  principal  measures  contemplated  In  the  pr.ipuscil  legislation,  therefore, 
are  designed  to  remedy  deficiencies  now  Inherent  In  tlio  honking  structure 
Itself. 

Taken  in  connection  with  the  rest  of  the  Governor's  statement, 
and  in  connection  with  the  bill  ho  proposes,  it  would  seem  that 
"the  deficiencies  now  inherent  in  the  banking  structure"  consist 
very  largely  in  (1)  a  lack  of  complete  control  by  the  political  ad- 
ministration over  the  operations  of  the  Federal  Reserve  System, 
at  least  insofar  as  these  operations  affect  the  national  interest;  and 
(2)  in  the  existence  of  certain  superfluous  restrictions  upon  the  ex- 
tension of  credit  by  the  Federal  Reserve  banks  and  by  the  commer- 
cial banks. 

These,  it  would  seem,  are  the  deficiencies  which  the  proposed  bill 
seeks  to  remedy. 

Leaving  aside  for  the  moment  the  question  of  other  and  perhaps 
more  real  deficiencies  of  our  present  system,  let  us  examine  the 
theoretical  background  upon  which  the  present  proposal  rests. 
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Governor  Eccles  says : 

Underlying  the  proposed  changes  la  the  banking  laws  are  fundamental  eco- 
nomic and  monetary  considerations,  the  wide-spread  Influence  of  which  hu 
nut  been  adequately  understood. 

In  fact,  the  lack  of  an  adequate  understanding  of  these  fundamental  con- 
siderations was  an  important  factor  in  bringing  about  the  disastrous  collapse 
of  our  economy,  which  culminated  in  the  closing  of  all  the  banks  In  the  spring 
of  1983. 

Fluctuations  In  production  and  employment,  and  in  the  national  income,  are 
conditioned  upon  changes  In  the  available  supply  of  cash  and  deposit  currency, 
and  upon  the  rate  and  character  of  monetary  expenditures. 

The  effect  of  an  Increased  rate  of  spending  may  be  modified  by  decreasing  the 
supply  of  money  and  intensified  by  Increasing  the  supply  of  money.  Experi- 
ence shows  that,  without  conscious  control,  the  supply  of  money  tends  to 
expand  when  hte  rate  of  spending  Increases  and  to  contract  when  the  rate 
of  spending  diminishes. 

During  the  depression  the  supply  of  money  did  not  expand  and  thus  moder- 
ate the  effect  of  decreased  rates  of  spending,  but  contracted  rapidly  and  intensi- 
fied the  depression. 

I  have  quoted  this  passage  at  length  because  it  seems  to  me  to 
contain  the  kernel  of  the  present  proposal.  This  kernel  I  should 
describe  as  "  Curried  Keynes  ",  for  it  is  in  fact  a  large  half -cooked 
lump  of  J.  Mayn&rd  Keynes — the  well-known  British  economist 
whose  theories  find  more  support  in  this  country  than  in  his  own — 
liberally  seasoned  with  a  sauce  prepared  by  Prof.  Laughlin  Currie. 

Senator  Glass.  Has  he  found  any  in  his  own? 

Mr.  Warburg.  Not  that  I  know  of. 

I  do  not  pretend  to  be  an  economist,  and  I  freely  confess  that  a 
recent  reading  of  Dr.  dime's  book  left  me  hopelessly  confused. 
Being  a  plain  ordinary  practical  banker,  I  have  learned  just  enough 
about  money  to  know  that  I  dont  know  it  all  and  to  suspect  that 
many  who  wink  they  know  don't  know  it  all  either. 

I  have  listened  to  Mr.  Keynes  argue.  I  have  read  many  of  his 
writings.  I  do  not  question  the  brilliance  of  his  intellect.  But  I 
profoundly  distrust  the  practical  value  of  some  of  his  conclusions. 

And  of  all  the  Keynesian  conclusions,  the  one  I  distrust  most  is 
the  one  I  find  imbedded  in  the  statement  of  Governor  Eccles,  even 
though,  as  I  say,  it  is  highly  seasoned  with  "  Currie  sauce  " ;  namely 
that  the  supply  of  cash  and  deposit  currency  and  the  rate  and  char- 
acter of  expenditure  control  the  volume  of  business  activity. 

What  little  I  know  from  practical  experience,  and  what  little  I 
have  learned  from  recognized  authorities  would  lead  me  more  nearly 
to  the  opposite  conclusion ;  namely,  that  under  our  system  the  volume 
of  business  activity  determines  the  available  supply  of  cash  and 
credit;  and  that  the  rate  and  character  of  expenditure  have  their 
effect  upon  the  available  supply  of  cash  and  credit  chiefly  via  their 
effect  upon  business  activity. 

But  I  am  not  asking  you  to  accept  my  opinion  as  against  that  of 
Governor  Eccles — much  less  against  that  of  the  learned  gentlemen 
who  have  supplied  the  theoretical  background  of  his  proposal.  I 
ask  you  only,  before  you  adopt  this  premise,  to  take  into  considera- 
tion that  you  are  being  asked  to  accept  a  proposal  which  is  founded 
upon  a  theory  for  which  there  is  very  little  support  among  the  world's 
recognized  authorities. 

And  now  let  me  deal  witli  the  two  basic  deficiencies  with  which, 
based  upon  the  assumption  of  the  Keynes  theory,  the  present  pro- 
posal  is  largely  concerned. 
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The  first  deficiency  which  it  is  sought  to  cure  is  the  lack  of  con- 
trol over  the  Federal  Reserve  System  by  the  political  administration. 
In  order  to  accomplish  this  purpose  it  is  proposed  to  make  certain 
alterations,  first,  in  the  organization,  and,  second,  in  the  operation 
of  the  Federal  Reserve  System. 

I  am  prepared  to  discuss  each  of  the  various  items  composing  this 
program  of  change  if  you  desire  me  to  do  so,  but  for  the  purpose  of 
this  general  discussion  it  is  not  necessary  for  me  to  take  up  your  time 
with  more  than  a  few  general  observations. 

1.  The  organic  changes  consist  of  (a)  various  steps  designed  to 
strengthen  the  control  of  the  Federal  Reserve  Board  over  the  Federal 
Reserve  System ;  and  ( b )  various  steps  designed  to  place  the  Federal 
Reserve  Board  under  the  control  of  the  political  administration. 

The  result  of  these  changes,  if  adopted,  would  undoubtedly  be  to 
accomplish  the  desired  purpose ;  the  President  would  have  complete 
control  over  the  Board — whose  Governor  would  hold  office  at  the 
President's  pleasure — and  the  Board  would  have  complete  control 
over  the  System  through  its  veto  over  the  appointment  of  Federal 
Reserve  bank  governors  and  the  powers  to  be  vested  in  its  open-market 
committee. 

2.  The  changes  in  operation  are  designed  to  implement  the  pur- 
pose of  the  organic  changes.  The  power  to  raise  and  lower  redis- 
count rates,  the  power  to  raise  and  lower  reserve  requirements — not 
necessarily  to  the  same  extent  or  at  the  same  time  in  the  12  Federal 
Reserve  regions — and  the  power  to  conduct  open-market  operations 
are  all  vested  via  the  Federal  Reserve  Board  and  its  openLmarket 
committee  in  the  head  of  the  political  administration. 

This  is  the  avowed  purpose  of  the  proposed  legislation,  and,  if 
the  proposed  bill  is  enacted,  the  purpose  will  undoubtedly  be  ac- 
complished. 

3.  In  addition,  a  number  of  far-reaching  changes  are  proposed 
which  would  relax  existing  loan  restrictions  that  now  govern  the 
member  banks  and  the  Federal  Reserve  banks  themselves. 

My  comments  upon  these  proposals  are  these : 

As  already  stated,  I  do  not  believe  in  the  Keynes  theory  upon 
which  the  bill  is  founded. 

Apart  from  this  theory,  I  do  not  believe  that  the  country's  best 
interests  would  be  served  by  vesting  the  control  over  the  people's 
money  in  the  political  administration. 

I  say  "  the  people's  money  "  because  that  is  what  it  is.  And  I  am 
certainly  not  pleading  for  a  bankers'  control  of  the  people's  money. 

Let  me  illustrate  what  I  mean. 

Speaking  of  open-market  operations,  Governor  Eocles  says : 

By  these  operations  reserves  may  be  Riven  to  or  taken  away  from  member 
banks  ;  and  It  Is  on  these  reserves  that  deposits  are  based. 

It  is  not  'oo  much  to  say  that  th»>  power  to  control  open-market  operations 
Is  the  power  to  control  the  expansion  and  contraction  of  bank  credit,  and  thus. 
In  large  measure,  to  control  the  country's  supply  of  money. 

Let  us  see  how  this  works  out  in  practice. 

Open-market  operations  are  the  purchase  or  sale  by  the  Federal 
Reserve  banks  of  United  Slates  Government  securities.  When  they 
make  such  purchases  the  Federal  Reserve  banks  use  the  monev  de- 
posited with  them  by  the  member  banks.  These  member  bank  de- 
posits— called  "reserves" — are  a   portion  of  the  money  deposited 
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with  the  member  banks  by  the  people.  The  proportion  so  deposited 
is  fixed  by  law. 

That  is  why  I  say  it  is  a  question  of  the  people's  money. 

That  is  why  the  existing  law  provides  that  open-market  purchases 
shall  be  made  by  a  committee  on  which  the  12  member  banks  each 
have  a  voice  in  determining  how  much  of  the  money  of  the  people  in 
their  regions  is  to  be  invested  in  Government  bonds. 

Under  the  proposed  modification  all  this  is  to  be  changed. 

Under  the  proposed  modification  this  is  what  could  happen: 

The  New  York  Federal  Reserve  Bank  accounts  for  about  one- 
third  of  the  System's  holdings  of  Government  bonds ;  it  has  about 
$2,108,914,000  of  member-bank  deposits. 

Under  the  new  scheme  a  committee  consisting  of  three  memoers  of 
the  Federal  Reserve  Board  (one  of  them  the  Governor,  who  is  sub- 
ject to  instant  dismissal  by  the  President)  plus  the  Governors  of,  let 
uh 'flay,  the  Atlanta  and  San  Francisco  Federal  banks,  could  hare 
the  sole  right  to  determine  how  much  of  the  $2,108,914,000  of  money 
belonging  to  the  people  in  the  New  York  Federal  Reserve  district 
should  be  invested  in  Government  bonds. 

What  is  more,  the  Federal  Reserve  Board,  under  Governor  Eccles* 
scheme,  could  willy-nilly,  raise  the  Reserve  requirements  in  the  New 
York  district  and  thus  increase  the  proportion  of  the  funds  of  that 
district  subject  to  the  orders  of  his  open-market  committee. 

And  that  is  not  all. 

Under  the  prorjosed  system  the  same  officers  of  political  govern- 
ment who  direct  the  borrowing  and  spending  of  the  people's  money 
are  also  to  be  the  ones  to  determine  how  much  of  the  people's  money 
is  to  be  theirs  to  borrow  and  spend. 

■  I  am  not  saying  that  it  may  not  be  wise  to  some  extent  to  centralize 
control.  I  am  not  saying  that  the  Federal  Reserve  Board  does  not 
need  strengthening. 

But  if  Governor  Eccles  only  wants  to  strengthen  the  Federal 
Reserve  Board  as  against  the  System,  in  order  to  bring  it,  so 
strengthened,  under  the  control  of  political  government,  then  I  say 
better  leave  the  present  "  deficiency     in  our  system. 

All  history  is  there,gentlemen,  to  show  yon  what  happens  when 
the  long  arm  of  the  Treasury  reaches  out  into  the  control  of  the 
credit  machinery.  All  history  shows  such  proposals  as  this  one 
before  you  to  be  the  favorite  device  of  spendthrift  governments. 

■  And  recently  they  have  become  the  favorite  device  of  another  and 
more  dangerous  group — the  device  of  those  who  seek  by  subtle  means 
to  destroy  the  foundations  of  western  civilization. 

During  the  last  year  this  country  has  been  flooded  with  propaganda 
to  "nationalise  the  bunking  system"  to  "' socialize  credit'',  and  so 
forth.  You  have  pending  before  your  committee  several  bills  whose 
avowed  purpose  is  of  this  nature. 

T  am  not  one  who  sees  a  Communist  under  every  bed,  but  I  some- 
times wonder  if  the  authors  of  these  bills  realize  whose  game  they 
are  playing. 

Listen  to  what  Lenin,  addressing  the  Bolshevik  conference  of  April 
1017,  had  to  say: 
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Ye  cannot  at  once  either  nationalise  the  small  c 

>r  two  wageworkers,  or  place  them  under  a  real  workers'  control.    Through 

lie  nationalization  of  banks  they  may  be  tied  hand  and  foot 

In  his  book,  Preparing  for  Revolt,  Lenin  says: 

It  Is  essential  to  proceed  immediately  to  the  nationalization  of  the  banks, 
nsnrance  companies,  and  of  the  most  Important  branches  of  Industry  *  •  *.■ 
3ne  State  bank  as  huge  as  possible  with  branches  In  every  factory— this  Is 
ilready  nine-tenths  of  the  socialist  apparatus. 

And  here  is  what  Mr.  Q.  D.  H.  Cole,  the  influential  British 
Socialist,  has  to  say : 

Before  a  Labor  Government  nationalizes  or  any  other  productive  industry 
industry  it  should  nationalize  the  banks.  With  the  banks  In  our  hands  we  can; 
ake  over  other  Industries  at  our  leisure. 

I  have  more  quotations  from  Mr.  Cole,  if  yon  care  to  have  them. 

And  finally,  in  Australia,  where  the  proposal  for  nationalization 
las  just  been  defeated,  Mr.  Lang,  the  Labor  leader,  said : 

You  must  remember  there  are  always  first  steps.  You  must  socialize  credit 
Irst.  The  other  things  will  come  later.  If  you  want  to  go  through  a  door 
rou  must  have  the  key  first.    Socialization  of  credit  is  the  key. 

Not  for  one  minute  do  I  attribute  to  the  authors  of  the  bill  any- 
thing but  the  highest  motives  of  patriotism.  Not  for  one  minute  do 
[  suggest  that  they  would  willingly  undermine  the  American  order. 
But,  proposals  like  these  are  charged  with  dynamite— no  matter  how 
nnocent  their  origin. 

Lest  I  be  accused  of  opposing  ;'  nationalization  "  of  the  banking 
ystem  for  reasons  of  self-interest  and  in  order  to  keep  the  control 
f  the  banking  system  in  the  hands  of  private  bankers,  permit  me 
o  draw  your  attention  to  two  proposals  I  made  to  this  committee 
rhen  testifying  on  the  Gold  Reserve  Act  in  January  1934. 

One  was  to  transfer  the  ownership  of  the  Federal  Reserve  banks 
com  the  commercial  banks  to  the  general  public.  This  is  certainly 
ot  pleading  for  bankers'  control  of  the  Federal  Reserve  System.  I 
elieve  that  the  Federal  Reserve  hanks  should  belong  to  the  people, 
nt  that  is  a  very  different  thing  from  making  them  the  tools  of 
•  olitical  government  while  leaving  the  ownership  where  it  is  in  the 
ommercial  banks  of  the  country. 

Senator  Glass.  You  recall,  Mr.  Warburg — to  interrupt  you — that 
here  was  a  serious  proposal  at  the  time  the  Federal  Reserve  bill 
was  before  Congress,  to  permit  the  people  to  subscribe  for  stock; 
n  fact,  that  is  embodied  in  the  Federal  Reserve  bill  contingent  upon 
lie  failure  of  the  banks  to  subscribe  the  stock,  the  people  were' 
».  iithorized  to  make  subscriptions  to  the  stock. 
Mr.  Warburg.  Yes,  sir. 

Senator  Glass.  That  is  a  part  of  the  existing  Federal  Reserve 
law.  But  the  banks  very  quickly — although  they  said  they  would 
not— very  quickly  subscribed  to  the  stock. 

Mr.  Warburg.  The  second  proposal,  which  I  made  to  this  com- 
mittee over  a  year  ago,  concerned  the  reconstitution  of  the  Federal 
Reserve  Board  with  the  idea  of  strengthening  its  authority  over 
'he  System  and  providing  a  more  harmonious  working  between  the 
Board  in  Washington  and  the  12  regional  banks. 

So  much  for  the  first  "  deficiency  ",  which  Governor  Eccles  seeks 
to  remedy. 
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As  to  the  second  "  deficiency  ",  namely,  the  existence  of  restric 
tions  "  that  are  now  imposed  on  the  Federal  Reserve  System  by  th 
Federal  Reserve  Act,  but  that  experience  has  shown  to  be  aetr 
mental  and  impractical": 

I  realize  that  present-day  thought  tends  away  from  automat: 
controls  and  in  the  direction  of  a  managed  currency  and  cred 
structure.  Personally,  I  am  opposed  to  this  tendency  on  pure! 
practical  grounds. 

As  a  matter  of  theory,  I  am  quite  prepared  to  admit  with  M: 
Keynes  and  bis  followers  that  it  is  perfectly  possible  to  hare  a  fit 
currency  secured  by  nothing  and  limited  as  to  its  issued  by  nothin 
except  the.  principles  of  sound  management.  But,  this  theoretic! 
admission  leads  me  to  no  practical  result,  for  as  a  practical  matte: 
human  nature  being  what  it  is,  I  cannot  believe  that  any  group  c 
human  beings  will  he  wise  enough  and  strong  enough  to  be  equal  t 
such  a  task. 

Least  of  all  do  I  believe  that  the  officials  of  a  political  Goven 
meiit  who  depend  upon  popular  favor  will  ever  do  anything  s 
intrinsically  unpopular  as  to  arrest  a  boom. 

If  private  bankers  with  their  own  capital  at  stake  were  in  th 
past  unable  to  say  "  no  "  when  they  should  have — were  unable  t 
arrest"  excessive  speculation,  and  were  themselves  drawn  into  th 
whirlpool  of  public  madness — if  such  warnings  of  the  coming  ston 
as  were  issued  prior  to  the  collapse  of  1929  came  as  they  did  comi 
nut  from  the  Government  but  from  a  few  courageous  private  bani 
ers — why  should  we  assume  that  in  future  a  political  bureaucrac1 
dependent  upon  popular  favor,  should  be  able  to  safeguard  the  pu( 
lie  interest  without  any  legal  restrictions  or  automatic  controls? 

I  do  not  hesitate  to  oppose  the  removal  of  automatic  contro! 
when  such  removal  is  combined  as  it  is  in  the  present  proposal  wit 
a  transference  of  management  to  the  political  Government';  I  ai 
less  sure  of  my  ground  when  it  comes  to  the  intrinsic  merit  of  th 
restrictions  themselves. 

It  seems  to  me  that  the  whole  question  of  asset  currency  and  th 
restrictions  under  which  it  should  be  issued  is  one  that  merits  th 
most  careful  study  by  competent  authorities,  and  that  it  is  not  on 
which  should  be  determined  by  hasty  legislation. 

I  am  aware  of  the  arguments  for  doing  away  with  the  orthodo 
ideas  of  a  currency  based  on  gold  and  commercial  paper.  My  ow 
feeling  is  that  these  arguments  are  not  sound.  My  own  feeling  : 
that  to  say  that  we  must  loosen  the  restrictions  because  we  have  n< 
sufficient  commercial  paper  in  the  country  is  to  put  the  cart  befoi 
the  horse.  We  could  and  should  have  sufficient  commercial  papei 
and  the  cure  lies,  I  think,  in  exactly  the  opposite  direction. 

Senator  Glass.  Right  on  that  point,  Mr.  Warburg,  are  you  awai 
of  the  fact,  as  I  am  by  an  official  document  of  the  Federal  Reserv 
Board  itself,  that  there  are  only  21  banks  in  the  Federal  Reserve  Syi 
tern  that  have  any  eligible  paper  for  rediscount? 

Mr.  Warburg.  I  know  it  is  a  small  number. 

The  cure  lies  in  a  reorganization  of  our  commercial  banking  strut 
ture  and  in  the  development  of  a  real  discount  market. 

To  argue,  as  Governor  Eceles  argues,  that  since  there  is  m 
sufficient  commercial   paper  of  a   self-liquidating  nature,  we  mu: 
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iasue  our  currency  against  any  "  sound  "  bank  asset,  including  long- 
term  real-estate  loans,  is  to  pile  Pelion  on  Ossa  in  the  structure  of 
error.  And,  not  only  is  it  no  cure,  but  it  seems  to  me  that  to  issue 
currency  against  long-term  real-estate  loans  is  almost  to  guarantee 
its  loss  of  elasticity. 

Senator  Glass.  Are  you  aware  of  the  fact,  Mr.  Warburg,  that  in 
our  hearings  on  the  exchange  bill  the  representatives  of  the  broker- 
age interests  in  the  larger  commercial  centers  demonstrated  that 
there  had  been  fewer  losses  on  brokers'  loans  than  on  any  other 
species  of  loans  of  which  the  bankers  had  any  knowledge '( 

Mr.  Warburg.  Yes,  sir. 

Senator  Glass.  So  that  to  make  loans  on  any  sound  proposition 
would  enable  the  open  market  committee  under  this  bill  to  go  into  the 
open  market  and  deal  in  any  kind  of  security  on  the  New  York 
Stock  Exchange* 

Mr.  Warburg.  I  should  think  so. 

Nevertheless,  I  am  not  one  to  dogmatize  because  I  am  only  too 
aware  of  the  complexities  of  the  problem;  and  this  leads  me  to 
the  chief  purpose  of  this  statement. 

I  believe  that  the  whole  subject  matter  of  title  II  of  the  Banking 
Act  of  1936  is  not  ripe  for  legislation  and  should  be  referred  to  an 
appropriate  body  for  expert  study  and  analysis. 

It  is  20  years  since  our  currency  and  banking  system  has  been 
thoroughly  studied.  In  those  20  years  there  nave  been  drastic 
changes  in  the  economic  life  not  only  of  our  country  but  of  the 
entire  world. 

We  have  at  present  a  currency  system  which  is  no  currency  sys- 
tem at  all.  We  have  discarded  the  gold  standard  of  the  past  and 
adopted  instead  a  currency  dictatorship  which,  no  matter  now  well 
it  may  be  suited  to  an  emergency,  can  in  no  sense  be  termed  a  system 
adequate  to  meet  the  needs  of  modern  economic  life. 

We  have  no  banking  system.  What  we  have  is  a  hotchpotch  of 
remnants  of  partially  discarded  systems,  upon  which  there  is  super- 
imposed the  Federal  Reserve  System  ana,  latterly,  an  emergency 
structure  designed  to  meet  the  crisis  that  arose  in  1933. 

Senator  Glass.  Well,  you  say  that  we  have  no  banking  system. 
I  assume  that  you  say  that  in  view  of  the  fact  that  we  have  a  multiple 
banking  system  rather  than  a  unified  banking  system ;  that  we  have 
48  States  with  different  banking  laws. 

Mr.  Warbuho.  Yes.    In  fact,  my  next  sentence  is  this : 

Underneath  the  Federal  Reserve  System  we  have  49  different  bank- 
ing systems,  each  with  its  own  ideas  of  law  and  supervision. 

We  have  some  States  in  which  it  is  possible  to  start  a  bank  with 
a  capital  of  $10,000. 

We  have  many  States  in  which  there  are  no  savings  banks  what- 
soever. 

It  is  possible  in  most  States  for  anyone,  irrespective  of  training 
or  qualification,  to  start  a  bank  and  become  a  bank  officer. 

These  are  only  some  of  the  "  deficiencies  "  that  I  see  in  our  present- 
day  banking  and  currency  system.  So  far  as  I  can  see,  tliey  arc 
not  even  recognized  by  the  present  proposal  which  is  "  designed  to 
remedy  the  deficiencies  now  inherent  in  the  banking  structure." 
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If  we  want  a  money  and  credit  structure  such  as  will  insure  the- 
safety  and  flexibility  to  which  our  people  are  entitled,  we  must 
rebuiid.it  from  the  bottom  and  not  content  ourselves  with  anything 
so  superficially  conceived  as  the  proposed  legislation. 

In  view  of  the  vast  complexity  of  the  problem,  in  view  of  the  fact 
that  there  is  no  present  emergency  which  makes  necessary  the  adop- 
tion of  the  drastic  and  fundamental  changes  advocated  by  Governor 
Eccles,  I  therefore  urge  this  committee  to  consider  whether  it  would 
not  be  far  wiser  to  appoint  a  commission  to  study  the  entire  bank- 
ing and  currency  problem  thoroughly  and  at  leisure  before  any 
basic  legislation  is  attempted. 

This  is  not  a  suggestion  born  of  fear  of  what  the  present  proposal 
contains.     It  is  a  suggestion  which  I  have  been  urging  for  over  a 

{'ear  and  which  is  contained  in  considerable  detail  in  a  book  pub- 
ished  last  September. 

In  conclusion,  title  II  is  a  proposal   (1)   to  make  a  centralized 

system  out  of  a  regional  reserve  system:   (2)  to  bring  the  system  so 

created  under  political  domination  and  control;  and  (3)  to  remove 

almost  entirely  the  automatic  controls  inherent  in  the  existing  law. 

As  to  these  three  proposals: 

A.  Much  can  be  said  for  a  stronger  centralized  control  of  the  Re- 
serve System,  but  I  believe  that  much  can  also  be  said  in  favor  of 
greater  decentralization  and  greater  responsibility  on  the  part  of  each 
regional  reserve  bank  for  the  soundness  of  the  member  banks  within 
its  region.  One  does  not  necessarily  preclude  the  other,  if  the 
measures  of  reform  are  properly  worked  out. 

B.  I  am  unalterably  opposed  to  political  control  of  either  a  central 
bank  system  or  regional  reserve  system  for  three  reasons:  (1)  Be- 
cause I  do  not  agree  with  the  underlying  theory  upon  which  the 
proposal  rests;    (2)   because  as  a   practical  matter,  I  believe  that 

Eolitical  control  will  result  in  more  violent  business  cycles  than  we 
ave  ever  had  before,  for  the  simple  reason  that  a  political  govern- 
ment will  neither  recognize  an  incipient  boom  nor  have  the  courage 
to  counteract  it;  and  (3)  because  the  proposal  for  political  control 
of  the  banking  and  credit  machinery  is  in  effect  a  proposal  to  take 
a  step  defined  by  the  Communists  as  the  most  essential  step  toward 
communism. 

C.  As  to  the  elimination  of  automatic  controls,  I  believe  that  this 
proposal  rests  upon  a  fundamental  misapprehension  as  to  what  are 
the  real  deficiencies  of  our  present  banking  system.  The  Banking 
Act  of  1933  proceeded  on  the  theory— which  I  think  was  correct — 
that  our  commercial  banking  system  must  be  purified;  that  demand 
deposits  should  not  be  loaned  out  to  finance  speculative  loans  nor 
capital  expenditures,  and  should  be  loaned  out  to  finance  self-liqui- 
dating commercial  transactions.  In  proceeding  along  these  lines,  the 
authors  of  the  Banking  Act  of  1933  were  following  principles  ar- 
rived at  by  generations  of  study  and  experience. 

The  present  proposal  contemplates  a  complete  reversal  of  these 
principles  and  proceeds  on  the  assumtion  that  what  is  wrong  with 
our  banking  system  is  the  existence  of  precisely  the  type  of  limita- 
tion that  the  act  of  1933  sought  to  impose. 

If  we  are  to  fly  in  the  face  of  all  past  experience! — if  we  are  to 
reverse  the  course  in  which  both  Congress  and  the  administration 
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believed  when  the  law  of  1933  was  enacted,  then  I  think  we  should 
do  so  only  after  far  more  thoughtful  consideration  than  has  been 
given  (o  the  matter  so  far  in  the  preparation  of  the  proposal  now 
before  you. 

Senator  Glass.  You  are  aware  of  the  fact,  Mr.  Warburg,  that  the 
Blinking  Act  of  1933  was  enacted  only  after  18  months  of  hearings 
ami  consideration,  are  you  not? 
Mr.  Warburg.  Yes,  sir. 

Senator  Glass.  I  find  you  rather  more  progressive,  if  that  is  a 
correct  use  of  that  term,  than  I.  You  speak  of  the  desirability  of 
more  centralized  control.  I  recall  your  father  took  that  view  in 
the  hearings  before  the  Banking  and  Currency  Committee  of  the 
House,  in  1913. 

Rut  let  me  direct  your  attention  to  the  fact  that  we  have  certain 
requirements  in  the  existing  law,  which  may  have  escaped  your 
attention  momentarily,  which  seem  to  me  to  offer  a  large  degree  of 
-centralization.  The  Federal  Reserve  Board  is  authorized  to  remove 
any  director  of  any  one  of  the  Federal  Reserve  banks  for  cause.  Do 
yon  recall  that? 

Mr.  Warburg.  Yes,  sir. 

Senator  Glass.  The  open-market  committee  of  the  existing  system, 
■composed  of  a  representative  of  each  one  of  the  Federal  Reserve 
banks,  may  operate  only  under  rules  and  regulations  adopted  by  the 
Federal  Reserve  Board.     Do  you  understand  that  that  is  so$ 
Mr.  Warburg.  Yes.    I  did  not  endorse  it. 
Senator  Glass.  Well,  that  is  a  fact? 
Mr.  Warburg.  Yes,  sir. 

Senator  Glass.  The  only  thing  that  involves  local  or  regional 
action  with  respect  to  the  open-market  committee  operations  is  the 
fact  that  any  regional  bank,  by  choice,  may  not  participate  in  the 
open-market  operations.  In  short,  if  the  New  York  Federal  Reserve 
Bank,  which  transacts  the  larger  part  of  the  open-market  activities, 
should  decide  to  invest  in  two  or  three  million  dollars  of  United 
States  securities,  it  would  ask  each  of  the  other  11  Federal  Reserve 
banks  if  it  desired  to  join  in  that  operation,  and  each  one  of  them 
may  accept  or  decline  the  invitation,  as  it  pleases ;  upon  the  assump- 
tion that  the  regional  banks  understand  their  own  conditions  better 
than  the  Federal  Reserve  Board  here ;  that  they  understand  the  con- 
dition of  their  patrons,  their  habits,  their  thought,  and  their  financial 
status  better  than  a  central  board  here;  and  that,  therefore,  the  act 
as  it  exists  and  as  it  has  existed  for  20  years,  recognizes  the  right  of 
local  self-government  to  that  degree.  Do  you  think  that  is  not 
■wise? 

Mr.  Warbuho.  No,  sir ;  I  think  it  is  wise.  The  only  increase  of 
centralization  that  I  have  suggested  and  would  suggest  tentatively 
again,  is  that  the  Federal  Reserve  Board  consist  of  only  3  or  4  ap- 
pointed members;  and.  in  addition  to  those  4  appointed  members, 
4  out  of  the  12  Federal  Reserve  Bank  Board  members  serve  in 
rotation,  that  being  designed  merely  to  coordinate  the  12  bodies  so 
that  you  would  not  have  the  banks  out  of  touch  with  the  officials  in 
"Washington.  I  certainly  do  not  believe  they  should  tell  them  what 
to  buy.  If  you  want  me  to  express  an  opinion  on  open-market 
operations,  I  will  tell  you  that  I  do  not  believe  in  them  at  all.  I 
think  they  are  a  one-way  street. 
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Senator  Glass.  That  reminds  me  that  your  father  did  not  believe 
in  them  for  awhile,  but  his  opposition  arose  out  of  the  fact  that  he 
feared  that  it  would  put  the  Federal  Reserve  banks  in  direct  com- 

getition  with  their  member  banks  which  owned  the  Federal  Reserve 
anfcs. 

Mr.  Wabbdbg.  Yes,  sir. 

Senator  Glass.  You  have  spoken  of  the  reticence  of  the  banking 
community  to  express  itself  on  the  theories  and  the  possible  prac- 
tical operations  under  this  suggested  bill.  Why  do  you  think  they 
are  reticent? 

Mr.  Warburg.  I  would  almost  rather  not  express  an  opinion 
about  that,  Senator.  I  can  only  attribute  it  to  a  lack  of  understand- 
ing; of  what  this  bill  proposesj  or  a  lack  of  courage. 

Senator  Glass.  Well,  ma;  it  not  be  a  combination  of  both I 

Mr.  Wahbuho.  It  is  quite  possible. 

Senator  Glass.  The  Governor  of  the  Federal  Reserve  Board, 
either  before  the  Banking  and  Currency  Committee  of  the  other 
body  or  in  addresses  made  before  banking  associations,  warned  the 
bankers  that  unless  they  accepted  this  bin.  the  likelihood  was  that 
the  Government  would  seize  the  banks  and  operate  them  itself.  Do 
you  think  that  that  might  have  anything  to  do  with  the  reticence 
of  the  banking  community  to  express  its  judgment  upon  this  bill  ? 

Mr.  Warburg.  It  is  possible.  It  would  not  affect  my  willingness  to 
express  my  opinion. 

Senator  Glass.  I  know.  We  have  already  seen  that  you  are  quite 
ready  to  express  your  opinion.  But  I  am  talking  about  the  entire 
banking  community. 

Adverting  to  your  remarks  about  the  Banking  Act  of  1933  as  it 
relates  to  the  centralization  of  control.  You  will  recall  that  that 
act.  for  the  first  time,  made  it  the  duty  of  every  Federal  Reserve 
bank  to  keep  itself  intimately  apprised  of  the  operations  of  each 
member  bank  in  its  particular  district,  particularly  with  reference 
to  speculative  activities,  and  to  report  to  the  Federal  Reserve  Board 
whenever  there  should  appear  to  be  an  excess  of  speculative  credits, 
whereupon  the  Federal  Reserve  Board  by  the  act  is  authorized  to 
warn  that  bank  to  restrict  its  speculative  activities,  under  penalty 
of  being  suspended  or  dismissed  from  the  Federal  Reserve  System. 
You  are  aware  of  that! 

Mr.  Warburg.  Yes;  thoroughly  aware  of  it,  and  I  think  it  is  a 
good  provision. 

Senator  Glass.  Well,  is  not  that  a  large  degree  of  central  control? 

Mr.  Warburg.  Yes;  that  is  both  central  and  decentralized  con- 
trol, because  the  local  bank  is  responsible  in  the  first  instance.  T 
think  that  is  desirable. 

Senator  Glass.  Yes.  The  Banking  Act  of  1933.  enacted,  as  I 
have  said,  after  18  months  of  extensive  hearings  and  considerations 
and  consultations  with  bankine  experts,  also  provides  a  very  strict 
limitation  upon  the  use  of  Federal  Reserve  facilities  for  speculative 
purposes,  in  that  it  exacts  an  increased  discount  rate  over  the  usual 
discount  rate  for  90-day  paper — it  used  to  be  15-day  paper.  I  do  not 
recall  whether  we  made  it  90-day  paper.  They  wanted  it  made 
that. 

Mr.  Wafbi'bo.  Yes;  I  think  it  was  made  that  under  the  act  of 
1983. 
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Senator  Glass.  I  was  opposed  to  that  but,  as  so  frequently  hap- 
pens  now,  my  sound  opinions  did  not  count  for  much.  [Laughter.] 
And  we  made  it  90-day  paper.  But,  in  all  events,  we  gave  the 
federal  Reserve  Bank  and  the  Federal  Reserve  Board  the  right  to 
suspend  the  bank  from  the  facilities  of  the  System,  or  to  dismiss 
it  entirely  from  the  System,  which,  after  warning,  persisted  in 
speculative  activities.     You  recall  that? 

Mr.  Warburg.  Yes,  sir.  That  whole  philosophy,  as  I  under- 
stand it,  is  only  attempting  to  protect  the  banking  system  against 

making  loans 

Senator  Glass  (interposing).  Against  speculative  loans. 
Mr.  Warburg.  Yes.    And  this  philosophy  is  based  upon  the  desir- 
ability of  liquidity  of  assets,  upon  the  theory  that  if  you  can  make 
things  liquid,  then  vou  can  borrow  on  them. 

Senator  Glass.  In  short,  under  this  bill  or  proposal,  the  open- 
market  committee  can  go  on  the  stock  exchange  and  gamble  its  eye- 
brows off,  can  it  not? 

Mr.  Warburg.  I  think  it  can. 

Senator  Glass.  It  was  proposed,  when  we  had  under  consideration 
the  Banking  Act  of  1933,  that  we  use  the  conjunctive,  the  Federal 
Reserve  bank  and  the  Federal  Reserve  Board.  The  concealed  pur- 
pose of  that  suggestion  was  that  the  Federal  Reserve  Board  could 
not  restrain  member  banks  from  speculative  activities  unless  the  Fed- 
eral Reserve  bank  agreed.  That  was  another  and/or  case ;  but  I  in- 
sisted that  we  insert  "  or  "  instead  of  "  and  ",  so  that  if  a  Federal 
Reserve  bank,  as  the  New  York  Bank  had  done  in  1929,  refused  to 
put  any  restraint  upon  the  gambling  activities  of  member  banks,  the 
Federal  Reserve  Board,  here  at  Washington,  might  do  it.  That  is 
the  law  now.  Would  you  not  regard  that  as  a  large  measure  of 
centralization  ¥ 
Mr.  Warburg.  Yes,  sir. 

Senator  Glass.  And,  speaking  of  centralization,  the  Federal  Re- 
serve Act  is  not  a  haphazard  piece  of  legislation.  We  discussed,  for 
months  and  months,  the  question  of  centralization,  the  majority 
members  of  the  Banking  and  Currency  Committee  of  the  House,  as 
stated  at  the  outset  of  the  hearings  by  me,  as  chairman  of  the  com- 
mittee, were  precluded  from  even  considering  a  central-bank  plan, 
because  the  political  platform  upon  which  Mr.  Wilson  was  nominated 
and  elected  President  of  the  United  States  definitely  and  textually  de- 
clared against  a  central  bank,  responsive  to  the  whole  history  and 
whole  tradition  of  the  Democratic  Party,  from  the  time  of  Andrew 
Jackson,  when  it  declared  in  favor  of  abolishing  the  United  States 
Bank.  And  nearly  every  Democratic  platform  since  then  has  praised 
us  for  doing  that.  So  that,  when  you  speak  of  centralization.  I  think 
that  we  have  determined  that  question,  that  this  country  does  not 
want  a  central  bank,  even  such  central  banks  as  they  have  in  Europe. 
Mr.  Warburg.  Well,  I  agree,  Senator.  Nothing  that  I  said  indi- 
cates that  I  would  not  like  to  see  a  central  bank  established;  but  I 
said: 

Moth  can  be  said  for  a  stronger  centralised  control  of  the  Reserve  System, 
but  I  believe  that  much  can  also  be  said  fn  favor  of  greater  decern  re  fixation  and 
greater  responsibility  on  the  part  of  each  regional  Reserve  bank  for  the  sound- 
ness of  the  member  banks  within  its  region. 
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Senator  Glass.  Now,  then,  it  has  been  suggested — and  I  was  sur- 
prised and  disappointed  that  you  apparently  concur  in  the  sugges- 
tion— that  the  existing  banking  system  failed  in  this  depression. 
Was  it  the  system  that  failed  or  was  it  the  administration  of  the 
system  that  failed) 

Mr.  Warburg.  Well,  I  do  not  think  that  is  a  question  I  can  answer 
categorically.  I  think  any  system  would  have  failed  under  the  same 
conditions  which  prevailed  in  1932.    The  reason 

Senator  Glass  (interposing).  Well,  is  it  not  the  fact  that  both 
in  text  and  by  implication  the  existing  Federal  Reserve  Act  is  dead 
set  against  speculation  by  banks,  and  is  it  not  a  fact  that  the  Federal 
Reserve  Bank  of  New  York,  for  example,  to  mention  but  one  case, 
week  after  week  raised  its  rediscount  rate  in  order,  as  it  thought,  to 
curb  the  speculative  fever  that  resulted  in  disaster,  and  is  it  not  a 
fact  that  the  central  board,  week  after  week,  declined  to  approve 
that? 

Mr.  Warburg.  I  have  been  told  that,  sir;  yes. 

Senator  Glass.  Well,  but  this  bill  proposes  now  to  charge  the  very 
authority  here  at  Washington  with  practically  exclusive  control  of 
.a  situation  of  that  sort. 

Mr.  Warburg.  But,  again,  I  heartily  disapprove  of  that. 

Senator  Couzens.  I  understood  you  to  say,  Mr.  Warburg,  that 
no  system  could  have  stood  up  under  the  1932  conditions.  How  do 
you  account  for  the  fact  that  they  stood  up  in  Canada  and  Great 
Britain,  if  no  system  could  stand  up  under  it? 

Mr.  Warburg.  I  do  not  think  the  conditions  in  Canada  were 
analogous  to  those  here. 

Senator  Couzens.  What  were  the  conditions  that  were  different  in 
Canada  from  this  country  ? 

Mr.  Warburg.  In  the  first  place,  let  me  say  that  the  British  and 
Canadian  systems  both  did  stand  up  better  than  ours. 

Senator  Couzens.  Yes. 

Mr.  Warburg.  But  they  were  not  subjected  to  the  same  kind  of 
-strain  ours  was. 

Senator  Couzens.  Was  it  the  system  that  was  under  a  strain,  or 
the  men  that  operated  the  system  f 

Mr.  Warburg.  Was  the  system  under  strain,  or  the  men  that 
operated  the  system  ? 

Senator  Couzens.  Yes. 

Mr.  Warburg.  Both.  But  I  say,  a  greater  strain  on  the  system 
than  on  the  men  themselves. 

Senator  Couzens.  So  that  you  believe  that  if  we  had  had  a  better 
operation  of  the  system,  in  1932,  that  might  have  stood  up? 

Mr.  Warburg.  Would  it  have  stood  up? 

Senator  Couzens.  Yes;  in  1932? 

Mr.  Warburg.  Your  practical  operation  would  have,  but  it  would 
have  to  go  back  farther  than  1932. 

Senator  Glass.  Yes;  I  think  you  would  have  to  go  back,  perhaps, 
to  1927,  when  this  riot  of  speculation  was  inaugurated  and  encour- 
aged by  the  use  of  Federal  Reserve  bank  facilities. 

Senator  Couzens.  Well,  there  was  something  wrong  in  the  bank- 
ing system  itself,  if  it  did  not  curb  that,  was  there  not? 

Senator  Glass.  No;  I  did  not  say  that.  I  say,  there  was  some- 
thing wrong  with  the  administration  of  the  banking  system  if  they 
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did  not  curb  it.  But  we  have  cured  that,  I  will  say  to  the  Senator 
from  Michigan,  in  my  judgment,  we  have  cured  that  in  the  1933 
Banking  Act,  both  in  that  provision  which  makes  it  the  duty  of  the 
Federal  Reserve  bank  to  keep  itself  informed  as  to  the  speculative 
activities  of  member  banks  and  to  notify  the  Federal  Reserve  Board 
here  when  there  is  excess,  and  authorized  the  Federal  Reserve  Board 
to  suspend  or  dismiss  a  bank  which  persisted  in  that ;  and  in  that 
other  provision  of  the  law  which  authorized  an  increased  rate  on 
what  I  term  speculative  paper,  or  at  least.  1  percent — it  is  not  con- 
fined to  1  percent;  it  may  be  raised  much  above  1  percent.  I 
think  we  cured  that  defect  men. 

Senator  Couzens.  May  I  ask  Mr.  Warburg,  if  we  had  the  British 
or  Canadian  systems  during  those  periods  we  would  have  gotten 
away  with  less  distress! 

Mr.  Wabbubq.  I  cannot  answer  that,  sir.  I  thinkyes,  but  I  would 
have  to  see  the  British  system  in  operation  here.  But  I  go  further 
Lh&n  Senator  Glass  in  that  I  think  much  is  to  be  done  toward  cen- 
tralization, and  I  think  you  will  agree  that  there  is  merit  in  a  cen- 
tralization, that  our  system  would  not  have  leaked  as  badly  if  we 
bad  one  system,  instead  of  all  the  State  authorities. 

Senator  Glass.  I  have  said  that  a  thousand  times.  You  said  you 
wanted  to  confine  yourself  to  title  II.  Right  on  that  point,  I  under- 
stand that  this  bank  bill  has  been  reported  from  the  committee  on 
the  other  side  of  the  Capitol  with  the  elimination  of  that  provision 
which  requires  all  insured  banks,  by  1937,  to  become  members  of 
he  Federal  Reserve  Bank  System.  Do  you  think  that  should  be 
lone? 

Mr.  Warbtjbg.  No;  sir;  I  think  the  only  possible  excuse  for  the 
phole  insurance  business  is  that  it  produces  a  unified  system. 

Senator  Glass.  Well,  that  is  what  I  thought,  and  that  the  Presi- 
lent  thought,  and  that  the  then  Secretary  of  the  Treasury,  Mr. 
Yoodin,  thought,  and  they  were  brought  to  agreement  with  the 
nsurance  of  bank  deposits  only  upon  that  theory,  that  it  might 
esult,  and  in  all  probability  would  result,  in  a  unified  banking 
ystem. 

Senator  Couzens.  Do  you  not  think,  Mr.  Warburg,  before  the 
state  banks  should  be  encouraged  to  join  the  Federal  Reserve  Sys- 
em,  that  the  State  banks  would  be  glad  to  join  if  they  would  per- 
oral a  greater  service  to  them! 

Mr.  Warbuho.  I  think  that  is  largely  a  question  of  the  hen  and 
•ggs.  I  do  not  think  they  can  perform  a  greater  service  until  they 
aave  a  larger  membership. 

Senator  CWzbns.  I  will  ask  you  to  what  extent  they  can  perform 
;«ryice  so  as  to  encourage  banks  to  become  members,  banks  that  are 
lot  members  at  present ! 

Mr.  Wabbtjbq.  As  a  practical  banker,  I  would  say  that  I  would 
^ot  want  to  run  a  bank  today  that  was  not  a  member  of  the  Federal 
Reserve  System. 

Senator  Couzens.  But  there  are  still  a  lot  of  good  banks  that  are 
not  in  the  System  and  do  not  signify  an  intention  of  joining. 

Mr.  Wabbubq.  I  do  not  deny  that 

Senator  Cotjzenb.  But  you  have  got  to  have  an  assurance  of  service 
before  you  join. 
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Senator  Glass.  Let  me  ask  you  this  question :  As  a  matter  of  fact, 
is  it  not  a  fact  that  the  existence  of  the  Federal  Reserve  System, 
which  for  20  years  has  prevented  occurrence  of  panic  in  this  coun- 
try, has  saved  many  of  those  banks  that  are  outside  of  the  Federal 
Reserve  System  1 

Mr.  Warburg.  As  I  say,  they  do  not  realize  what  they  are  getting, 
unless  somebody  else  belongs  to  the  System  and  there  is  a  System. 
I  think  that  explains  the  neutral  character  of  the  American  Bankers' 
Association  toward  the  System. 

Senator  Couzens.  Then  we  ought  to  have  everybody  join  the  labor 
unions  because  everybody  outside  gets  the  benefit  from  those  who 
belong. 

Senator  Glass.  I  would  not  say  so. 

Senator  Couzenb.  I  was  asking  the  witness  that. 

Mr.  Warburg.  I  will  steal  the  chairman's  answer. 

Senator  Glass.  It  was  futile  for  me  to  answer,  because  you  knew 
what  I  thought  about  it. 

Mr.  Warburg,  it  has  been  suggested,  and  you  remarked  upon  it 
in  your  direct  testimony,  that  the  proposed  legislation  would  accel- 
erate recovery.    Just  how  would  that  occur! 

Mr.  Warburg.  I  am  the  wrong  witness  to  ask  that,  Senator.  I 
do  not  see  how  it  could  occur,  unless  on  this  theory,  which  I  do  not 
subscribe  to,  that  you  can  have  recovery  by  the  unlimited  expenditure 
of  money  that  is  not  based  on  income,  and  that  this  would  provide  a 
means  of  getting  unlimited  amounts  of  money.  That  does  not  pro- 
duce recovery  in  my  mind,  but  if  you  believe  in  that,  that  is  recovery. 

Senator  Glass.  You  say  unlimited  amounts  of  money.  You  do 
not  mean  unlimited  amounts  of  money ;  you  mean  unlimited  currency. 

Mr.  Wabbobg.  Yes,  sir. 

Senator  Glass.  There  is  a  vast  deal  of  difference  between  the 
two,  is  there  not? 

Mr.  Warburg,  Yes;  there  is. 

Senator  Glass.  Let  me  ask  you  this :  Is  it  not  a  fact  that  at  no 
period  of  this  depression  have  the  Federal  Reserve  banks  been  in 
a  condition  that  rendered  them  incapable,  by  reason  of  their  reserve 
facilities,  to  respond  to  the  requirements  of  commerce,  industry,  and 
agriculture  I 

Mr.  Warburg.  I  should  say  that  was  correct,  sir. 

Senator  Couzens.  Is  there  not  a  difference,  however,  between  be- 
ing in  a  position  to  do  that  and  the  willingness  to  do  it! 

Mr.  Warburg.  Yes;  but  you  do  not  alter  the  willingness  to  do  it, 
but  alter  the  mechanical  set-up. 

Senator  Couzens.  No;  you  can  do  that,  but  we  do  not  want  to  get 
away  with  the  record  that  there  is  an  entire  difference  of  opinion 
with  respect  to  whether  we  have  adequate  facilities  in  the  Federal 
Reserve  to  do  the  job  you  just  referred  to,  or  whether  we  have  the 
willingness  to  do  it. 

Senator  Glass.  Let  me  ask  the  witness  if  he  can  conceive  any 
reason  why  a  Federal  Reserve  bank,  under  the  permissible  provisions 
of  the  law,  would  not  desire  to  respond  to  the  requirements  of  com- 
merce, industry,  and  agriculture  ? 

Mr.  Warburg.  I  cannot  conceive  of  any  reasonable  reason. 

Senator  Glass.  What  are  they  for?  They  are  not  conducted  for 
profit. 
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Mr.  Wabbubg.  No. 

Senator  Glass.  They  are  there  to  do  this  very  thing. 

Mr,  Wabbubq.  Yes,  sir. 

Senator  Glass.  Now,  it  may  be  that  there  were  and  are  still  mem- 
ber banks  which  are  not  willing  to  make  loans  that,  in  their  judg- 
ment, they  think  are  unsound;  and  other  member  banks  which  have 
conceived  the  notion  that  it  is  more  important  for  them  to  be  liquid 
than  to  do  business.  But  ordinarily  what  is  a  bank  in  business  for, 
except  to  do  business  ? 

Mr.  Warburg.  I  would  not  know  why  they  stayed  in  the  banking 
business,  sir,  unless  it  is  in  the  way  you  indicate  the  answer. 

Senator  Couzens.  Has  it  ever  come  to  your  attention,  Mr.  War- 
burg, that  it  is  within  the  range  of  possibility,  and  maybe  of 
frobability,  that  some  of  the  managers  of  these  Federal  Reserve 
anks  have  private  interests  to  serve? 

Mr.  Wabbubq.  I  would  say  it  is  within  the  range  of  possibility; 
I  would  not  say  it  is  within  the  range  of  probability. 

Senator  Couzens.  Did  you  ever  hear  of  a  case? 

Mr.  Wabbubq.  No. 

Senator  Glass.  I  did. 

Senator  Couzens.  So  did  I.  And  it  is  perhaps  not  curious  if  you 
find  there  are  some  with  private  interests  to  serve,  who  are,  there- 
fore, not  very  anxious  to  make  loans. 

Senator  Glass.  Well,  I  would  not  say  some  of  the  members;  I 
have  never  known  but  one,  and  when  I  stood  on  the  Senate  floor 
and  advised  that  he  be  kicked  out  of  his  board  of  directors  before 
the  lunch  hour,  again  my  sound  judgment  seemed  to  have  no  effect. 

Senator  Couzens.  But  you  never  lacked  a  sounding  board,  though, 
did  you,  Senator? 

Senator  Glass.  Sir? 

Senator  Couzens.  You  never  lacked  a  sounding  board  although 
you  had  a  sound  judgment? 

Senator  Glass.  I  had  some  sounding  board. 

Senator  Couzens.  Yes. 

Senator  Glass.  But  he  was  not  kicked  out,  all  the  same.  And 
be  was  afterward  indicted,  and  he  ought  to  have  been  kicked  out. 

Well,  I  do  not  want  to  be  the  whole  show,  if  you  gentlemen 
desire  to  ask  Mr.  Warburg  any  questions,  you  are,  of  course,  at 
liberty  to  do  it. 

Senator  Couzens.  I  would  like  to  ask  Mr.  Warburg  that  ques- 
tion over  again  in  another  form,  to  illustrate  in  part,  what  the 
chairman  said  with  respect  to  one  banker.  Outside  of  that  par- 
ticular incident,  does  the  witness  have  any  knowledge  of  that  nap-  • 
pening  in  any  other  Federal  Reserve  bank? 

Mr.  Warburg.  No,  sir;  I  have  no  knowledge  of  that  case,  except 
just  what  I  have  heard. 

Senator  Couzens.  You  would  be  surprised,  then,  I  suppose,  if  it 
was  called  to  vour  attention  that  some  of  these  Federal  Reserve 
banks,  that  is,  the  managers,  have  private  interests  which  they  prefer 
to  conserve,  rather  than  making  some  loans? 

Mr.  Warbubo.  Yes ;  I  would  be  more  than  surprised.  I  would  be 
shocked. 

Senator  Couzens.  I  cannot  tell  you  here,  but  I  will  tell  you  at 
some  other  time. 
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Senator  Glass.  Well,  if  there  is  any  such  person  on  a  Federal  Re- 
serve bank  Board,  the  Federal  Eeserve  Board  here  at  Washington, 
under  the  law,  has  full  power  to  dismiss  him.  Is  there  anything  in 
this  proposed  legislation  that  would  correct  a  situation  like  that? 

Senator  Couzens.  No.  I  am  not  dealing  with  that  particular 
question,  except  that  the  centralization  which  we  have  been  discuss- 
ing might,  in  part,  remedy  that 

Senator  Glass.  Well,  how  could  it  when  the  Board  already  has 
full  authority  to  deal  with  a  case  of  that  sort? 

Senator  Couzens.  Well,  when  all  of  this  happened,  of  course,  we 
did  not  have  the  1933  act,  and  maybe  that  has  remedied  some  of 
those  complaints  I  have  in  my  mind. 

Senator  Glass.  Yes;  if  you  look  into  it  you  will  find  that  that  is  tt>. 

Senator  Couzens.  Yes;  I  understand  that,  but  you  still  have  dif- 
ficulty, Mr.  Chairman,  in  proving  an  implication  or  a  motive.  It 
may  tie  Quite  demonstrable  that  a  motive  and  prejudice  exist,  and 
yet  be  difficult  to  prove  it  so  that  the  Federal  Reserve  Board 

Senator  Glass  {interposing).  I  understand  that,  but  the  difficulty 
would  be  just  as  great  under  one  system  as  under  another. 

Senator  Couzens.  That  may  be  so.  But  in  that  case  that  I  just 
referred  to,  the  Federal  Reserve  Board  may  have,  when  provided 
by  law,  some  authority  to  determine  the  validity  of  an  application 
for  a  loan,  rather  than  determine  the  incapacity  or  unfitness  for  the 
board  of  directors  of  some  member  of  the  board  of  directors  in  a 
Federal  Reserve  bank. 

Senator  Glass.  Mr.  Warburg,  just  one  more  question  from  me, 
and  I  apologize  for  asking  you  so  many. 

Mr.  Warburg.  I  am  enjoying  it,  Senator. 

Senator  Glass.  If  we  are  to  have  a  central  bank  in  this  country, 
would  you  prefer  to  have  a  central  bank  conducted  by  experienced 
bankers,  or  a  central  bank  conducted  by  a  board  inexperienced  in  the 
technique  and  philosophy  of  central  banking! 

Mr.  Warburg.  I  prefer  the  first  alternative,  sir. 

Senator  Oodzens.  May  I  ask  a  question,  Mr.  Chairman? 

Senator  Glass.  As  many  as  you  please,  Senator. 

Senator  Couzens.  The  witness,  Mr,  Warburg,  referred  many  times 
to  a  political  control,  during  the  reading  of  his  testimony.  What 
kind  of  control  doyou  prefer? 

Mr.  Warburg.  To  political  control? 

Senator  Couzens.  You  disposed  of  political  control  in  your  testi- 
mony. What  kind  of  control  do  you  prefer,  if  you  do  not  want 
political  control? 
•  Mr.  Warburg.  In  the  first  place,  I  do  not  believe  there  is  any  such 
thing  ns  conscious  control  of  credit  and  monetary  machinery.  That 
is  what  this  bill  seeks.  I  do  not  believe  it  is  possible  to  find  any 
person  who  is  omniscient  and  omnipresent  enough  to  do  that.  But 
if  you  are  going  to  set  up  a  group  of  men  and  ask  them  to  do  what 
I  think  is  an  impossible  job,  then  you  want  to  try  to  get  the  best 
men  you  can  get  hold  of  and  be  sure  they  are  divested  of  private 
interests  and  that  they  do  the  best  job  possible.  I  do  not  think  it 
can  be  done  at  all  in  the  sense  they  are  trying  to  do  it  here. 

Senator  Couzens.  No;  but  I  go  back  to  the  question — not  with. 
respect  to  the  particular  bill  in  front  of  us — but  you  talked  about 

>.™=.Google 


BANKING   ACT   OF    1995  89 

political  control,  which  is,  obviously,  an  admission  there  must  be 
some  control.    What  kind  of  control  would  you  have? 

Mr.  Wabbubo.  I  do  not  admit  that  that  is  an  admission  of  control; 
not  the  kind  you  mean. 

Senator  Couzens.  Did  you  ever  know  of  anything  in  your  life  that 
did  not  have  some  kind  of  control! 

Mr.  Warbubg.  The  kind  of  control  I  meant,  is  a  large  number  of 
persons  entering  into  transactions  with  the  hope  of  profit.  That 
gives  a  free  economic  order.  Now  the  minute  you  inject  into  that 
the  reshaping  of  credit  and  monetary  machinery  because  you  con- 
trol factors,  or  of  private  interests,  you  increase  the  disparity  in  other 
factors.    That  is  why  I  take  issue  with  the  necessity  for  control. 

Senator  Couzens.  Mr.  Warburg,  do  you  want  this  committee  to 
understand,  and  the  public,  that  those  influences  have  happened 
without  control! 

Mr.  Wabbubo.  Which  influences.  Senator! 

Senator  Couzbnb.  Why,  the  influences  that  you  have  been  com- 
plaining about  and  that  you  want  to  get  out  of  political  control! 
There  is  certainly  something  in  the  atmosphere  that  inspires  you  to 
continue  to  repeat  that  you  do  not  want  political  control.  You  must, 
of  course,  have  had  enough  experience  to  know  that  there  is  always 
control  in  everything,  and  I  would  like  to  know  if  you  do  not  admit 
there  has  been  some  control  somewhere. 

Mr.  Wabbubo.  Yes ;  there  has  been  control  somewhere. 

Senator  Couzens.  All  right.  What  has  it  been  and  where  has  it 
*bern! 

Mr.  Wabbubo.  In  the  Federal  Reserve  System  has  it  been ! 

Senator  Couzens.  No;  anywhere.  You  are  talking  of  political 
•control.  I  suppose  you  moan  political  control  of  credits,  and  mon- 
etary control,  and  that  sort  of  thing.  And  you  have  repeatedly  said 
"that  you  do  not  want  political  control.  Now,  you  know  that  there 
39  always  control  somewhere.  I  would  like  to  know  where  it  is,  and 
■where  you  would  approve  putting  it.  It  has  been  hazy,  I  admit;  it 
Xas  been,  perhaps,  difficult  to  allocate,  but  it  has  existed. 

Mr.  Wabbubo.  I  can  only  answer  that  by  going  rather  deeply  into 
the  whole  philosophy.  I  believe  that  it  is  the  function  of  political 
government,  in  the  field  of  economics,  to  do  just  about  one  thing,  and 
Thai  i.=  to  insure  free  and  fair  competition  in  order  that  there  may 
be  (he  greatest  amount  of  goods  produced  at  the  lowest  possible 
price.  Now,  the  minute  that  you  go  beyond  that,  it  is  like  a  referee 
'n  a  game  when  you  have  the  referee  running  with  the  ball  when  one 
s'de  is  losing;  and  you  get  into  a  control  that  I  do  not.  believe  in.  I 
•e8y  no  one  should  control.  Now,  if  you  want  me  to  answer  why  I 
3o  not  believe  in  political  control,  I  can  answer  that 

Senator  Couzens.  If  you  do  not  want  political  control,  what  con- 
fc*"ol  do  you  want  I 

.  Mr.  Wabbubo.  I  think  you  want  to  get  as  close  as  possible  to  an 
***ipartial,  nonpolitical  body  that  is  not  influenced  by  the  desire  for 
Selection,  as  you  can. 

Senator  Glass.  Well,  is  there  not  control  in  the  law  itself!  In 
*>ther  words,  the  Federal  Reserve  Act,  based  upon  160  years  of 
banking  experience,  provides  for  the  automatic  issuance  of  credits 
and  currency.    For  what  purpose!    To  respond  to  the  requirements 
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of  commerce.  Industry,  and  agriculture.  And  it  gives  to  the  Fed- 
eral Reserve  Board  freedom  of  action  as  to  its  definitions  of  eligible 
paper  which  relates  itself  to  the  business  of  the  country,  and  pro- 
hibits the  Federal  Reserve  Board  from  embracing  in  that  definition 
speculative  securities,  only  United  States  bonds  being  accepted,  and 
United  States  bonds  were  accepted  only  because  at  the  time  of  the 
adoption  of  the  act  there  were  less  than  $300,000,000  of  United 
States  bonds  available  for  open-market  operations.  The  law  itself 
provides  that  when  these  business  transactions  shall  have  been  termi- 
nated upon  maturity  the  notes  and  credits  would  automatically  ter- 
minate. The  law  itself  provides,  upon  ISO  years  of  banking  experi- 
ence, that  there  should  be  a  40-percent  reserve  upon  the  notes  and 
a  35-percent  reserve  upon  the  credits.  The  Federal  Reserve  Board 
was  set  up  as  a  controlling,  supervisory  authority  to  see  that  the 
law  was  carried  out.  Now,  of  course,  there  may  he  maladministra- 
tion in  any  one  of  the  Federal  Reserve  banks,  as  there  seems  to  have 
been  in  one  that  I  know  of.  There  may  be  mistaken  administration 
in  the  Federal  Reserve  Board;  but  as  long  as  you  have  got  human 
beings  to  do  these  things  that  is  apt  to  occur. 

Mr.  Wakbubg.  That  suggests,  sir 

Senator  Glass  (interposing).  Let  me  interject  there:  As  to  the 
political  aspect  of  the  thing,  the  proponents  of  the  original  act  con- 
ceived the  idea  that  there  should  be  a  measure  of  political  influence 
in  the  supervising  board  here  in  Washington,  and  for  that  reason 
they  made  the  Secretary  of  the  Treasury  and  the  Comptroller  of 
the  Currency  ex-officio  members  of  the  Board,  with  a  view  that  in 
the  event  the  Board  should  ever  pursue  a  policy  that  was  mani- 
festly damaging  to  the  public  interests,  and  there  should  be  a  change 
of  administration,  there  would  certainly  be  a  change  in  at  least  two 
members  of  the  Board,  then  composed  of  only  seven  members,  and 
that  the  President  of  the  United  States,  elected  by  the  people,  could, 
for  cause  stated  in  writing,  dismiss  one  or  more  members  of  the 
Board  and  change  its  policy.  So  that  there  is  that  measure  of 
political  control  in  the  Board.  It  has  been  suggested,  Mr.  Warburg, 
that  the  Secretary  of  the  Treasury  ought  not  to  be  a  member  oi 
the  Board,  and  the  Senate,  3  years  ago,  by  a  vote  of  62  to  14,  or 
62  to  19,  or  62  to  9 — I  do  not  recall  which — Senator  Couzens  has  a 
much  more  accurate  memory  than  I  and  may  remember 

Senator  Couzens  (interposing),  I  do  not  remember  that. 

Senator  Glass.  Sixty-two  to  a  very  small  objecting  vote,  passed 
an  act  that  removed  the  Secretary  of  the  Treasury  from  the  Board. 
I  have  always  been  in  favor  of  that,  and  for  the  reason  that  when 
I  was  Secretary  of  the  Treasury — I  would  not  sav  in  an  offensive 
way  that  I  dominated  the  Board,  but  I,  at  least,  had  considerable 
influence  with  the  action  of  the  Board,  and  I  have  suspected — being 
like  Senator  Couzens,  naturally  of  a  suspicious  nature — I  have  sus- 
pected that  frequently  since  the  Secretary  of  the  Treasury  has  had 
too  much  influence  upon  the  Board,  and  I  do  not  think  he  ought 
to  be  there. 

Senator  Couzens.  I  am  always  in  favor  of  influence,  but  I  want  to 
use  it,  that  is  all. 

Senator  Glass.  How  is  that? 

Senator  Couzens.  I  am  always  in  favor  of  influence,  but  I  want 
to  be  the  one  that  uses  it,  that  is  all. 
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Senator  Glass.  So  do  I.    But  I  do  not  want  anybody  to  use  it  in 
a  wrong  direction. 
Mr.  Warburg,  we  are  very  much  obliged  to  you. 
Senator  Byrnes.  May  I  ask  a  question,  Mr.  Chairman  1 
Senator  Glass.  .Yes;  as  many  as  you  want. 

Senator  Byrnes.  What  is  the  political  control  to  which  you  refer  f 
What  have  you  in  mind  when  you  speak  of  "  political  control  "! 

Mr.  Warburg.  I  think  it  is  the  avowed  purpose  of  this  bill  to  bring 
the  operation  of  the  Federal  Reserve  Board,  and  through  that  the 
system,  under  the  control  of  the  administration. 

Senator  Byrnes.  Of  course,  the  bill  has  not  been  explained  in  full 
to  the  committee;  in  fact,  you  are  the  first  witness.  May  I  ask  you 
to  point  out  the  language  that  you  refer  to,  or  the  section  which  vou 
think  brings  the  administration  of  the  system  under  political 
control ! 

Mr.  Warburg.  Well,  without  going  into  the  section,  I  can  give  you 
the  items. 
Senator  Btbnes.  All  right. 

Mr.  Warburg.  That  the  Governor  is  appointed  subject  to  the 
authority  of  the  President. 
Senator  Byrnes.  What  is  the  existing  law? 
Mr.  Warburg.  Well,  I  have  got  that  right  here. 
Senator  Byrnes.  The  present  law,  according  to  the  House  report, 
states  that  of  the  six  persons,  one  shall  be  designated  by  the  Presi- 
dent as  Governor. 
Mr.  Warburg.  Tes,  sir. 

Senator  Byrnes.  Therefore,  under  the  existing  law,  the  President 
designates  the  Governor. 
Mr.  Warburg.  Yes,  sir. 
Senator  Byrnes.  What  is  the  change? 
Mr.  Warburg.  As  I  read  the  proposal,  under  the  existing  law  he 

-ould  not  remove  the  Governor,  except  for  cause,  and  then 

Senator  Byrnes  (interposing) .  The  existing  law  says:  "Of  the 
3  persons  thus  appointed,  one  shall  be  designated  by  the  President 
a  s  Governor ",  and  so  forth.  Would  you  not,  in  construing  that 
language,  say  that  if  the  President  designated  Mr.  Brown,  instead 
^>^  Mr.  Jones,  Mr.  Brown  would  be  Governor! 
Mr.  Warburg.  Yes,  sir. 

Senator  Byrnes.  I  would  think  so.    If  that  is  the  language  of  the 

I3cmse  bill  which  you  have  reference  to  as  giving  political  control, 

<io  you  not  then  agree  that  there  is  no  change  from  the  existing  law! 

Mr.  Warburg.  I  cannot,  Senator,  go  into  a  legal  interpretation  of 

*he  bill,  because  I  am  not  a  lawyer. 

Senator  Byrnes.  But,  without  being  a  lawyer,  you  would  agree, 
*■  think,  that  the  President  has  the  power  not  only  to  remove  the 
Governor,  but  to  remove  any  member  of  the  Board. 

Mr.  Warburg.  I  will  say  more  than  that  I  will  say  that  the 
present  condition  is  very  slightly  changed  by  the  proposal. 

Senator  Byrnes.  Yes;  but  this 

Mr.  Warburg  (interposing).  But  the  rest  of  it  shows  me  so  much 
'oat  there  is  in  the  present  situation  almost  a  usurpation  of  power; 
that  is,  a  domination  of  something  that  is  supposed  to  be  inde- 
pendent. Now,  what  this  proposal  is,  as  I  understand  it,  is  to  legal- 
ize that  domination. 
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Senator  Byrnes.  To  legalize  it?  Do  you  mean  something  that 
is  done  now  that  is  not  legal  1 

Mr.  Warburg.  Not  legal,  but  that  is  not  the  intention,  as  I  under- 
stand the  intention  of  the  Federal  Reserve  Act. 

Senator  Glass.  The  existing  law  has  not  been  completely  reported. 
The  President  may  remove  any  member  of  the  Board,  for  cause,  in 
writing. 

Senator  Byrnes.  May  I  ask  these  questions?  I  have  not  inter- 
rupted you  when  you  were  making  your  statement. 

When  you  say  ''legalized  ",  you  do  not  mean  to  say  that  something 
is  being  done  that  is  not  legal? 

Mr.  Warburg.  I  would  not  know,  because  I  am  not  a  lawyer,  but 
it  is  certainly  not  according  to  my  understanding  of  what  the  Fed- 
eral Reserve  Act  intended  to  create. 

Senator  Byrnes.  You  were  talking  of  the  intent.  As  to  the  right 
to  remove  a  man,  you  would  not  say  that  this  right  to  remove  an 
official  is  new,  because  you  know  that  that  is  the  law  ever  since  the 
case  of  Myers,  in  Oregon,  that  the  President  has  a  right  to  remove 
a  Government  official.    Do  you  not  understand  that? 

Mr.  Warburg.  I  will  take  your  word  for  that. 

Senator  Byrnes.  Well,  if  you  are  not  familiar  with  it  I  will  not 
pursue  it. 

Now,  as  to  the  open-market  operations  and,  again,  because  I  am 
not  as  familiar  wiyi  the  detailed  provisions  of  title  II  as  I  would 
like  to  be,  not  having  had  the  opportunity  to  study  it,  I  ask  you  what 
is  the  difference  between  the  House  bill  as  to  the  powers  in  the 
House  bill  governing  open-market  operations,  and  the  provisions  of 
the  proposed  bill  here  as  to  open-market  operations? 

Senator  Glass.  Do  you  mean,  what  is  the  difference  between  the 
existing  law  and  the  proposed  bill? 

Senator  Byrnes.  The  existing  law  and  the  proposed  bill. 

Mr.  Warburg.  Under  the  existing  law,  the  chairman  outlined  that 
a  while  ago,  that  the  12  Federal  Reserve  banks,  each  speak  their  own 
piece  as  to  how  much  of  Government  bonds  they  will  take.  Under 
the  proposal  they  can  be  told  what  to  buy  by  the  open-market  com- 
mittee. 

Senator  Byrnes.  And  not  by  the  Federal  Reserve  Board  I 

Senator  Glass.  They  cannot  only  be  told  what  to  buy,  but  at  what 
price  to  buy. 

Senator  Byrnes.  Do  you  agree  to  that  statement? 

Mr.  Warburg.  Yes,  sir. 

Senator  Byrnes.  That  the  open-market  committee — I  have  been 
glancing  at  the  House  report  wnile  you  have  been  testifying,  and  I 
am  wondering  if  that  is  a  correct  statement  of  it.  and  that  the  Board 
has  no  power  in  the  premises.    I  notice  in  subdivision  (b)  [reading]  : 

The  committee  shall  commit  and  advise  with,  and  make  recommendations  to, 
the  Federal  Reserve  Board  from  time  to  time  with  regard  to  the  open-market 
pulley  nf  the  Federal  Reserve  System.  The  committee  shall  also  aid  In  the 
execution  of  open-market  policies  adopted  from  time  to  time  by  the  Federal 
Reserve  Board  and  shall  perform  such  other  duties  relating  thereto  as  tho 
Federal  Reserve  Board  may  prescribe. 

What  I  want  to  know  is  whether  the  policy  is  fixed  by  the  Board 
or  is  the  policy  of  the  committee. 
Mr.  Warburg.  Under  the  existing  law? 
Senator  Byrnes.  No;  under  the  House  bill. 
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Mr.  Warburg.  That  is,  under  the  proposal? 

Senator  Byrnes.  Yes. 

Mr.  Warburg.  I  would  say  that  the  whole  open-market  policy  was 
determined  by  the  Federal  Reserve  Board,  under  that,  and  with  such 
consultation. 

Senator  Byrnes.  You  mean,  the  Federal  Reserve  Board? 

Mr.  Warburg.  Yes,  sir. 

Senator  Byrnes.  Not  by  the  Governor,  but  by  the  Board  ? 

Mr.  Warburg.  I  think  that  would  depend  upon  the  personality. 

Senator  Byrnes.  Of  course,  on  the  personality,  always.  It  might 
be  someone  other  than  the  Governor  who  might  be  the  dominating 
influence  on  the  Board. 

Mr.  Warburg.  Yes,  sir- 
Senator  Byrnes.  That  is  another  question. 

I  think  I  heard  made  a  statement  by  someone  to  the  effect  that  if 
the  bankers  did  not  accept  this  bill,  that  their  banks  might  be  seized 
and,  therefore,  the  bankers  did  not  want  to  express  an  opinion. 

Mr.  Warburg.  I  did  not  make  that  statement.  That  was  a  ques- 
tion. 

Senator  Glass.  I  made  the  statement;  but  he  did  not  make  the 
statement.     Do  you  want  to  question  me  about  it? 

Senator  Byrnes.  No.  I  wanted  to  ask  the  witness  who  made  the 
statement,  and  when  and  where,  just  for  my  information.  The  wit- 
ness did  not  make  it? 

Senator  Glass.  No;  the  witness  did  not  make  it. 

Let  me  ask  you  a  concluding  question,  Mr.  Warburg:  If  there  is 
no  difference  between  the  existing  law  and  the  proposed  bill,  why 
make  any  alterations? 

Mr.  Warburg.  I  did  not  know  whether  the  witness  was  allowed 
to  ask  a  question,  but  I  wanted  to  ask  that  question  myself. 

Senator  Glass.  Thank  you,  Mr.  Warburg,  very  much  for  your 
statement. 

Mr.  Warburg.  Thank  you,  sir. 

Senator  Glass.  The  meeting  is  recessed  until  10:30  tomorrow 
morning. 

(Whereupon,  at  12 :  10  p.  m.,  a  recess  was  taken  until  tomorrow, 
Thursday,  Apr.  25, 1935,  at  10:30  a.  m.) 
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thursday,  april  25,  1935 

United  States  Senate, 
Subcommittee  of  the  Committee  on 

Banking  and  Currency, 

Washington,  D.  C.   : 
The  subcommittee  met  pursuant  to  adjournment  at  10 :  30  a.  m.,  in 
room  301,  Senate  Office  Building,  Senator  Carter  Glass  presiding. 

Present:  Senators  Glass  (chairman  of  the  subcommittee),  Bulk- 
ley,  McAdoo,  Byrnes,  Bankhead,  Townsend,  and  Couzens. 
Senator  Glass.  The  committee  will  come  to  order. 
Governor  Winship,  I  understand  you  want  briefly  to  address  the 
committee. 

Governor  Winship.  Yes,  Mr.  Chairman.  Thank  you.  May  I  ait 
right  here? 

.Senator  Glass.  Sit  right  there,  and  make  such  statement  as  you 
desire. 

[Uncorrected  Copy  of] 

rTATEKEHT  OF  HON.  BLANTON  WIWSHIP,  GOVEBHOR  OF  P TTEETO 
RICO 

Governor  Winship.  I  merely  wanted  to  ask  the  committee  to  be 
r«od  enough  to  recommend  that  the  benefits  of  this  act  be  extended 
«D  Puerto  Rico,  Mr.  Chairman.  I  think  this  would  be  very  helpful 
«  Puerto  Rico,  and  I  think  it  might  have  been  done  before  if  it  had 
►«en  brought  as  fully  to  the  attention  of  the  committee  as  it  is  now. 

Senator  Glass.  You  mean  you  want  to  be  brought  under  the  in- 
surance of  deposits  provision  of  the  bill ! 

Governor  Winship.  Yes,  sir.  This  matter  has  been  discussed  with 
Fudge  Birdzell;  and  Judge  Kigby,  who  is  our  counsel  for  Puerto 
Rico,  is  very  conversant  with  the  situation. 

I  think  this  is  stated  as  definitely  as  I  might  in  a  radiogram  I  have 
just  had  from  Puerto  Rico.  It  is  from  the  Acting  Governor,  who  is 
also  very  familiar  with  the  situation.  In  answer  to  a-  telegram  I 
sent  him  I  have  received  this  [reading]  : 

(Radiogram  received  Apr.  24,  193B] 

Division  of  TratKiTouns  akd  Iblakd  Possessions, 

April  iS  {No.  161). 
lour  No.  123.  For  Governor  Winship  from  Domenech :  "  Nineteen  hundred 
■"fl  thirty-three  Banking  Act  provided  no  control  of  Interest  rates  on  loans,  nor 
■»>  such  control  Included  original  draft  of  pending  bank  act,  and  as  extension 
Puerto  Rico  legislation  for  Insurance  bank  deposits  would  not  affect  lnsnlar 
ititote  fixing  local  interest  rates,  believe  no  limitation  of  Interest  bank  loans 

96 


■d  by  Google 


96  BANKING   ACT   OF    1935 

or  regulation  of  deposits  is -involved.  Insurance  of  deposits  should  be  extended  j 
to  banks  organized  under  laws  of  the  United  States,  State,  Territory,  or  insular  — 
possessions,  bat  not  to  Canadian  or  any  other  foreign  banks." 

There  are  two  Canadian  banks  there.    [Continuing  reading:] 

Believe  yon  should  ask  extension  proposed  insurance  legislation  to  Puerto  — 
Rico  despite  New  York  banks  opposition,  two  of  which  banks  already  enjoy  — 
insurance  privilege.  Failure  to  do  so  would  mean  great  injustice  our  local  _l 
banks, 

Hobtoh,  Acting  Governor, 

Senator  Glass.  Why  the  opposition  on  the  part  of  the  New  York  ,= 
banks? 

Governor  Winship.  The  only  opposition  that  was  urged  at  that-.. 

time,  as  I  understand,  was  on  account  of  the  rate  of  interest;  and  that 

is  not  involved  under  the  present  extension.     So,  as  I  see  it,  theres- 
is  no  objection  on  the  part  of  the  New  York  banks  now. 

Senator  Townsend.  What  is  the  rate  of  interest? 

Governor  Winbhip.  The  rates  of  interest  were  different.  They- 
thought  they  would  have  to  charge  a  higher  rate  of  interest. 

Senator  Bankhead.  What  is  the  rate  of  interest  now! 

Senator  McAdoo.  The  legal  rate  ? 

Governor  Winbhip.  Nine  percent,  and  under  some  conditions  6* 
percem^under  certain  conditions. 

Senator  Townsend.  They  do  not  charge  that  now,  do  theyl 

Governor  Winship.  Oh,  yes. 

Senator  McAdoo.  They  charge  all  they  can  get. 

Governor  Winship.  Puerto  Rico  is  very  peculiar  in  tlmnfc; 
respect 

Senator  Glass  (interposing).  Well,  not  in  this  respect,  that  alJW 
banks  charge  all  they  can  get. 

Governor  Winship.  Yes;  I  think  they  do.  But  Puerto  Rico  wae^3 
in  a  situation  where  9  percent  was  nothing  compared  to  what  theyg*"' 
had  charged,  and  the  fact  that  we  are  now  getting  interest  rates  att^- 
a  reasonable  rate  is  going  to  help  the  Puerto  Ricans  permanently. 

Senator  McAdoo.  Would  it  be  wise  to  establish  a  lower  rate  tharr^- 
9  percent? 

Governor  Winbhip.  It  is  questionable  whether  you  can  get  bad*     '- 
money  if  that  was  done.     Or  course,  the  Government  has  come  irr^*- 
there  through  its  different  agencies  and  is  letting  us  have  money  —— 
The  farm  credit  bank  and  other  agencies  have  come  in  there  anci- 
are  letting  us  have  money.     It  is  surprising  how  much  good  tha^-— 
is  doing.    They  are  perfectly  good  loans  that  could  be  made,  bvO 
they  had  grown  up  under  that  old  system  of  people  putting  thei*"" 
money  into  mortgages,  rather  than  other  loans,  if  they  could  ge*- 
them.     And  I  think  the  rate  now,  and  the  money  that  is  in  ther^- 
to  be  had,  is  going  to  give  us  more  money  and  we  will  also  hav*5 
more  local  capital. 

Senator  McAdoo.  If  the  legal  rate  were,  say,  6  percent,  do  you  no* 

think  that  the  bankers  under  those  circumstances  would  be  willing" 
to  make  loans  at  6  percent  rather  than  not  make  them  ? 

Governor  Winship.  Well,  I  hope  so.  We  are  considering  th»*— ' 
at  the  present  time. 

Senator  McAdoo.  Nine  percent  seems  to  me  to  be  a  high  rate. 

Governor  Winbhip.  It  is  8  percent  under  certain  circumstances' 
Political  divisions,  like  St.  George's,  borrow  money,  under  certaix*- 
circumstances,  and  lend  it  to  their  people,  and  get  a  little  spread- 
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Senator  Glass.  Under  existing  laws  national  banks  are  permitted 
to  charge  that  rate  of  interest  which  ia  authorized  by  the  statutes 
of  the  aifferent  States,  Where  a  State  has  no  statute  controlling 
the  interest  rates,  the  banks  may  charge  in  excess  of  7  percent. 

Governor  Winbhif.  Well,  that  might  be  advisable,  sir,  to  do  that 
We  would  have  to  take  that  into  consideration. 

Senator  Glass.  That  has  been  so  for  years. 

Governor  Winbhif.  Yes,  sir. 

Senator  McAdoo.  If  Puerto  Rico  has  established,  through  the 
proper  authority,  the  rate  of  9  percent,  the  national  banks  would  be 
allowed  to  charge  that  rate. 

Governor  Winship.  Yes ;  that  is  the  situation. 

Senator  Bankhead.  How  many  banks  do  you  have,  and  how  many 
systems? 

Governor  Winship.  We  have  the  two  Canadian  banks,  and  the 
National  City  Bank,  and  the  Chase  National  Bank,  and  two  local 
banks. 

Senator  Bankhead.  Are  the  local  banks  organized  under  the  laws 
of  Puerto  Rico? 

Governor  Winship.  The  local  laws  of  Puerto  Rico. 

Senator  Bankhead.  Do  you  have  national  banks  there  under  our 
United  States  banking  laws? 

Governor  Winship.  The  land  hank  is  down  there. 

Senator  Bankhead.  Yes;  I  know.  But  I  mean  commercial 
banks. 

Governor  WiNSHn?.  The  National  City  Bank  is  there,  and  the 
CZTIhase  National  Bank. 

Senator  McAdoo.  No  local  national  bank! 

Governor  WrN8HiF.  No,  sir. 

Senator  Bankhead.  Do  they  have  an  office  there? 

Governor  Winship.  Yes;  a  branch  office. 

Senator  Bankhead.  A  branch  bank  there? 

Governor  Winship.  Yes,  sir. 

Senator  Glass.  Governor,  we  shall  be  very  glad  to  consider  the 
**atter  when  we  come  to  write  the  bill,  sir. 

Governor  Winship.  Thank  you  very  much.  I  think  it  would  be 
"^ery  much  to  the  interests  of  Puerto  Rico  to  have  this  insurance  of 
*3epoeits  extended  there.     I  think  it  would  be  very  helpful  to  do  it. 

There  are  two  letters  from  local  banks  that  I  think  I  will  put  into 
the  record,  to  give  you  what  they  have  to  say,  with  your  permission. 

Senator  Glass.  You  have  liberty  to  do  that. 

Governor  Winship.  In  fairness  to  the  bankers  I  ask  that  the  let- 
ters I  have  received  from  the  Banco  de  Ponce  be  inserted  in  the 
*-ecord.    I  am  handing  you  copies  for  your  purpose. 
Senator  Glass.  Very  well. 

(The  letters  submitted  by  Governor  Winship  are  printed  in  the 
record  in  full,  as  follows :) 

BANCO  DC  PONCH, 

Ponec,  P.  R.,  April  22,  19S5. 
Got.  Blaxtos  wissjjip, 

Care  of  Interior  Department,  Washington,  D.  C. 
Dau  GovnwoB,  Winship:  On  the  occasion  when  you  Bulled,  local  newspapers 
Informed  that  among  other  matters  which  took  Ton  to  Washington  It  was  your 
,        Intention  to  use  your  efforts  to  have  Puerto  Btco  Included  In  the  new  banking:  act 
I       *falch  it  at  present  under  the  consideration  of  Congress. 
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We  wish  to  explain  that  when  advertising  of  Government  insurance  was 
made  compulsory  to  insured  banks  in  the  Bunk  Act  of  11)34,  the  question  of 
the  advisability  of  having  the  Federal  Deposit  Insurance  Act  made  applicable 
to  Puerto  Rico  was  discussed  by  the  Puerto  Rico  Bankers  Association,  and  as  ' 
we  were  apprehensive  of  the  results  which  might  develop  through  the  advertis- 
ing by  Insured  banks  of  their  special  privilege,  the  Insular  Banking  Association 
went  on  record  as  desiring  that  the  law  should  be  made  extensive  to  the  Island, 

However,  according  to  the  terms  of  the  new  bank  act  the  insurance  of  de-  — 
posits  Is  specnciaUy  omitted  for  branches  of  Insured  banks  doing  business  in  — i 
the  island,  so  that  under  the  circumstances  It  Is  the  general  feeling  of  the  ma-  — 
jorlty  of  the  members  of  the  association  that  the  obtention  of  the  Government  — = 
insurance  is  no  longer  important  to  the  native  banks.  The  national  banks  J" 
presently  operating  branches  In  the  island  (the  Chase  National  Bank  and  toe  -"* 
National  City  Bank)  would  also  prefer  that  their  deposits  should  not  be  insured  — 
in  order  to  avoid  the  expense  Involved. 

With  respect  to  native  banks,  the  main  difficulty  in  having  the  legislation  _ 
made  applicable  to  the  island  Is  the  fact  that  we  would  be  compelled  to  become  -=■ 
members  of  the  Federal  Reserve  System  on  or  before  July  1937.     On  tho  -  ■ 

occasion  when  both  Credlto  y  Ahorro  Ponceno  and  Banco  de  Ponce  negotiated 

capital  notes  with  the  Reconstruction  Finance  Corporation  a  year  ago,  the       ■ 

Reconstruction  Finance  Corporation  made  it  &  condition  that  both  banks  should i 

become  members  of  the  Federal  Reserve  System  on  the  preliminary  approval  oE " 

the  transaction,  and  in  discussing  matters  with  the  majority  of  the  memberiaiaaB 
of  the  Federal  Reserve  Board  we  were  advised  that  membership  would  be  fan-  — 
practicable,  Inasmuch  as  native  banks  would  not  obtain  any  practical  beneQaa^BBSi 
because  of  the  nature  of  their  business,  and  the  Federal  Reserve  Board  at  »<"■  a 
time  requested  the  Reconstruction  Finance  Corporation  to  withdraw  the  con-  — ■ 
ditlon  of  membership  prior  to  granting  the  loan,  which  condition  was  remove£=^l 
and  substituted  by  one  that  whenever  the  Reconstruction  Finance  CorporatJot=^m 
should  so  request  It,  both  banks,  Credito  y  Ahorro  Ponceno  and  Banco  de  Ponea^^s 
would  be  compelled  to  make  application  for  membership. 

Unless  the  attitude  of  the  Federal  Reserve  Board  should  have  changed  oon^^an- 
slderably,  and  It  could  be  shown  that  through  membership  local  banks  couh^^vl 
obtain  adequate  advantages,  there  Is  really  no  reason  why  we  should  reanes-^^asst 
that  the  present  bank  act  be  made  applicable  to  the  island,  as  we  shall  then  b—  ■* 
forced  to  apply  for  membership  In  the  Federal  Reserve  System,  irrespective  0-  —f 
the  advantages,  if  any,  which  we  would  obtain  thereby. 

We  are  enclosing  herewith  copy  of  letter  written  by  Hr.  P,  i.  IT  in  I; — ' — J 
manager  of  Banco  de  Ponce,  to  the  American  Banking  Association  at  Wasna^K~ 
Ington.  D.  C,  and  copy  of  their  reply,  in  which  It  Is  confirmed  that  th^^^ 
deposits   tn    branches   in   Puerto    Rico    of   insured    banks   In    the    continentww"*-*- 

Unlted  Slates,  will  not  be  covered  by  Government  insurance,  so  that  there  k ■■■■ 

no  reason  why  we  should  ask  for  the  law  to  be  made  applicable  to  th-  -^^ 
island  until  and  unless  the  Federal  Reserve  Board  should  make  memberahi  JP 
attractive  to  native  banks.  __^ 

Under  the  circumstances  we  have  thought  it  advisable  to  Inform  you  is—  -j* 
present  attitude  of  the  majority  of  native  banks  in  respect  to  the  proposew*^-- 
bank  act  now  under  consideration  in  Congress. 

We  beg  to  remain, 
Tours  very  truly. 

Banco  oe  Ponc*. 
By  P.  J.  Rosalt,  Manager. 

Cassrro  t  Ahobso  Poftomo, 
By  Sanz,   Manager. 

Banco  db  Poncs, 
Ponoe,  P.  R„  April  3,  1935. 
American  Rankrrs  Association, 

Wathligtm,  d.  c. 
Deab  Sibs  :  We  are  in  receipt  of  your  letter  of  the  22d  ultimo  in  r 
to  efforts  of  the  association  In  respect  to  proposed  bank  legislation. 

We  should  like  to  obtain  your  opinion  with  respect  to  whether   deposit! 
with  branches  of  an  insured  bank  in  Puerto  Rico  are  to  be  considered  lnsu "" 
able.     According  to  the  definition  of  the  term  "deposit  ",  page  4,  lines  9  to  »-— 
of  II.    R.  5347,  It  would  appear  that  a  deposit  lodged  with   a1  branch    ©t 
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a  national  bank  doing  business  in  Puerto  Rico  could  not  be  included  as  an 
Insured  deposit. 

As  the  proposed  legislation  does  not  Include  Puerto  Rico,  it  would  be  of 
interest  to  local  or  native  banka  whether  deposits  lodged  with  their  competitors' 
branches  of  national  banks,  are  subject  to  insurance. 

As  Insured  banks  must  necessarily  apply  for  membership  in  the  Federal 
Reserve  System  on  or  before  July  1937  and  as  the  benefits  to  be  derived  from 
native  banks  from  membership  In  the  Federal  Reserve  System  are  questionable, 
local  banks  have  not  come  to  a  decision  as  to  whether  It  would  be  convenient 
to  have  the  law  include  Puerto  Rico  or  leave  the  proposed  legislation  as  pre- 
sented, which  specifically  excludes  the  island,  and  for  the  purpose  of  further 
consideration  of  the  matter,  we  would  like  to  have  your  opinion  of  the  point 
raised  herein. 

Will  yon  be  so  kind  as  to  render  us  your  opinion  at  your  very  earliest  oppor- 
tunity and  by  air  mall? 

We  thank  yon  and  beg  to  remain, 
Yours  very  truly, 

P.  J.  R06ALY,  Manager. 

Governor  Winshif.  The  representative  of  the  Department  of  the 
Interior  is  here  and  wanted  to  speak  just  a  moment  for  the  Virgin 
Islands  with  reference  to  this  same  extension,  Mr.  Chairman. 

Senator  Glass.  Very  well.    We  will  hear  him. 

STATEMENT  07  F.  B.  WIENER,   ASSISTANT  SOLICITOR  OF  THE 
DEPARTMENT  OF  TEE  INTERIOR 

Mr.  Wiener.  I  do  not  want  to  take  more  then  a  moment  of  your 
time,  Mr.  Chairman.  The  Department  of  the  Interior  would  like 
to  see  the  insurance  of  deposits  extended  also  to  the  Virgin  Islands. 
In  the  Virgin  Islands  at  the  present  time  there  is  a  national  bank. 
which  has  oeen  organized  partly  through  local  subscriptions  and 
partly  through  subscriptions  from  the  Reconstruction  Finance  Cor- 
poration. The  only  other  bank  there  is  a  savings  bank.  The  De* 
partment  would  like  to  see  the  insurance  of  deposits  extended  so  that 
they  can  participate.  The  Department  is  agreeable  to  that;  And 
the  Reconstruction  Finance  Corporation  is  agreeable  to  it,  and  I 
understand  from  Judge  Birdzell  that  the  Federal  Deposit  Insurance 
Corporation  does  not  object. 

Thank  you,  Mr.  Chairman. 

Senator  Glass.  Thank  you. 

Now,  Mr.  Comptroller,  you  may  resume. 

STATEMENT  OF  J.  F.  T.   O'CONNOR,   COMPTROLLER  OF  THE 

CURRENCY— Resumed 

Mr.  O'Connor.  Senator,  at  the  conclusion  of  the  last  hearing  I 
was  asked  about  certain  data  bearing  on  loans  of  executive  officers. 
Could  I  first  give  the  figures  Senator  Bulkley  requested! 

Senator  Glass.  Yes,  sir. 

Mr.  O'Connor.  The  Banking  Act  of  1938  prevented  further  loons 
to  executive  officers  of  member  banks,  but  also  gave  the  officers  who 
had  loans  in  the  banks  2  years  in  which  to  liquidate  their  loans. 

On  June  30,  1933,  in  4,902  national  banks,  with  total  assets  of 
(30,860,491,000,  those  banks  had  a  capital  and  surplus  of  $2,456,- 
246,000  and  they  showed  liability  of  executive  officers  as  follows : 

Amount  of  direct  borrowings  by  officers,  of  $93,743,000. 
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The  ratio  of  direct  borrowings  to  total  assets  of  all  active  banks 
was  0.45  percent. 

The  ratio  of  direct  borrowings  to  capital  and  surplus  of  all  active 
banks  was  3.82  percent. 

The  amount  of  indirect  borrowings  by  officers,  $43,487,000. 

The  ratio  of  indirect  borrowings  to  total  assets  of  all  active  banks 
was  less  than  a  quarter  of  1  percent,  or  0.21  percent. 

And  the  ratio  of  indirect  borrowings  to  capital  and  surplus  of  all 
active  banks  was  1.77  percent. 

Senator  Glass.  What  do  you  mean  by  indirect  borrowings;  en- 
dorsements! 

Mr.  O'Connor.  Yes,  Senator. 

Now.  the  particular  point  that  the  Senator  was  interested  in  was 
what  showing  had  been  made  with  reference  to  carrying  out  the  di- 
rection of  Congress  in  reducing  this  indebtedness.  I  secured  that 
data,  Senator,  as  I  felt  the  committee  would  probably  ask  for  it,  as  we 
have  proposed  in  the  bill  an  extension  of  time  for  those  officers  to 
liquidate  this  indebtedness. 

Senator  Couzens.  Is  your  testimony  all  in  relation  to  title  III,  Mr. 
Comptroller ? 

Mr.  O'Connor.  Well,  the  other  day  some  questions  were  asked 
me  on  title  I,  and  some  on  title  III ;  and  just  as  I  was  leaving,  this 
question  developed  on  title  III.  But  the  only  ones  I  have  testified 
about  were  title  I  and  title  III. 

Senator  Glass.  Tou  had  nothing  to  do  with  the  drafting  of  title 

n? 

Mr.  O'Connor.  Nothing  whatever.  Senator. 

Now,  on  December  SI,  1934 — the  figures  heretofore  given  were  all 
with  reference  to  June  30,  1933,  which  was  the  nearest  date  we 
could  get  after  the  passage  of  your  act  of  1933.  Now  I  am  biking 
figures  as  of  December  81,  1934,  the  last  available  call  report. 

This  showed  the  direct  obligations  of  executive  officers  to  banks 
Of  $60,471,000;  or  a  decrease  of  $33,272,000  in  direct  obligations. 

And  on  December  31. 1934,  the  indirect  liability  of  officers  to  banks 
was  $30,281,000.     That  was  a  decrease  of  $13506,000. 

Unless  there  is  some  question,  Senator,  that  is  all  I  had  on  thafc- 
particular  point. 

Senator  Glass.  Well,  you  still  adhere  to  vour  recommendations 
that  they  be  given  further  time  in  which  to  discharge  their  indebt- 
edness? 

Mr.  O'Connor.  Yes;  I  do,  Senator,  in  view  of  that  showing. 

Senator  McAdoo.  You  requested  further  time? 

Mr.  O'Connor.  The  bill,  Senator  McAdoo.  extends  the  time  to* 
1938.  It  was  extended  for  2  years,  whieh  expires  on  the  13th  otT 
June,  of  this  venr,  and  the  bill,  if  adopted  in  its  present  language, 
would  extend  that  to  1938. 

Senator  McAdoo.  For  3  years? 

Mr.  O'Connor.  Yes.  sir. 

Senator  Glass.  Mr.  Comptroller,  tell  the  committee  the  policy  fol- 
lowed in  reopening  banks  after  the  banking  holiday  of  1933. 

In  this  connection,  one  of  the  Washington  newspapers  reported  th« 
chairman  of  this  subcommittee  as  having  severely  hit  Secretary  Mor- 
genthau  for  licensing  involvent  banks.     As  a  matter  of  fact,  Mr- 
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Morgenthau  was  not  Secretary  of  the  Treasury  when  those  banks 
were  licensed,  and  I  did  not  refer  to  Mr.  Morgenthau  at  all.  I 
referred  to  an  admission  which  was  made  person*":!?  to  me  by  the 
then  Secretary  of  the  Treasury,  Mr,  Woodin,  and  not  to  Mr.  Mor- 
genthau, the  present  Secretary  of  the  Treasury. 

Senator  Coozenb.  You  were  not  Comptroller  when  those  banks 
were  opened  up,  were  you,  Mr.  O'Connor  ?  -■  ■ 

Mr.  O'Connor.  Up  to  March  16.  4,522  national  banks  were  li- 
censed, leaving  1,417  banks  under  jurisdiction  of  Comptroller  un- 
licensed.   I  took  office  May  11,  1933. 
Senator  Glass.  Under  the  law,  who  is  authorised  to  close  baiikj?- 
Mr.  O'Connoe.  There  is  just  a  little  question  on  that,  Senator^ 
Until  the  Emergency  Banking  Act,  the  matter  was  entirely  in  the 
hands  of  the  Comptroller  of  the  Currency ;  when  he  found  a  bank  to 
be  insolvent,  then  it  was  closed  up. 
Senator  Glass.  Yes. 

Mr.  O'Connor.  The  question  now  is  left  with  some  little  doubt, 
inasmuch  as  the  law  provides  that  the  Secretary  may  license  banks 
in  addition  to  their  being  chartered  by  the  Comptroller.  And  the 
Secretary  may  withdraw  a  license  from  a  bank,  and  that  would 
operate  to  close  it. 

Senator  Glass.  What  Federal  official  was  ever  authorized  or  could 
be  authorized  by  any  Federal  statute  to  close  State  banks  t 

Mr.  O'Connor.  It  is  impossible,  Senator.  I  do  not  know  that  we 
have  any  jurisdiction  to  close  State  banks  at  all. 

Senator  Glass.  Now  you  may  proceed  with  your  statement  with- 
out further  troublesome  questions. 

Mr.  O'Connor.  I  am  very  glad  to  answer  them,  Senator. 
At  the  date  of  the  banking  holiday,  March  6, 1938,  there  were  5,989 
national  banks.    On  March  13  the  first  banks  were  licensed  and  all 
-were  licensed  by  March  16. 

Senator  Townsbnd.  All  of  that  total  number  were  licensed  f 
Mr.  O'Connor.  No;  4,522  of  the  number  that  were  opened  at  that 
■time.    And  then  we  did  not  relicense  1,417. 

In  other  words,  only  10  days  elapsed  between  the  closing  of  the 
tanks  and  the  reopening,  during  which  time  it  was  necessary  to 
analyze  and  determine  the  condition  of  each  bank  on  the  available 
information. 

Now,  the  information  on  which  the  Comptroller's  office  acted 
■was  the  last  report  of  the  examination  of  the  national  banks, 
which  was  analyzed  by  the  various  chief  examiners  and  their 
staffs  in  the  field  and  considered,  together  with  any  other  in- 
formation which  was  available  with  respect  to  such  banks.  A 
like  analysis  was  made  in  the  office  by  the  Comptroller  of 
the  Currency  and,  based  upon  such  reports,  all  losses,  market 
r»lne  depreciation,  and  doubtful  assets  were  deducted  from  capital 
8troctare,  and  if  the  result  of  such  deduction  showed  the  bank  to  be 
solvent  and  otherwise. in  good  condition,  including  adequate  liquidity 
or  borrowing  power,  the  Dank  was  recommended  to  the  Secretary  of 
the  Treasury  for  a  license.  Each  Federal  Reserve  bank  made  a 
similar  analysis  and  submitted  its  recommendation  on  the  national 
banks  direct  to  the  Secretary.  In  most  instances  the  recommenda- 
tions of  the  Federal  Reserve  banks  and  those  of  this  office  coincided. 
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If  there  was  a  variance  in  any  case,  that  case  was  made  a  matter  of 
special  study  and'.-was"  discussed  over  long  distance  by  members  of 
the  staff  of  the-' -Comptroller's  Office  with  the  chief  examiners  in 
the  field  and  with' the  Federal  Reserve  banks,  in  order  to  arrive  at 
the  proper  decision.  No  bank  that  was  considered  unsound  was 
recommended"',  by  the  Comptroller's  Office  to  the  Secretary  for 
licensing.'  '■■'." 

It  wasoply  natural  that  under  this  tremendous  pressure  and  the 
short  time  available  and  with  many  examination  reports  not  current, 
some  errors  occurred,  but  subsequent  examinations  have  shown  that 
they  .were  few  in  number.  In  this  connection  it  is  well  to  call  atten- 
tion.-to  the  fact  that  in  more  than  2  years  which  have  elapsed  since 
tfce  banking  holiday  only  11  national  banks  have  suspended  business, 
-  five  of  these  banks  suspended  business  on  account  of  defalcation  on 
,  account  of  officers  or  employees.  Seven  of  the  banks  were  subse- 
quently reorganized  and  three  of  that  number  paid  creditors  100  cents 
on  the  dollar.  One  paid  80  percent  and  will  pay  a  total  of  90  per- 
cent; 1  paid  62*£  percent  and  will  pay  a  total  of  77JA  percent;  1 
paid  60  percent  and  will  pay  a  total  of  70  percent;  1  paid  65  percent; 
1  paid  50  percent  and  will  pay  a  total  of  70  percent;  1  paid  75  per- 
cent and  will  pay  a  total  of  83  percent;  and  2  were  taken  care  of 
through  the  Federal  deposit  insurance. 

I  have  a  list  and  digest  of  each  one  of  those  11  banks. 

Senator  Townsend.  Mr.  Comptroller,  you  say  there  were  11  of  those 
hanks,  but  only  2  were  members  of  the  Federal  Deposit  Insurance  i 

Mr.  O'Connor.  Yes,  sir. 

Senator  Townsend.  Why  were  they  not  members! 

Mr.  O'Connor.  They  closed  before  the  law  became  effective.  You 
see,  the  law  did  not  become  effective  until  the  first  of  the  year  1934. 
There  was  no  insurance  prior  to  that  time. 

In  line  with  the  policy  of  the  office  to  require  banks  to  maintain  a 
proper  ratio  of  sound  capital  to  deposits,  analyses  were  made  of  the 
condition  of  the  licensed  banks  following  their  first  examination  after 
the  houday,  by  which  all  losses,  bond  depreciation,  and  doubtful 
assets  were  deducted  from  capital  structure  to  arrive  at  the  amount 
of  sound  capital. 

Senator  Byrnes.  Mr.  Chairman,  may  I  ask  a  question  at  this  point  f- 

Senator  Glass.  Just  as  many  as  you  please. 

Senator  Byrnes.  Mr.  O'Connor,  how  many  national  banks  have* 
issued  preferred  stock,  and  for  what  amounts  I  Have  you  a  statement 
showing  that  I 

Mr.  O'Connor.  Yes,  sir. 

Senator  Glass.  I  suggest  to  the  Senator  that  we  could  get  full  in- 
formation on  that;  but  you  may  go  ahead,  Senator. 

Mr.  O'Connor.  Up  to  the  present  date  2,170  national-banking  asso- 
ciations have  sold  preferred  stock  in  the  total  sum  of  $531,075,800. 
In  addition  there  are  pending  in  the  office  today  150  cases  involving; 
approximately  $23,000,000. 

Senator  McAnoo.  What  is  the  total  number  of  active  national  banks 
now,  as  of  the  latest  available  date! 

Mr.  O'Connor.  I  can  give  you  that  in  a  second,  Senator. 

Senator  Glass.  You  can  supply  it. 

Mr.  O'Connor.  I  have  it  here,  Senator,  and  would  be  glad  to  give 
it  now.    The  number  is  6,467. 
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Senator  Byrnes.  May  I  ask  one  further  question  on  that  preferred- 
stock  feature! 

Mr.  O'Connor.  Yes.  sir. 

Senator  Byrnes.  Have  you  any  record  showing  how  many  na- 
tional banks  have  retired  their  preferred  stock,  and  the  amount  of 
stock  which  was  retired  ! 

Mr.  O'Connor.  Yes,  sir.  One  hundred  and  ninety-three  banks 
have  retired  their  stock,  in  the  sum  of  $11,496,982. 

I  might  say,  in  passing,  that  not  all  these  national  banks  really 
needed  preferred  stock.  The  preferred  stock  was  issued  for  two  pur- 
poses: First,  to  strengthen  the  capital  structure  of  the  bank;  and, 
second,  in  many  instances,  where  the  banks  wanted  to  carry  slow 
paper  and  not  crowd  the  debtors,  they  took  in  additional  cash  to 
enable  them  to  do  that.  And,  without  giving  the  names,  I  happen  to 
know  of  some  national  banks  that  did  not  need  it  for  either  purpose 
bat  did  it  because  of  the  criticism  that  if  the  bank  took  additional 
stock  it  indicated  a  precarious  condition ;  and  they  did  it,  they  took 
the  preferred  stock,  to  help  the  weaker  banks.  That  actually  hap- 
pened in  some  cases. 
Senator  Glass.  In  some  cases! 
Mr.  O'Connor.  Yes,  sir. 

Senator  Glass.  But  for  general  reasons,  why  did  they  issue  pre- 
ferred stock? 

Mr.  O'Connor.  First,  to  strengthen  the  capital  structure;  and, 
secondly,  while  they  had  the  opportunity  to  force  the  debtors  to  the 
"•wall,  they  took  the  preferred  stock  which  was  to  enable  them  to  carry 
•^fciose  debtors.    Those  are  the  two  reasons,  Senator. 

Senator  McAdoo.  The  paper  was  simply  glow  paper! 
Mr.  O'Connor.  Yes,  sir. 

Senator  McAdoo.  But  not  necessarily  bad  paper! 
Mr.  O'Connor.  Sound,  but  slow. 

Senator  Glass.  Well,  what  is  going  to  happen  to  the  banks  that 
^^ere  in  a  precarious  condition  by  reason  of  mismanagement  that 
t-«ok  out  preferred  stock  to  try  to  recover  their  position!  What  is 
E^oing  to  happen  to  them  when  they  have  to  pay  it! 

-  Mr.  O'Connor.  Well,  if  the  Government  should  call  upon  them, 
^Senator,  for  repayment  of  the  amounts  of  preferred  stock,  and  the 
V»unk  not  be  in  shape  to  do  it.  there  is  only  one  thing  that  can  happen ; 
it  has  got  to  fold  up. 

Senator  Bulki.t.t.  Is  there  any  agreement  by  which  the  Govern- 
*xient  could  call  on  them  for  payment! 

Mr.  O'Connor.  The  Government  requires  from  them  that  the  bank 
»*t  up  a  reserve  out  of  their  earnings  over  a  period  of  20  years. 
Senator  Bulkley.  But  if  no  earnings,  no  reserve- 
Mr.  O'Connor.  No  earnings,  no  reserve. 
Senator  Bulkley.  Then  the  bank  could  not  be  forced  at  all! 
Mr.  O'Connor.  I  do  not  see  how  preferred  stock  could  have  a  debt 
status. 

Senator  Couzens.  Were  all  these  issuances  uniform,  of  the  pre- 
ferred stock  in  all  the  banks?    When  they  did  subscribe  for  it,  were 
the  conditions  uniform  in  all ! 
Mr.  O'Connor.  Senator.  I  am  not  in  the  beet  position  to  testify  to 
i      that,  that  being  an  K.  F.  C.  matter ;  but  I  am  inclined  to  think  there 
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were  some  variations  under  some  circumstances.  For  instance,  this 
was  a  vital  difference :  When  the  R.  F.  C.  found  local  interests  were 
able  to  take  some  preferred  stock,  the  K.  F.  C.  took  A  stock,  and  the 
local  interests  took  B  stock. 

Senator  McAdoo.  What  Senator  Couzens  has  in  mind,  I  imagine,  .^ 
is  whether  the  character  of  certificates  was  uniform  in  all  cases. 

Mr.  O'Connor.  It  is  my  impression  they  were,  Senator. 

Senator  McAdoo.  They  were  necessarily  so,  were  they  not? 

Senator  Couzens.  Did  you  ever  pass  on  them  before  they  issued 1 

them? 

Mr.  O'Connor.  Yes;  we  passed  on  them. 

Senator  Codzxnb.  Then  you  would  know,  would  you  not,  whether-  _ 
they  were  uniform  ? 

Mr.  O'Connor.  I  do  not  want  to  pass  on  that  without  investiga 

tion,  because  there  might  be  some  differences  in  terms. 

Senator  McAdoo.  But  not  in  the  form  of  the  stock  and  the  obliga 

tion  incurred  ? 

Mr.  O'Connob.  No.     I  would  say,  "  Yes  they  were  uniform "  — -, 
Senator   McAdoo,  but   the   difference   between  the  bank   and   the 
R.  F.  C,  the  R.  F.  C.  might  ask  the  bank  for  a  management  clause. 

Senator  McAdoo.  That  would  not  vary  the  stock? 

Mr.  O'Connor.  No;  there  was  uniformity  in  the  certificate. 

Senator  Couzens.  I  was  talking  about  both. 

Senator  McAdoo.  Were  you  ? 

Senator  Couzens.  Yes. 

Senator  Glass.  As  a  matter  of  fact,  you  know  the  R.  F.  C.  die 
demand  the  right  of  management  of  some  banks? 

Mr.  O'Connor.  That  is  correct.  Senator. 

Senator  Glass.  On  the  other  hand,  the  R.  F.  C.  persuaded  i 
banks — I  do  not  know  how  many;  perhaps  you  do  not  know  hov*' 
many — to  take  this  preferred  stock  that  really  did  not  want  to  tak<^3 
preferred  stock,  and  there  was  no  necessity  for  them  to  take  pref errec^- 
stock ;  is  that  not  true  ? 

Mr.  O'Connor.  That  is  true. 

Senator  McAdoo.  But  the  preference  that  the  R.  F.  C,  acquired  b^p" 
the  sale  of  these  stocks  was  precisely  the  same.    I  am  talking  anon.*3""" 
the  legal  preference. 

Mr.  O'Connor.  They  always  had  the  legal  preference. 

Senator  McAdoo.  Collateral  management  was  not  involved? 

Mr.  O'Connor.  No. 

Senator  McAdoo.  That  was  outside? 

Mr.  O'Connor.  Yes. 

Senator  McAdoo.  But  the  preference  the  Government  got  was  tbi*—  "r 
same  in  each  instance? 

Mr.  O'Connor.  Yes ;  that  is  true.  The  Government  was  in  ther*- m 
first. 

Senator  Byrnes.  If  there  was  any  difference  between  the  charac- 

ter  of  certificate  insisted  upon,  I  think  we  ought  to  knotf  it.  Whii^"^ 
Senator  McAdoo  has  asked  is  what  I  wanted  to  know :  Whether  Hti^^m 
certificates  of  stock,  A  or  B,  issued  by  a  bank  differed  by  different^*' 
banks  or  whether  they  were  uniform  ? 

Sir.  O'Connor.  Senator,  we  will  let  the  record  stand  that  they  wer^^. 
all  uniform,  because  that  is  my  recollection  at  the  present  time.  f~- 
will  correct  it  if  that  is  not  correct. 
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Senator  Townbend.  Were  there  variations  in  the  local  situations, 
Mr.  Comptroller,  of  the  different  banks  ? 
Mr.  O'Connob.  No;  I  think  not. 

Senator  Bulklet.  I  understand  you  are  talking  about  national 
banks  all  the  time  ? 
Mr.  O'Connor.  That  is  all. 

I  think  it  would  interest  the  committee  to  know  how  much  of  this 
preferred  stock  was  purchased  locally,  because  that  has  been  my  de- 
sire, and  that  of  Mr.  Jones — I  should  say  of  the  Comptroller's  office. 
We  have  all  been  desirous  of  having  the  local  people  purchased  as 
much  as  possible. 

Senator  Glass.  You  are  speaking  of  the  preferred  stock  of  na- 
tional banks! 
Mr.  O'Connob.  Yes,  sir. 
Senator  McAnoo.  And  not  State  banks? 
Mr.  O'Connob.  Not  of  State  banks. 
That  sum  was  $359,365,445. 

Senator  McAnoo.  Out  of  a  total  of  a  little  more  than  459  million 
dollars! 
Mr.  O'Connor.  Yes,  sir. 

Senator  Glabs.  Mr.  Comptroller,  unless  members  of  the  committee 
want  to  ask  you  more  questions  on  thatparticular  point,  I  want  to 
direct  your  attention  to  receiverships.  There  has  been  some  discus- 
sion on  the  matter  of  receiverships,  as  to  what  bureau  of  the  Govern- 
ment should  handle  receiverships.  I  believe  the  Federal  Deposit 
Insurance  Corporation  wants  to  do  it,  and  1  believe  the  Comptroller's- 
Office  under  the  law  was  required  to  do  it.  What,  if  anything,  do- 
you  have  to  say  on  that  subject? 

Mr.  O'Connob.  When  the  Federal  Deposit  Insurance  Law  was 
first  drafted  it  was  the  plain  intent  of  the  law  of  Congress  to  insure 
deposits  greatly  in  excess  of  $5,000,  up  to  $10,000,  and  then,  75  per- 
cent up  to  $50,000  and  50  percent  above  $50,000;  which,  if  it  had 
become  effective,  would  have  practically  taken  all  of  the  deposits 
in  all  banks  under  the  insurable  clause  of  the  Federal  Deposit  Act. 
Senator  Glass.  That  is  the  law  now. 

Mr.  O'Connob.  That  is  the  law  now,  that  is  correct.  Senator;  it 
will  be  on  July  1.  It  is  the  law,  but  not  effective  until  July  1.  Con- 
gress saw  fit  to  put  the  temporary  fund  of  $2,500  into  effect,  and 
then  extended  it  to  $5,000,  which  is  now  in  effect. 

Senator  McAnoo.  You  mean  insurance,  instead  of  fund? 
Mr.  O'Connor.  Insurance  of  these  deposits,  and  that  meant  that 
in  national  banks  42  percent  of  the  total  deposits  in  national  banks 
are  insured  under  the  $5,000  provision,  which  leaves  the  Comptrol- 
ler's office  responsible  for  60  percent  of  the  deposits.  In  view  of  that 
particular  effect,  it  rather  occurred  to  me  that  inasmuch  as  the  Comp- 
troller's office  now  has  1,530  actual  and  active  receiverships;  and  in 
view  of  the  fact  that  there  have  been  only  two  national  bank  failures 
Ud  in  receivership  that  are  now  being  liquidated  by  the  Federal 
Deposit  Insurance  Corporation  as  receiver,  that  it  is  a  waste  or 
duplication  of  effort  to  have  two  organizations  acting  as  receivers 
Bet  up  and  have  an  entirely  different  liquidating  agency  for  just  two- 
national  banks.  I  think  until  the  1,530  receiverships  are  gotten  out 
of  the  way  and  until  some  appreciable  number  of  national  banks 
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failed,  that  this  waste  should  not  occur  and  that  the  Federal  Deposit 
Insurance  Corporation  should  file  its  claim  the  same  as  any  other 
claimant  or  debtor,  and  permit  the  Comptroller  to  liquidate  the  banks 
under  the  law. 

Senator  Glass.  What  has  been  the  cost  of  receiverships  under  the 
Comptroller? 

Mr.  O'Connor.  Quoting  from  my  annual  report  for  the  year  closed  - 
on  October  31  last: 


s  Incident  to  the  administration  of  the  1.219  closed  trusts,  such  as  ■  m 
the  receivers'  salaries,  legal  and  otlier  expenses,  amounted  to  133,578,043,  oi — ■_«■ 
3.86  percent  of  the  book  value  of  the  assets  and  stock  assessments  administered__  — 

or  7.39  percent  of  collections  from  assets  and  stock  assessments.    The  asocoa     

ments  against  shareholders  averaged  68.25  percent  of  their  holdings  and  totaM^P 
collections  from  Bach  assessments  as  were  levied  amounted  to  49.78  percenC^H 
of  the  amount  assessed. 

A  much  better  record  than  that,  I  might  say,  Senator,  has  been»™ 
made  in  the  larger  banks,  for  instance,  in  Detroit,  where  we  havens 
the  two  largest  receiverships.  The  expenses  there  have  been  le*=J» 
than  2  percent.  In  other  words,  out  of  every  dollar  collected  we^ 
have  made  available  for  creditors  98  cents  on  the  dollar. 

Now,  to  complete  the  statement  I  made  a  few  moments  ago,  be 

cause  it  is  the  other  counterpart,  we  had,  at  the  close  of  the  bankings 
holiday  1,417  unlicensed  banks,  with  deposits  of  $1,971,960,000  - 
That  was  a  period  of  a  little  more  then  2  years  ago. 

And  it  is  of  great  interest,  I  think,  to  note  just  what  has  been  don£3r^ 
with  those  1,417  national  banks:  1,095  have  been  reorganized  unde^^" 
old  or  new  charters  or  absorbed  by  another  national  bank,  witfc — a 
deposits  of  $1,807,334,000.    And  31  of  those  national  banks  quit  o«» 

left  the  banking  system  voluntarily,  and  paid  their  depositors  ii 

full  the  sum  of  $11,513,000.  

And  there  were  291  of  those  banks  placed  in  receivership  that  hacf^^ 

deposits  of  $153,113,000;  and  of  that  sum — that  is,  the  sum  in  receiv 

ership — we  have  already  returned  to  the  depositors  $54,250,490. 

And  that  indicates  that  of  the  approximately  $2,000,000,000  of  de» — 

Sosits  that  were  frozen  in  the  banks  at  the  close  of  the  banking  holi 
ay  there  now  remains  only  5  percent  that  is  not  available  to  ttk**^ 
depositors.  And  I  am  very  pleased  to  report  to  the  committee  th»fr== 
there  is  not  a  single  conservatorship  created  during  the  banking  holi-  - 
day  that  is  left  in  the  system  at  present. 

Senator  Glass.  Can  you  tell  us  or  conjecture  why  those  1,417  banks 
were  not  licensed  when  other  banks  that  were  insolvent  were  licensed  1 

Mr.  O'Connob.  Senator,  my  records  do  not  show  that  any  banks 
were  licensed  that  were  not  solvent. 

Senator  Glass.  The  Secretary  of  the  Treasury  told  me  positively 
that  he  licensed  over  1,000  that  were  not  solvent. 

Mr.  O'Connor.  That  is  why  I  wanted  to  correct  that  statement.  I 
do  not  know  whether  he  referred  to  State  banks  or  what  he  referred 
to,  but  certainly  it  was  not  correct  as  to  national  banks. 

Senator  Glass.  He  said  member  banks.  That  included  in  all  ft 
thousand  State  banks? 

Mr.  O'Connor.  Tes;  900  and  something. 

Senator  Glass.  I  cannot  be  mistaken  about  it. 

Mr.  O'Connor.  No;  I  am  not  saying  that  you  were. 
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Senator  Glass.  I  jocularly  said  to  him  that  that  was  contrary  to 
the  Federal  statute  that  made  it  a  penal  offense,  and  that  3  months 
theretofore  we  had  sent  man  to  the  penitentiary  from  Danville,  Va., 
for  taking  deposits  over  the  counter  when  he  knew  his  bank  was  in- 
solvent He  laughed  and  said  he  hoped  I  would  not  send  him  there. 
I  told  him  "No;  I  was  personally  too  fond  of  him," 

Senator  Bankhead.  You  mentioned  something  about  5  percent.  I 
did  not  get  that 

Mr.  (TConnob.  Of  the  1,417  we  reorganized  and  reopened  1,095, 
with  deposits  of  $1,807,334,000;  31  of  the  national  banks  decided  to 
close  up  and  go  out  of  business,  and  pay  their  depositors  in  full, 
which  they  did,  a  total  of  $11,513,000.  That  left  891  of  those  banks 
that  were  not  able  to  reorganize.  In  other  words,  they  could  not  get 
the  capital,  or  the  banks  were  in  such  bad  condition  that  they  could 
not  be  reopened  under  any  conditions.  In  those  291  banks  there  were 
total  deposits  of  $153,113,000,  and  we  paid  to  the  depositors  in  those 
banks  a  total  of  $54,250,490. 

Now,  that  leaves,  roughly,  $100,000,000,  which  is  approximately 
5  percent 

Senator  Bankhead.  Of  the  total  deposits? 

Mr.  O'Connor.  That  is  right.  That  was  left  after  the  banking 
holiday. 

Senator  Bulklet.  To  what  do  you  attribute  the  extraordinarily 
low  cost  of  liquidation  of  the  Detroit  banks? 

Mr.  O'Connor.  To  the  large  sum  involved.  That  always  gives 
a  low  cost  proportionately. 

Senator  Bulk  let.  The  rule  is  that  in  a  large  institution  or  bank, 
you  can  work  out  a  better  ratio? 

Mr.  O'Connor.  Yes.  To  give  you  one  illustration :  One  of  those 
banks  had  deposits  of  about  $415,000,000.  We  paid  the  receiver  $14,00Q. 
There  is  no  private  institution  that  could  get  a  man  to  go  in  there 
and  do  that  work  for  $14,000. 

Now,  the  proof  of  the  fact  that  we  can  do  it  at  low  cost  is  that 
our  receiver  was  offered  a  much  higher  salary  and  went  to  a  concern 
that  paid  him  a  much  higher  salary,  and  then  I  was  able  to  take  that 
receivership  and  combine  it  with  the  other  one  in  Detroit,  so  that 
instead  of  paying  $28,000, 1  am  paying  one  receiver  out  there  $16,000. 
Senator  McAdoo.  Under  that  practice,  Mr.  Comptroller,  of  the 
liquidation  of  insolvent  banks,  you  do  not  permit  the  receivers  to 
receive  a  commission?  You  pay  them  a  salary,  always,  which  is 
commensurate  with  the  character  of  the  work  they  have  to  do;  is 
that  not  a  fact? 

Mr.  O'Connor.  Senator  McAdoo,  that  is  one  of  the  most  important 
distinctions  between  receiverships  of  national  banks  and  other  receiv- 
erships. There  is  no  commission  paid  to  anyone  in  a  receivership. 
A  receiver  is  paid  a  straight  salary,  and  every  attorney  that  is  ap- 

S ointed  to  represent  the  trust  signs  an  agreement  allowing  the 
omptroller  to  fix  his  fee  at  a  reasonable  sum.  He  submits  his  bill 
to  as,  and  then  the  lawyers  here  in  my  office  go  through  it,  item  by 
item,  and  he  agrees  to  accept  their  conclusions. 

Senator  McAdoo.  Mr.  Comptroller,  it  has  been,  as  I  recall  the  law, 
the  historic  right  of  the  Comptroller  of  the  Currency  to  appoint 
receivers  and  to  liquidate  insolvent  banks. 
Mr.  O'Connor.  For  70  years. 
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Senator  McAnoo.  During  the  whole  period  of  years  that  that 
practice  has  existed  in  the  Comptroller's  office,  a  very  fine  organi- 
sation has  been  built  up  of  expert  men  who  know  how  to  handle  such 
tilings,  and  that  is  why  you  get  such  a  fine  administration  in  those 
banks  and  at  such  a  low  cost ;  is  that  not  a  fact  ? 

Mr.  O'Connor.  Yes,  sir. 

Senator  McAnoo.  Do  you  see  any  reason  why  the  Comptroller's 
office  should  be  deprived  of  that  administration  of  receiverships  and 
the  work  sent  somewhere  else  ? 

Mr.  O'Connor.  No;  I  cannot  see  it. 

And  a  second  reason  is  that  we  are  able  to  list  all  of  the  securities 
that  we  find  in  those  backs  and  dispose  of  them  at  good  rates.  We 
send  the  securities  to  New  York,  which  is  the  beat  market  for  sales. 
We  have  a  very  efficient  staff  there  working  with  the  Treasury.  In 
other  words,  we  do  not  permit  the  indiscriminate  sale  of  securities, 
but  require  an  orderly  liquidation. 

I  might  mention  this  one  principle:  We  took  in  a  great  many 
Home  Owners'  bonds  in  exchange  tor  real-estate  mortgages  which 
we  had.  And  in  discussing  that  with  the  liquidating  department 
of  my  office,  we  gave  orders  that  no  bond  was  to  be  sold  for  lees 
than  par.  That  was  specific  orders.  In  other  words,  when  the  mar- 
ket got  above  par  and  investors  wanted  them  we  sold  them.  When 
they  got  below  par  we  stopped  selling  them.  For  that  reason  we 
have  not  sold  any  below  par. 

Senator  McAnoo.  I  want  to  get  your  view  of  this :  In  the  adminis- 
tration of  bankruptcies  in  the  Federal  courts,  by  a  subcommittee  of 
the  Senate  it  was  developed  that  the  net  returns  to  the  beneficiaries 
was,  in  each  instance,  extraordinarily  small;  that  not  only  applied  to 
equity  receiverships,  but  also  to  bankruptcies;  and  it  was  clearly 
shown  that  some  more  efficient  method  would  have  to  be  devised  for 
the  liquidation  of  those  bankrupt  assets,  particularly.  I  would  think, 
from  my  recollection  of  the  testimony,  that  the  figures  were  just  the 
reverse  from  the  figures  that  you  have  shown.  In  other  words,  in- 
stead of  cost  being  2  percent,  the  cost  was  probably  98  percent,  and 
the  beneficiaries  got  2  percent,  or  in  that  neighborhood.  Now,  is  it 
at  all  possible  to  enlarge  your  administrative  force  there  on  a  na- 
tional scale  to  administer  bankruptcies  in  the  Federal  courts?  I 
think  it  is  perfectly  clear  that  some  more  efficient  organization  must 
be  effected  to  administer  those  bankruptcies.  Equity  receiverships 
is  another  class,  but  bankruptcies  are  quite  different. 

Mr.  O'Connor.  Senator,  that  would,  of  course,  depend,  first,  on 
an  analysis  which  I  do  not  have,  of  the  number  and  the  amounts  in- 
volved of  all  those  receiverships,  bankruptcy  receiverships,  and  so 
forth,  in  the  Federal  courts,  and  then  to  determine  just  what  it  would 
require  in  the  way  of  a  national  administration  to  administer  them. 
I  do  think  that  some  unified  control  should  be  exercised,  and  then  de- 
veloped to  the  extent  that  Congress  desired  it.  I  think  that  there 
ought  to  be  some  commencement  or  beginning  of  it,  and  then  develop 
it  as  Congress  would  determine  on  the  basis  of  what  we  are  doing  in 
the  national  banks. 

Senator  McAnoo.  I  want  to  say  that  I  think  it  is  an  unfair  question 
to  ask  you,  with  the  idea  that  you  could  give  me  a  response  to  it  at 
this  time,  because  it  has  not  been  brought  to  your  attention.    I  would 

».™=.Google 


BANKING   ACT  OF    19  35  109 

be  glad  if  you  would  think  of  it,  because  it  will  become  a  live  question 
in  a  little  while. 

Senator  Glass.  I  am  glad,  the  Comptroller's  Office  has  gotten  so 
efficient  in  the  administration  of  receiverships  because  it  has  not 
always  been  so,  I  have  known  receiverships  to  extend  over  a  period 
of  IS  years. 

Senator  MoAnoo.  That  was  in  the  old  days. 
Senator  Glass.  And  there  was  not  anything  difficult  about  them, 
either. 

Senator  Bihnes.  Mr.  Chairman,  may  I  ask  a  question  along  this 
line  I 
Senator  Glass.  Certainly. 

Senator  Byrnes.  I  assume  that  the  Federal  Deposit  Insurance  Cor- 
poration should  handle  their  receiverships,  because  of  their  interest 
in  the  insurance  of  deposits;  is  that  right! 
Mr.  O'Connoh.  Yes;  that's  the  present  lav  Senator. 
Senator  Byrnes.  Now,  the  receivership  is  to  liquidate  the  trust 
for  all  creditors  other  than  depositors  i 
Mr.  O'Connor.  That  is  right 

Senator  Btrnbs.  If  the  Federal  Deposit  Insurance  Corporation 
has  charge  of  the  receivership,  and  there  be  a-  stock  liability,  it  would 
t»  to  their  interest  to  press  that,  because  it  would  inure  to  the  benefit 
of  the  deposits  and,  therefore,  to  their  fund,  and  the  Comptroller  of 
the  Currency,  having  the  interest  of  all  creditors,  might  not  be  as 
•nxioue  to  hurriedly  collect  the  stock  liability.  Would  that  be  true! 
Mr.  O'Connoh.  No,  Senator;  I  think  our  record  shows  that  we 
Slave  gotten  every  dollar  that  is  available  out  of  stock  liability  and. 
frankly,  it  is  not  a  pleasant  task  to  have  to  sign  these  stock  assess- 
jKiients,  and  Congress  has  released  us  of  it. 

Senator  Btrneb.  It  is  a  very  disagreeable  task,  I  suppose. 
Mr.  O'Connor.  Yes-    And  you  will  not  have  anything  of  that  in 
"■the  future,  because  you  have  eliminated  it  as  to  new  banks  and  this 
Tkiiil  will  eliminate  it  as  to  all  banks. 

Senator  McAdoo.  It  was  a  very  brutal  thing  to  do,  and  a  brutal 
performance,  in  many  instances. 
Mr.  O'Connoh.  Yes. 

Senator  Glass.  In  the  matter  of  consolidations,  Mr.  Comptroller, 
'where  do  you  think  that  authority  ought  to  reside?  I  mean,  the 
consolidation  of  smaller  banks  in  order  to  meet  the  requirements? 
Mr.  O'Connor.  You  cannot  localize  that  very  well,  Senator,  for 
this  reason:  That  the  Comptroller's  office  is,  of  course,  responsible 
and  interested  in  the  national  banks,  if  it  happens  to  be  a  national 
bank  If  it  is  a  member  State  bank,  then  the  Federal  Reserve  is  in 
the  picture  and  should  be  consulted. 

Senator  Glass.  The  Comptroller  of  the  Currency  is  ex  officio  a 
member  of  the  Federal  Reserve  Board! 

Mr.  O'Connor.  Yes,  Senator.  Now,  if  you  find  a  bank  that  is  a 
State  bank  not  a  member  of  the  Federal  Deposit  Insurance  Corpo- 
i  ration,  you  must  have  the  Federal  Deposit  Insurance  Corporation 
cooperating  with,  the  merger,  because  that  is  the  only  one  that  has 
uy  jurisdiction— either  the  Federal  Deposit  Insurance  Corporation 
or  the  Federal  Reserve  Board. 

Senator  Glass.  Well,  the   law  could   make   membership   in   the 
Federal  Reserve  a  prerequisite  to  the  right  of  being  insured. 
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Mr.  O'Connor.  Yes;  any  condition  that  Congress  may  write  in 
as  a  prerequisite  to  membership  in  the  fund. 

Senator  Glass.  That  is  what  I  mean. 

Mr.  O'Connor.  Yes,  of  course. 

Senator  Glass.  About  the  assessments  on  banks,  I  do  not  know 
whether  I  questioned  you  about  that  when  you  were  here  before, 

Mr.  O'Connor.  You  asked  me  for  some  figures. 

Senator  Glass.  There  were  differing  views  as  to  that.  My  own 
view  and  that  of  others  has  been  that  there  should  not  be  an  annual 
assessment  beyond  a  certain  figure,  and  when  that  figure  is  reached 
the  assessment  should  automatically  cease,  and  be  automatically  ~ 
resumed  when  the  fund  is  impaired.  What  amount  would  be 
brought  in  by  the  one-eighth  of  1  percent  assessment'  and  what  - 
amount  by  the  one-twelfth  of  1  percent  assessment! 

Mr.  O'Connor.  Senator,  before  I  go  to  that,  with  your  permission 
and  the  permission  of  the  committee,  could  I  just  put  in  the  record 
the  figures  showing  unpaid  deposits  in  these  receiverships  and  the 
amount  of  deposits  that  we  have  paid? 

Senator  Glass.  Yes. 

Mr.  O'Connor.  Of  the  1,530  receiverships  of  banks,  the  deposits, 
at  closing  were  $1,871,681,991;  and  the  deposits  paid  to  date  are 
$1,032,673,040.  We  have  distributed  to  depositors,  since  March  16. 
1933,  $644,793,467.  And  if  I  have  these  figures  correct  in  my  mind,  I 
think  that  is  about  54  percent  return. 

Senator  Couzens.  Does  that  include  loans  that  you  got  from  the 
R.  F.  C.j  when  you  talk  about  distributing  to  depositors? 

Mr.  O  Connor.  Yes ;  that  includes  that. 

Senator  Byrnes.  That  made  it  possible? 

Mr.  O'Connor.  Yes;  in  that  amount.  Now,  Senator,  to  answer 
your  question 

Senator  McAooo  (interposing).  If  I  may  ask  you  this:  What  per- 
centage of  loans  does  that  represent  from  the  R.  F.  C? 

Mr.  O'Connor.  I  have  not  those  figures  with  me,  Senator. 

Senator  Glass.  You  may  put  them  in. 

Mr.  O'Connor.  I  will  be  glad  to.  The  figure  is  59  percent  but  I 
might  mention,  however,  that  loans  from  the  Corporation  to  receivers 
and  conservators  of  national  banks  were  not  employed  100  percent  in 
making  distributions  to  depositors  of  such  banks.  That  is  to  say,  in 
certain  instances  portions  of  R.  F.  C  loans  have  been  used  as  neces- 
sary to  retire  secured  indebtedness  of  banks  and  to  redeem  pledged  ■ 
assets  in  order  that  such  redeemed  assets  might  thereafter  be  either 
liquidated  or  used  as  collateral  to  additional  loans  from  the  Corpora- 
tion. As  no  analysis  has  been  made  in  my  office  as  to  the  proportion 
of  R.  F.  C.  loans  employed  exclusively  in  the  payment  of  dividends 
and  as  to  now  do  so  would  require  many  days  of  work  upon  the 
part  of  a  number  of  men,  I  assume  you  will  not  require  this  exact 
data,  which  in  any  event  would  not  give  a  materially  different  per- 
centage from  that  quoted  above  based  upon  total  loans. 

Now,  to  answer  your  question,  Senator: 

An  assessment  for  the  13>-year  period  from  1921  to  1933,  inclusive, 
of  one-twelfth  of  1  percent  would  amount  to  $545,454,077. 

Senator  Glass.  One-twelfth  of  1  percent? 

Mr.  O'Connor.  Yes,  Senator. 
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Senator  Couzens.  Over  what  period} 

Mr.  O'Connob.  Thirteen  years. 

Senator  Couzens.  Why  do  you  fix  13  years! 

Mr.  O'Connob.  I  just  go  back  to  1921. 

Senator  Couzens.  Oh! 

Mr.  O'Connob.  For  the  same  period,  one-eighth  of  1  percent  would 
amount  to  $818,181415. 

Senator  Couzens.  That  is,  collecting  this  assessment  every  year? 

Mr.  O'Connob.  Yes,  Senator. 

One-sixth  of  1  percent  for  the  same  period  would  amount  to 
$1,090,908,154. 

Senator  TownbkNd.  Would  that  be  allowing  interest  each  year! 

Mr.  O'Connob.  No.    I  will  come  to  that,  Senator. 

Then,  1  percent  for  the  same  period  the  assessments  would  amount 
to  $6,545,448,924. 

Now,  if  we  take  one-twelfth  of  1  percent  on  the  total  deposits  for 
the  13-year  period — and  I  will  just  pick  out  2  or  3  years,  just  to  give 
an  idea :  In  1921,  with  30,812  banks,  with  total  deposits  of  $38,-664,- 
987,000,  the  income  at  one-twelfth  of  1  percent  would  be  $32,220,823. 

And  while  I  have  them  for  each  year  I  will  just  go  down  to  1927: 
Total  banks,  27,061;  total  deposits,  of  $56,751,307,000,  with  an 
assessment  income  of  $47,292,756. 

And  then,  coming  down  to  1933,  with  14.624  banks,  with  total 
deposits  of  $41,533,470,000,  we  have  an  income  of  $34,611,225. 

Now,  I  will  just  take  two  or  three  illustrations  throughout  that 
period  of  13  years.  On  the  one-twelfth  of  1  percent  the  earnings,  at 
3%  percent,  on  the  $325,000,000  of  capital  structure  of  the  Corpora- 
tion would  be  $7,875,000.  And  recoveries  from  advances  made, 
$9,685,575.  That  would  give  us  a  total  income  of  $49,781,398.  Ad- 
vances to  pay  insured  deposits  as  of  that  date  in  that  year  1921, 
$77,484,600.  And  the  expenses  of  operation  I  have  fixed  through  the 
entire  period  at  $2,500,000  per  annum,  which  would  be  a  total  dis- 
bursement of  $79,984,600  for  1921. 

There  would  be  a  loss  that  year  if  you  had  totaled  your  assessment 
of  one-twelfth  of  1  percent  plus  your  earnings  on  your  investment, 
plus  your  recoveries,  of  $30,203,202,  which,  of  course,  would  come 
out  of  your  capital,  and  which  still  leaves  $294,796,798  of  your  cap- 
ital. And  during  a  period  of  13  years,  on  your  one-twelfth  of  1 
percent,  we  would  be  into  the  capital  in  4  years  of  the  entire  13 — 
in  1931, 1932, 1933,  and  1934— but  under  the  bill  we  are  permitted  to 
borrow  three  times  the  capital;  but  it  would  only  be  necessary  to 
borrow  approximately  one  and  one-half  times  the  capital  in  the  worst 
year  of  the  13-year  period,  which  would  be  1932.  And  then  im- 
mediately we  pick  up  in  recoveries  again  from  the  closed  banks,  and 
from  1934  to  1937 — and  I  am  taking  that  period  because  we  base  it 
on  a  5-year  period  of  liquidation  when  we  get  into  the  recovery 
value  of  the  assets — we  would  be  into  the  red  $99,662,818  on  one- 
twelfth  of  1  percent  without  any  borrowing.  We  would  only  have 
to  borrow,  of  course,  that  amount,  and  then  after  that  the  recoveries 
go  on  again  for  1937. 

Senator  Glass.  Well,  you  are  embracing  the  13  years  of  the  un- 
precedented period  of  bank  failures,  are  you  not} 

Mr.  O'Connob.  Yes:  I  am. 
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Senator  Glass.  Well,  you  do  not  think  anything  like  that  will  ever 
happen  again,  do  you? 

Mr.  O'Connor.  Never. 

Senator  Glass.  It  never  happened  before. 

Mr.  O'Connor.  Now,  let  us  take  the  figures  on  one-eighth  of  1 
percent.  The  assessment  income  would  be  $818,181,115  for  the  13 
years.  The  investment  earnings  would  be  $117,182,694.  And  the 
recoveries  from  advances  made,  $1,285,920,916,  or  a  total  income  of 
$2,221,284,722.  Less  advances  to  pay  insured  deposits,  $2,296,287,450. 
With  expenses  of  operation  of  $35,000,000,  or  total  disbursements  of 
$2,331,287,450. 

And  during  the  13-year  period,  the  same  period  that  I  covered 
for  the  assessment  of  one-twelfth  of  1  percent,  we  would  be  in  the 
red  the  first  year  $14,092,791  instead  of  $30,203,202;  and  after  that 
only  three  periods — in  1930,  1931,  and  1932 — would  the  corpora- 
tion be  in  the  red.  And  in  1932  the  deficit  would  be  $20,559,937  as 
against  $39,472,549  under  one-twelfth  of  1  percent. 

And  then,  in  1933,  under  the  one-eighth  of  1  percent,  with  our 
recoveries  and  our  income  we  would  be  to  the  good  again  $157,904,593. 
And  from  1984  to  1937  we  would  again  have  a  surplus  of  $217,525478. 

Now,  this  is  based  on  insured  deposits  over  the  period  of  45  per- 
cent, which  is  the  figure  given  by  the  Federal  Deposit  Insurance 
Corporation  of  43.5,  of  total  deposits  in  all  banks,  the  national  banks 
being  insured  42.29  percent  for  $5,000  and  the  member  State  banks 
being  insured  67.7  percent,  and  the  State  banks  being  insured  72.43 
percent  of  their  total  deposits,  or  an  average  of  43.5  percent.  So  we 
take  the  figure,  then,  during  that  time  of  43  percent,  and  the  eventual 
losses  of  44  percent,  and  the  recoveries  at  66  percent  put  back  into 
the  fund. 

Now,  of  course,  as  Senator  Glass  has  pointed  out,  with  those  figures 
we  have  got  to  keep  in  mind  the  very  important  fact  that  the  number 
of  bank  suspensions  in  this  period  was  11,278,  and  nobody  believes 
that  we  will  ever  have  any  such  picture  as  that  again.  So,  of  course, 
it  would  make  the  figures  here  much  more  favorable  to  this  assess- 
ment. 

Senator  Glass.  Without  meaning  to  give  it  any  suggestion  of  poli- 
tics, the  last  year  of  Mr,  Wilson's  administration  there  was  one 
national  bank  failure. 

Senator  Cotjzens.  What  would  happen,  Mr.  Chairman,  to  this  sit- 
uation if  our  loaning  continued  and  our  credit  was  wrecked,  as  you 
suggested  i 

Senator  Glass.  I  do  not  think  it  would  have  been  continued  and 
wrecked. 

Senator  Cotjzens.  I  think  too  said,  and  the  Comptroller  said,  that 
this  condition  that  has  existed  in  the  last  few  years  would  not  happen 
again. 

Senator  Glass.  Yes. 

Senator  Coczens.  And  I  asked  you,  in  view  of  the  fact  that  banks 
were  so  loaded  with  bonds,  if  it  might  not  happen  again  if  you  con- 
tinue to  sell  bonds. 

Senator  Glass.  If  yon  continue  to  allocate  them  to  banks,  it  might. 
The  whole  structure  might  be  ruined,  for  that  matter. 

Senator  Couzzns.  How  long  will  you  continue,  Senator? 
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Senator  Glass.  As  long  as  you  gentlemen  want  to.  I  am  sorry 
there  are  not  more  members  of  the  subcommittee  here. 

Is  there  anything  further  you  desire  to  discuss,  Mr.  Comptroller? 

Mr,  O'Connor.  Senator,  on  title  III  which,  you  remember,  largely 
becomes  amendments  to  the  banking  act,  I  have  prepared  just  a  sum- 
mary of  each  section  that  I  should  like  to  put  into  the  record.  It  will 
save  the  members  reading  the  entire  bill. 

Senator  Bulklet.  I  may  want  to  ask  some  questions  about  that. 

Mr.  O'Connor.  May  I  put  this  in,  and  also  be  subject  to  your  call, 
Senator  ? 

Senator  Glass.  Yes;  that  may  go  into  the  record. 

(The  summary  referred  to  is  nere  printed  in  the  record  in  full,  as 
follows :) 

exn-AHATion  op  owner  or  MOMStt)  am hnmikntb  contained  iw  imjiin  of  8.  itis 

Tbe  majority  of  the  amendments  In  question  are  baaed  npon  II.  R.  0876  and 
S.  3748  submitted  at  tbe  last  session  of  Congress,  which  bills  were  mutually 
acceptable  to  the  Federal  Reserve  Board  and  to  the  Comptroller's  Office  and 
were  favorably  reported  by  the  Banking  Committee  of  both  Houses. 

There  has  been  placed  before  you  copies  of  S.  1715  showing  marked  In  red 
and  by  typed  inserts  certain  eliminations  and  additions  that  have  been  sug- 
gested to  the  bill's  original  provisions  In  title  III,  which  changes  I  will  explain 
as  each  section  Is  discussed. 

A  general  statement  of  the  object  of  the  various  amendments  suggested  In 
last  year's  bill  and  now  resubmitted  and  those  added  thereto  in  title  III  of  this 
Mil  are  as  follows  (where  these  amendments  were  not  embraced  in  Inst  year's 
approved  bills  or  are  substantially  different  from  those  presented,  the  notation 
"  new  "  appears  in  connection  with  this  explanation) : 

Section  301  i  Amends  section  2  (c)  of  the  Banking  Act  of  1933  so  as  to  exclude 
from  toe  very  broad  definition  of  the  term  "holding-company  affiliate",  and 
hence  from  all  provisions  of  law  regarding  such  affiliates  (except  the  provisions 
of  section  23A  of  the  Federal  Reserve  Act  regarding  loans  to  and  Investments 
in  the  securities  of  such  affiliates),  every  corporation  wholly  owned  by  the 
United  States  and  every  organisation  which.  In  the  Judgment  of  the  Federal 
Reserve  Board,  "  Is  not  engaged,  directly  or  indirectly,  ns  a  business  in  holding 
the  stock  of,  or  managing  or  controlling,  banks,  banking  associations,  savings 
banks,  or  trust  companies." 

Section  302:  Amends  section  20  of  the  Banking  Act  of  1933,  which  requires 
the  divorcement  of  member  banks  from  affiliated  securities  companies  so  as  to 
make  tt  clear  that  Its  requirements  do  not  extend  to  a  securities  company  which 
has  been  placed  In  formal  liquidation  and  transacts  no  business  except  such  as 
may  be  Incidental  to  the  liquidation  of  Its  affairs.  This  Is  In  accord  with  rulings 
by  the  Federal  Reserve  Board  and  the  Comptroller's  Office  as  to  a  proper  inter- 
pretation  of  the  law. 

Section  BOB  (a)  :  Makes  It  dear  that  the  provisions  of  section  21  (a)  (1)  of 
the  Banking  Act  of  1933,  prohibiting  dealers  in  securities  from  engaging  lu  the 
business  of  taking  deposits,  does  not  prevent  banking  Institutions  from  dealing 
in,  underwriting,  purchasing,  and  selling  investment  securities  to  the  extent 
expreesly  permitted  to  national  banks  under  the  National  Banking  Act  and 
does  not  prevent  banking  institutions  from  Belling  mortgages  without  recourse. 
It  will  be  observed  that  national  banks  nre  limited  in  dealing  in  and  under- 
writing securities  to  doing  so  as  to  Government  obligations,  general  obligations 
of  States  or  political  subdivisions,  obligations  Issued  under  authority  of  the 
Federal  Farm  Loan  Act,  by  the  Federal  Home  Loan  Board,  or  the  Home 
Owners'  Loan  Corporation. 

Section  303  (b)  :  Makes  It  clear  that  section  21  (a)  (2)  of  the  Banking  Act 
of  1933  does  not  require  that  business  Institutions  which  accept  deposit  :<  only 
from  their  own  officers,  agents,  or  employees  need  submit  to  examination  and 
publication  of  reports  of  condition.  Hundreds  of  corporations,  such  aw  the 
Baltimore  &  Ohio  Railroad,  Chrysler  Motors,  Deere  &  Co.,  permit  employees  to 
leave  part  Of  their  wages  on  deposit  and  in  turn  loan  these  funds  to  other 
employees  so  as  to  encourage  thrift  and  be  of  assistance  thereto. 
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This  Bection  also  makes  It  clear  that  the  expense  or  examining  private  banks 
by  this  office  or  by  the  Federal  Reserve  Board  shall  be  paid  by  tbe  institution 
examined  as  there  are  otherwise  no  funds  available  to  bear  the  expense  of 
such  examination.  I  understand  It  is  the  sentiment  of  the  Bouse  committee  to 
repeal  this  subsection  21  (a)  (2)  entirely  as  it  constitutionally  Is  not  only 
questionable,  but  no  purpose  Is  served  by  examining  such  banks  when  no  power 
is  given  or  can  practically  be  given  to  force  correction  of  dangerous  conditions 
found.  Also  the  public  Is  misled  from  fact  of  Federal  examination  Into  assum- 
ing there  Is  also  actual  Federal  supervision  with  Its  attendant  safeguards.  I 
do  not  oppose  repeal  of  the  section. 

Section  304  (new)  :  Eliminates  the  double  liability  of  shareholders  of  na- 
tional banks  on  July  1,  1937.  This  provision  considered  desirable  because  of 
the  fact  that  such  liability  has  already  been  eliminated  as  to  banks  organized 
since  June  16,  1933,  and  as  to  new  capital  Issued  since  that  date,  with  the 
result  that  at  the  present  time  many  banks  are  in  the  awkward  position  of  hav- 
ing outstanding  some  common  stock  with  liability  and  other  common  stock 
without  liability,  resulting  in  needless  confusion.  Provision  Is  being  made  In 
section  314  of  this  bill  for  bunks  gradually  increasing  their  surplus  out  of 
earnings  until  same  equals  the  bank's  capital,  thereby  giving  the  creditors  of 
the  bank  substantially  tbe  same  additional  protection  which  is  now  afforded  by 
the  assessment  liability. 

Section  305  (new) :  Corrects  the  accidental  omission  of  national  banks  ie. 
Alaska  and  Hawaii  from  the  benefits  of  an  act  passed  last  session  repealing  the 
requirement  of  section  31  of  the  Banking  Act  of  1963  that  directors  of  national 
banks  and  member  banks  increase  the  amount  of  their  shareholdings .  thereU. 
This  law  was  repealed  incidentally  because  it  was  found  physically  impossible, 
to  enforce  its  requirement,  with  the  result  that  many  banks  would  have  been 
forced  to  cease  operation  for  lack  of  a  qualified  board  of  directors. 

Section  306  (new)  :  Oives  the  Federal  Reserve  Board  power  to  control  rela- 
tionships of  officers,  directors,  and  employees  of  banks  with  securities  com- 
panies through  regulation,  thereby  saving  the  great  burden  Involved  In  present 
procedure  of  issuing  individual  permits. 

Section  307  (a)  (new  In  part:  Hukes  it  clear  that  section  16  of  tbe  Banking 
Act  of  1933  was  not  Intended  to  prohibit  national  banks  or  member  banks  from 
buying  or  selling  stocks  solely  for  the  account  of  their  customers  and  as  an 
accommodation  thereto  and  not  for  their  own  account.  Extremely  important, 
particularly  In  communities  remote  from  financial  centers  and  since  there  is 
Involved  no  Investment  by  the  bank  of  its  own  funds,  no  objection  can  be  seen 
thereto.  The  amendment  further  limits  national  banks  In  purchasing  invest- 
ment securities  for  their  own  account  to  the  purchase  of  same  in  an  amount 
as  to  any  one  issue  limited  to  10  percent  of  the  bank's  unimpaired  capital  and 
surplus.  Tbe  present  law  permits  such  Investment  In  any  one  Issue  to  an 
amount  equal  to  15  percent  of  the  unimpaired  capital  and  25  percent  of  surplus, 
except  where  the  total  issue  does,  not  exceed  $100,000  and  does  not  exceed  50 
percent  of  the  capital  of  the  association. 

Section  307  (b)  :  This  section  merely  restates  in  clearer  form  the  existing 
prohibition  against  national  banks  purchasing  stock  for  their  own  account. 

Section  308  (new):  Section  enacts  into  law  present  requirements  of  the - 
Comptroller's  office  as  a  matter  of  policy  that  newly  organised  national  banks 
hare  a  paid-in  surplus  equal  to  20  percent  of  capital  before  being  authorised  to* 
do  business,  which  requirements  may  be  waived  where  necessary  in  connection 
with  a  State  bank  converting  into  a  national  bank. 

Section  300  (new)  :  Eliminates  any  possibility  of  section  18  of  the  Banking: 
Act  of  1933  being  construed  as  preventing  corporations  other  than  a  bank  from, 
conditioning  transfer  of  their  shares  on  the  simultaneous  transfer  of  shares  of 
bank  stock  but  preserving  the  unimpeded  free  and  unconditional  transfer  of 
bank  stock. 

Section  310  (a) :  Permits  holding  company  to  vote  on  tbe  question  of  plac- 
ing a  bank  In  voluntary  liquidation  without  having  to  go  through  the  expen- 
sive routine  incidental  to  obtaining  a  voting  permit,  and  section  310  (b). 
Under  present  law  shares  held  by  a  bank  as  sole  trustee  cannot  be  voted. 
It  consequently  sometimes  results  where  a  large  number  of  shares  are  so  held 
In  trust  that  It  is  Impossible  to  obtain  the  requisite  number  of  votes  required 
by  law  to  accomplish  certain  steps  such  as  reduction  In  capital,  amendments 
to  articles,  etc.,  or  to  vote  to  go  into  voluntary  liquidation  where  such  is  neces- 
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Miry.  Provision  Is  accordingly  made  that  the  shares  so  held  In  trust  shall  be 
axcluded  in  determining  whether  the  resolution  in  question  has  been  adopted 
l»y  the  requisite  number  of  shares.  For  example,  a  bank  has  1,000  shares  out- 
standing. Four  hundred  of  the  shares,  however,  cannot  be  voted  because 
held  in  trust  by  the  bank  as  sole  trustee.  Consequently,  In  determining 
Whether  or  not  a  resolution  has  been  adopted  by  the  required  two-thirds  vote, 
the  400  shares  held  In  trust  will  be  excluded,  leaving  a  balance  of  000  shares 
as  the  basis  for  determining  whether  a  two-thirds  vote  has  been  obtained, 
in  which  case  a  vote  of  400  shares  in  favor  of  the  matter  would  be  the  requisite 
two-thirds  majority  of  the  shares  entitled  to  vote. 

It  is  suggested  these  two  subsections  be  rewritten  and  combined  as  one  sec- 
tion as  per  the  draft  before  you  and  adding  these  additional  changes:  (1)  To 
show  clearly  that  present  law  does  not  limit  extra  voting  rights  of  Reconstruc- 
tion Finance  Corporation  or  other  holders  of  preferred  stock  in  case  of  default 
on  preferred  dividends;  (2)  it  permits  stock  held  in  trust  by  bank  as  sole 
trustee  to  be  voted  where  donor  or  beneficiary  directs  or  controls  manner  In 
which  it  shall  be  voted.  This  is  desirable  because  the  bank  as  trustee  does 
not  then  in  fact  control  snob  vote. 

Section  310  (c)  (new) :  Eliminates  any  doubt  that  a  holding  company  which 
has  met  the  requirements  for  obtaining  a  voting  permit  may  cumulate  its  shares 
In  the  same  manner  as  other  shareholders  are  permitted  to  do.  This  Is  in 
conformity  with  the  construction  placed  upon  the  present  law  by  the  Fed- 
eral Reserve  Board  and  by  the  Comptroller's  office. 

Section  311:  Gives  discretion  to  the  Comptroller  to  permit  a  State  bank 
mnverting  into  a  national  bank  to  carry  over  and  retain,  subject  to  certain 
conditions,  such  sound  assets  as  a  State  bank  may  have  which  do  not  con- 
form to  the  requirements  as  to  assets  held  by  national  banks. 

Section  312 :  Permits  the  Comptroller  to  delegate  the  inmnnni  labor  of  counter- 
signing bond  transfers  in  connection  with  substitution  of  securities  held  to 
secure  circulation  Issued  by  national  banks. 

Section  313:  Permits  branches  of  national  banks,  which  branches  are  located 
outside  of  the  United  States,  to  charge  same  Interest  rate  permitted  by  local  law 
to  competing  Institutions. 

Section  314  (new)  ;  Provides  that  before  the  declaration  of  dividends,  national 
banks  shall  carry  not  less  than  one-tenth  of  their  net  profits  of  the  pro- 
ceeding half  year  to  surplus  until  same  is  built  up  to  an  amount  equal  to  the 
common  capital  instead  of  present  requirement  that  same  need  only  equal  20 
per  centum  of  capital.  This  change  Is  deemed  desirable  in  connection  with  the 
provision  that  assessment  liability  be  eliminated  from  bank  stock  and  is  fur- 
ther desirable  from  the  standpoint  of  building  up  a  proper  capital  structure. 

Section  SIS  (new) :  Extends  the  criminal  provisions  of  existing  law  relative 
to  embeaslement,  false  entry,  etc.,  by  officers  and  employees  of  member  banks  to 
include  any  Insured  bank. 

Section  316 :  Gives  the  Comptroller  closer  supervision  over  national  banks  in 
voluntary  liquidation  as  distinguished  from  those  in  receivership  by  requiring 
reports  to  him  and  to  the  shareholders  and  subjecting  the  bank  to  examination. 
Also  enables  shareholders  to  remove  an  incompetent  liquidating  agent. 

Section  317  (new) :  Extends  present  prohibition  on  use  of  word,  "  national ", 
by  banks  other  than  national  banks,  to  Include  "  Federal "  or  "  United  States  ", 
or  any  combination  of  such  words. 

Section  818.  Amends  section  S  of  the  Federal  Reserve  Act  so  as  to  require 
member  banks  to  reduce  their  holdings  of  Federal  Reserve  bank  stock  upon  a 
reduction  in  their  own  surplus,  Just  as  they  are  already  required  to  do  upon  a 
reduction  in  their  own  capital.  It  would  also  repeal  the  provisions  of  sections 
B  and  6  of  the  Federal  Reserve  Act  which  require  the  board  of  directors  of  a 
Federal  Reserve  bank  to  execute  a  certificate  to  the  Comptroller  of  the  Currency 
showing  an  Increase  or  decrease  In  the  capital  stock  of  the  Federal  Reserve 
bank.  Inasmuch  as  every  adjustment  In  Federal  Reserve  bank  stock  is  ap- 
proved by  the  Federal  Reserve  Board  before  the  stock  is  issued  or  canceled, 
the  filing  of  such  certificates  with  the  Comptroller  of  the  Currency  Is  a  useless 
Formality  involving  duplication  of  work. 

Section  319:  Authorizes  Federal  Reserve  Board  to  prescribe  form  and  con- 
ents  of  reports  of  condition  to  be  made  by  State  member  banks  and  prescribes 
nanner  in  which  such  reports  must  be  published. 
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Section  320  (a)  :  Amende  section  11  (m)  of  the  Federal  Reserve  Act  so  as  to 
place  State  member  banks  on  a  parity  with  national  banks  In  lending  on  the 
security  of  bonds,  notes,  certificates  of  indebtedness,  and  Treasury  bills  of  the 
United  States,  by  changing  the  limitation  on  loans  to  one  Individual  on  such 
security,  from  10  percent  of  the  bank's  unimpaired  capital  and  surplus  to  25 
perceut  thereof,  as  provided  for  national  banks  in  section  5200  of  the  Revised 
Statutes. 

Section  320  (b)  I  Amends  section  5200  of  tbe  Revised  Statutes  Bo  as  to  extend 
the  eighth  exception  thereof,  which  pertains  to  loans  secured  by  bonds,  notes, 
and  certificates  of  indebtedness  of  the  United  States,  so  as  to  apply  also  to  loam 
secured  by  Treasury  bills  of  the  United  States. 

Section  321  (new)  :  Present  law  permits  Federal  Reserve  bank  to  make 
direct  loans  to  private  business  on  adequate  endorsement  and  security.  The 
amendment  permits  snch  loan  on  adequate  endorsement  or  security. 

Section  322:  This  section  makes  certain  changes  in  the  language  of  section 
13b  of  the  Federal  Reserve  Act,  making  it  conform  to  the  amendment  III  title  I 
of  the  bill  whereby  stock  of  tbe  Federal  Deposit  Insurance  Corporation  sub- 
scribed for  by  the  Federal  Reserve  banks  is  changed  to  no  par  value.  These 
changes  are  in  form  only  and  do  not  alter  the  effect  of  the  existing  law. 

Section  323  (a)  (partly  new) :  Authorizes  Federal  Reserve  Board  to  define 
"  deposit "  and  related  terms  for  reserve  and  interest  requirements  respecting 
deposits. 

Section  323  (b) :  Amends  section  19  of  the  Federal  Reserve  Act  so  that,  for 
purposes  0f  computing  member  bank  reserves,  amounts  due  from  other  banks 
(Including  checks  in  process  of  collection)  may  be  deducted  from  gross  demand 
deposits  rather  than  from  balances  due  to  other  banks,  thus  extending  the  bene- 
fit of  this  deduction  to  country  banks  which  have  no  balances  due  to  other  banks. 

Section  323  (c)  :  Amends  section  10  of  the  Federal  Reserve  Act  so  as  to 
add  to  the  classes  of  deposits  exempted  from  the  prohibition  against  the  pay- 
ment of  interest  on  demand  deposits  the  following:  (1)  Deposits  payable 
outside  the  States  of  the  United  States  and  the  District  of  Columbia  (rather 
than  merely  those  payable  In  foreign  countries) ;  (2)  deposits  of  trust  fundi 
on  which  interest  is  required  by  State  law;  and  (3)  deposits  of  the  United 
States,  Its  Territories,  districts,  or  possessions  on  which  interest  is  required 
by  law. 

The  section  is  also  amended  to  make  more  flexible  the  Federal  Resem 
Board's  power  to  classify  time  and  savings  deposits  and  limit  the  rates  of 
Interest  to  be  paid  thereon.  The  absolute  prohibition  against  the  payment 
of  time  deposits  before  maturity  Is  relaxed  to  permit  such  payments  under 
conditions  prescribed  by  the  Board ;  and  deposits  payable  only  at  offices  of 
member  banks  located  outside  the  States  of  the  United  States,  and  the  District 
of  Columbia  are  exempted  from  all  restrictions  on  payment  before  maturity 
and  all  restrictions  on  interest  rates. 

Section  323  (d)  (new) :  Requires  member  banks  to  maintain  same  reserves 
against  Government  deposits  as  against  other  deposits. 

Section  324 :  Permits  the  Federal  Reserve  Board  or  the  Comptroller  of  tbe 
I'urrency.  as  the  case  may  be,  to  permit  waiver  of  report  and  examination 
of  affiliates. of  a  bank  where  such  report  and  examination  Is  not  necessary  In 
u  particular  case  to  disclose  relationship  existing  between  the  bank  and  tie 
affiliate.  This  eliminates  the  burden  and  expense  now  Involved  in  hundreds 
of  cases  where  there  is  no  beneficial  object  to  be  gained  in  requiring  submis- 
sion and  publication  of  such  report,  due  to  the  fact  that  the  affiliate  is  mereU 
a  technical  accidental  affiliate  having  no  relationships  whatsoever  with  the 
hank,  such  as  for  example,  newspapers,  clothing  stores,  lumber  yards,  eta. 
which  become  technical  affiliates  because  of  the  accident  that  a  majority  of 
their  directors  happen  to  be  directors  of  the  bank. 

Section  325  (a)  (now) :  Extends  the  present  provisions  of  the  law  prohibit- 
ing loans  and  gratuities  to  examiners  of  member  banks  to  include  examiner* 
of  nil  insured  hanks. 

Section  325  (h)  (new) :  Extends  to  Federal  Deposit  Insurance  Corporation 
examiners  the  present  prohibitions  of  law  against  disclosure  of  confidential 
Information  by  examiners. 

Section  325  (c)  (partly  new)  :  Corrects  impractical  features  of  present  law 
relative  to  loans  to  executive  officers  of  banks  by  vesting  certain  discretions 
wltli    tbe  Federal  Reserve  Board   to   issue   regulations  governing  same  and 
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substituting  rttnOTal  from  office  for  present  criminal  provisions  of  the  law. 
There  la  "l«o  a  8-year  extension  of  time  within  which  present  loans  most  be 
retired,  such  extension,  however,  operative  only  if  the  board  of  directors 
adopt  a  resolution  determining  that  it  ia  to  the  best  interest  of  the  bank  to  make 
the  extension  and  that  the  officer  has  made  every  proper  effort  to  reduce  his 
obligation. 

Section  326  (partly  new)  :  Under  present  law  there  are  certain  rigid  require- 
ments and  limitations  on  loans  to  affiliates.  Exception  to  these  requirements 
Is  provided  for  where  the  affiliation  arose  out  of  foreclosure  by  the  bank  on 
collateral.  It  Is  often  necessary  to  advance  funds  to  an  affiliate,  control  of 
which  has  been  obtained  through  foreclosure  in  order  to  enable  the  bank  to 
salvage  the  real  value  out  of  its  assets  and  reduce  the  banks  loss.  Under  the 
circumstances,  such  affiliate  manifestly  cannot  borrow  elsewhere.  There  Is 
also  excluded  the  accidental  type  of  affiliate,  control  of  which  is  obtained  by 
the  bank  in  a  fiduciary  capacity,  as  for  example,  where  the  bank  becomes 
executor  and/or  trustee  of  the  deceased's  estate,  among  the  assets  of  which  is 
a  going  business  which  must  be  operated  by  the  bank  as  such  trustee.  There  is 
also  excluded  an  affiliate  engaged  solely  in  operating  property  acquired  for  bank 
purposes.  An  additional  exception  now  recommended  is  to  exclude  from  the 
limitations  of  the  section,  loans  fully  secured  by  obligations  fully  guaranteed 
by  the  United  States  and  loans  to  affiliates  engaged  solely  in  holding  such 
obligations,  thus  extending  present  law  in  that  respect  as  to  direct  obligations 
of  the  United  States  to  Include  obligations  guaranteed  by  the  United  States. 

Section  827  (new) :  Exempts  loans  for  Industrial  purposes  made  in  coopera- 
tion with  a  Federal  Reserve  bank  or  the  Reconstruction  Finance  Corporation 
from  existing  restrictions  on  real-estate  loans  by  national  banks,  due  to  pro- 
tection received  by  the  banks  from  either  the  Federal  Reserve  bank  or  the 
Reconstruction  Finance  Corporation,  where  such  loans  are  Jointly  made.  As 
to  such  loans  there  is  no  need  for  such  restrictions  as  are  desirable  for  a 
real-estate  loan  made  by  the  bank  in  its  sole  capacity.  Furthermore,  such 
existing  restrictions  have  been  found  to  seriously  interfere  with  the  scope  and 
object  of  the  Industrial  Loan  Act  as  they  operate  to  prevent  two  or  more 
banks  cooperating  with  the  Federal  Reserve  bank  or  the  Reconstruction  Finance 
Corporation  in  making  a  single  industrial  loan,  prevents  such  loan  where  a 
substantial  part  of  the  security  is  real  estate  located  outside  of  the  restricted 
area  In  which  national  banks  are  limited  in  making  real-estate  loans,  and  for 
other  reasons. 

Section  328  (new) :  Amends  the  Clayton  Act  to  permit  the  Federal  Reserve 
Board  to  supervise  by  regulation  Instead  of  by  permit  the  matter  of  interlocking 
directorates. 

Sections  329  and  330 :  Bring  the  law  governing  consolidation  of  national  banks 
Into  conformity  with  that  governing  consolidations  of  a  State  and  National 
bank,  and  offers  additional  protection  to  dissenting  shareholders  in  the  matter 
of  obtaining  the  appraised  value  of  their  stock.  Requirement  is  made  that 
notice  of  discount  be  given  by  such  shareholders  when  the  vote  to  consolidate 
I*  had. 

Sections  331  and  332  (new)  :  Extend  to  the  Federal  Deposit  Insurance  Cor- 
poration the  protection  now  given  by  law  to  other  Federal  institutions  against 
the  misleading  use  of  their  name  and  extend  to  all  Insured  banks  present  re- 
quirements of  law  making  robbery  of  member  banks  a  Federal  offense. 

Section  333:  Amends  section  5143  of  the  Revised  Statutes  so  as  to  make  It 
dear  that,  in  approving  reductions  of  capital  stock  by  national  banks,  the 
Comptroller  of  the  Currency,  in  order  to  conserve  the  assets  for  the  protection 
of  the  banks,  may  specify  that  such  banks  shall  not  distribute  a  corresponding 
amount  of  their  assets  to  their  shareholders.  The  amendment  would  also  strike 
oat  the  words  which  make  it  necessary  for  capital-stock  reductions  to  be  ap- 
proved by  the  Federal  Reserve  Board  In  addition  to  the  Comptroller  of  the 
Currency,  thus  eliminating  an  unnecessary  duplication  of  work. 

Section  334:  Amends  section  5139  of  the  Revised  Statutes  by  adding  a  para- 
paph  specifying  certain  information  to  be  stated  on  certificates  hereafter  issued 
representing  shares  of  stock  In  national  banks. 

Section  330:  Amends  the  last  sentence  of  section  301  of  the  Emercency  Bank- 
lag  Act  of  March  9,  1933,  so  as  to  require,  in  connection  with  the  issuance  of 
preferred  stock,  the  same  kind  of  a  certificate  by  the  Comptroller  of  the  Cur- 
rency as  to  the  validity  of  such  issue  as  is  now  required  in  the  case  of  the 
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Section  336:  Section  336  would  terminate  the  liability  of  shareholders  Of 
banks  and  trust  companies  In  the  District  of  Colombia  as  of  July  1,  1987,  In  a 
manner  similar  to  that  provided  elsewhere  In  the  bill  for  terminating  tile 
liability  of  shareholders  of  national  banks. 

Senator  Cottzens.  Does  title  111  suggest  anything  more  than  was 
before  us  at  the  last  session? 

Senator  Bulkley.  There  are  a  few  other  matters;  there  are  a  few 
eliminations  from  it,  and  also  some  differences. 

Senator  Glass.  Mr.  O'Connor,  can  you  return  in  the  morning  at 
10:30! 

Mr.  O'Coimoa.  Yes,  sir. 

Senator  Glass.  We  will  recess  until  tomorrow  morning  at  10: 30. 

(Whereupon,  at  12 :  05  p.  m.,  a  recess  was  taken  until  tomorrow, 
Friday,  Apr.  26,  1935,  at  10: 80  a.  m.) 
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United  States  Senate, 
Subcommittee  op  the  Committee  on 

Banking  and  Currency, 

Washington,  D.  C. 
The  subcommittee  met,  pursuant  to  adjournment,  at  10:30  a.  m., 
in  room  301,  Senate  Office  Building,  Senator  Carter  Glass  presiding. 
Present:  Senators  Glass  (chairman  of  the  subcommittee),  Bulkley, 
Byrnes,  Bankhead,  and  Couzens. 
Senator  Glass.  The  committee  will  please  come  to  order. 

STATEMENT   OF   7.    F.    T.    O'CONNOR,    COMPTROLLER   OF   THE 
CURRENCY — Resumed 

Senator  Glass.  Mr.  Comptroller,  I  wanted  to  ask  you,  first,  if  you 
ever  had  any  particular  observations  of  branch  banking. 

Mr.  O'Connor.  No,  sir;  I  have  not.  I  have  not  made  a  study  of  it, 
either,  Senator. 

Senator  Glass.  Tou  are  not  prepared  to  say  what  you  think  of 
branch  banking? 

Mr.  O'Connor.  No,  sir. 

Senator  Glass.  Well,  we  were  talking  yesterday,  when  we  recessed, 
about  receiverships.  Have  you  any  informative  information,  any 
available  information  with  respect  to  banks  and  receiverships? 

Mr.  O'Connor.  Yes,  Senator.  There  has  been  some  question  raised 
with  reference  to  information  for  the  benefit  of  depositors  with  refer- 
ence to  the  closed  banks,  and  I  think  it  is  well  to  get  that  point  cleared 
up.  In  all  receivership  banks  at  the  end  of  every  quarter  we  post  up 
in  the  bank  a  complete  statement  of  the  condition  of  that  trust,  so  that 
everybody  that  has  any  interest  in  that  trust  may  go  to  that  bank  and 
find  out  its  condition. 

Senator  Couzens.  How  long  has  that  been  the  practice? 

Mr.  O'Connor.  As  long  as  I  remember  in  the  office,  Senator,  it 
has  not  been  of  recent  adoption. 

Now,  that  report,  which  is  published  quarterly,  and  usually  the 
newspapers  in  the  community  publish  that  voluntarily  for  the  benefit 
of  the  people,  shows  the  following:  Assets  at  date  of  suspension  (book 
value  as  reported  in  receivers'  first  report) ;  additional  assets  acquired 
since  suspension  (book  value);  stock  assessment;  total  assets  to  be 
accounted  for,  cash  collected  from  assets;  cash  collected  from  addi- 
tional assets;  cash  collected  from  stock  assessment;  total  cash  collected 
from  assets  and  stock  assessments;  offsets  allowed  on  assets;  losses 
charged  off  on  assets  and  on  stock  assessment;  remaining  assets, 
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consisting  of  uncollected  assets,  uncollected  additional  assets,  and 
uncollected  stock  assessment;  and  also  a  recapitulation  of  remaining 
assets:  book  and  estimated  values,  showing  uncollected  assets, 
uncollected  additional  assets,  uncollected  stock  assessment,  and  a 
total  of  the  remaining  assets. 

And  then  under  liabilities  we  show  secured  liabilities  at  date  of 
suspension;  unsecured  liabilities  at  date  of  suspension,  additional 
liabilities  established,  total  liabilities  of  this  date;  secured  and  pre- 
ferred liabilities  paid  in  cash  (paid  by  conservator} ;  unsecured  liabili- 
ties offset;  unsecured  liabilities  for  which  receiver's  certificates  have 
been  issued ;  unpaid  secured  liabilities  (both  proved  and  unproved) 
unsecured  liabilities  not  paid  or  proved,  total  liabilities  accounted  for. 

And  then  we  show  collections  and  disbursements:  Collections  from 
all  sources,  showing  cash  collected  from  assets  and  stock  assessment; 
cash  collected  from  interest,  premium,  and  rents;  cash  collected  by 
receiver,  and  held  as  trustee  for  owners;  Reconstruction  Finance 
Corporation  loans  received  (loan  to  conservator) ;  total  collections  to 
be  accounted  for. 

Disbursements  of  every  character,  showing  secured  and  preferred 
liabilities  paid  (including  dividends)  (paid  by  conservator);  collateral 
account  (collections  held  by  secured  creditors  and  not  yet  applied); 
advances  in  protection  of  assets  (taxes,  insurance,  etc.);  expenses  of 
receivership  (expenses  and  advances  by  conservator) ;  dividends  paid 
to  unsecured  creditors  (paid  by  conservator) ;  Reconstruction  Finance 
Corporation  loans  repaid;  cash  in  hands  of  receiver  and  Comptroller; 
and  total  collections  accounted  for. 

In  addition  to  that,  there  is  an  annual  report  of  the  Comptroller 
published  each  year;  the  year  terminates  on  October  31,  and  in  that 
report  several  hundred  pages  are  devoted  to  the  administration  of 
the  liquidation  of  closed  banks. 

Senator  Couzens.  Individually,  or  collectively? 

Mr.  O'Connor.  Both.  For  instance,  I  will  give  you  individually 
what  we  show. 

All  collections  by  receivers,  collection  and  offsets  allowed;  collec- 
tions from  stock  assessments. 

This  is  for  each  bank.  Senator. 

Amounts  borrowed 

Senator  Couzens  (interposing).  Let  me  understand  it.  Do  I 
understand  that  you  put  in  a  detail  of  this  trust  in  your  report;  of 
each  trust? 

Mr.  O'Connob.  Yes;  of  the  1,500.  I  am  pleased  you  asked  that. 
Senator. 

Amounts  borrowed  from  the  Reconstruction  Finance  Corporation; 
dividends  paid  by  receivers  to  secured  and  unsecured  creditors; 
distributions  by  conservators,  payments  to  secured  and  preferred 
creditors;  offsets  allowed  and  settled;  disbursements  for  protection 
of  assets;  receivers'  salaries,  legal  and  other  expenses;  conservators' 
salaries,  legal  and  other  expenses;  a  table  showing  the  status,  progress, 
and  results  of  liquidation  of  all  national  bonks  placed  in  hands  of 
receivers  from  the  date  of  the  first  national  bank  failure  in  1S65  to 
October  31,  last,  the  end  of  the  fiscal  year  in  the  Comptroller's  Office; 
separate  tables  giving  dates  of  appointment  of  receivers;  capital  at  date 
of  organization  and  at  date  of  failure;  dividends  paid  while  solvent; 
total  deposits,  bills  payable,  and  rediscounts  at  date  of  failure;  also 
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tables  showing  assets  at  date  of  failure,  additional  assets  acquired 
subsequent  to  failure;  offsets  allowed;  disposition  of  all  collections 
and  dividends  paid  to  creditors  of  all  insolvent  national  banks,  this 
information  being  given  in  detail  as  to  each  and  every  national  bank 
in  liquidation. 

Now,  I  have  given  you  two  methods  of  rather  wide  publicity,  and 
the  third  method  which  we  pursue  is  to  coll  in  a  committee  of  the 
larger  depositors  of  the  trust — advising  the  receiver  to  do  so,  when- 
ever he  has  the  sale  of  some  rather  important  asset  of  the  trust.  And 
the  subcommittee  knows  that  we  cannot  make  a  sale  of  property 
without  a  petition  filed  with  the  court  Betting  forth  the  price,  and  the 
appraisement,  and  a  hearing  on  it,  and  then  the  court,  if  he  feels  it 
fair  and  equitable  to  the  trust,  will  permit  it  to  be  sold. 

I  can  give  you  a  good  illustration  right  in  this  city.  We  have  a 
rather  large  building;  it  is  owned  by  one  of  the  receivership  banks  in 
Washington,  and  we  were  offered  $400,000  for  it,  cash.  The  receiver 
and  representatives  of  the  Comptroller's  Office  went  into  the  matter 
rather  carefully,  and  I,  myself,  went  down  to  the  building  and  went 
through  the  nine  floors,  and  through  the  stores  and  the  offices,  and 
we  declined  the  $400,000  offer,  and  within  30  days  the  offer  was  raised 
to  $450,000.  Before  we  accepted  that  we  called  in  a  committee  of 
five  or  six  representing  the  largest  depositors  in  that  bank.  We  asked 
them  for  then*  judgment  of  the  matter  and  gave  them  all  the  informa- 
tion we  had.  They  came  up  to  my  office.  I  talked  to  them  personally 
about  it.  They  all  felt  that  we  should  accept  it,  felt  it  was  a  very 
good  offer.  And  we  had  for  their  information  the  income  from  the 
building,  the  taxes,  and  the  upkeep,  and  everything.  That  offer  was 
filed  with  the  court  for  approval,  and  the  court  has  given  2  or  3  weeks 
of  published  notice  to  that  petition,  and  it  is  in  its  file  and  it  will  be 
acted  upon  on  the  date  fixed  in  that  petition.  That  is  an  illustration 
of  the  way  these  receivership  matters  are  handled. 

Senator  Glass.  Mr.  Comptroller,  while  you  have  available  for  all 
interested  parties  and  for  the  public  information  of  the  sort  recited 
by  you,  you  give  out  that  information  through  your  regular  force,  do 
you  notf    Tou  do  not  employ  an  expert  publicity  agent? 
Mr.  O'Connor.  No;  I  have  no  such  agent. 
Senator  Glass.  That  is  contrary  to  law. 
Mr.  O'Connor.  Yes,  sir. 

Senator  Glass.  But  it  looks  to  me  like  every  bureau  in  Washing- 
ton has  an  expert  publicity  agent  hired. 

Mr.  Comptroller,  I  note  m  the  newspapers  what  is  a  mistake, 
and  I  assume  an  inadvertent  mistake.  Yesterday,  or  the  day  before, 
»hen  you  were  testifying,  you  gave  the  amount  of  indebtedness  of 
executive  officers  of  national  banks,  and  the  reduction  made.  You 
did  not  mean  to  have  anyone  infer  that  there  had  been  any  loans  to 
executive  officers  since  the  passage  of  the  Bank  Act  of  1933,  did  you? 
Mr.  O'Connor.  No,  Senator;  no  loans  have  been  made,  according 
to  the  reports  of  examinations  filed  in  the  Comptroller's  office,  by  any 
national  bank  to  any  executive  officer  since  the  passage  of  the  Bank 
Act  of  1933;  and  the  figures  that  I  gave  showing  the  indebtedness  of 
executive  officers,  both  directly  and  indirectly,  the  two  figures  referred 
to  the  loans  that  were  then  in  the  national  banks  as  of  June  30,  1933. 
And  then  I  followed  that  by  showing  the  reduction  that  had  been 
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made.  But  no  new  loans  to  the  executive  officers  have  been  made 
Rince  the  passage  of  that  act. 

Senator,  might  I  clear  up  a  matter  that  Senator  Couzens  asked 
about  yesterday? 

Senator  Glass.  Yes. 

Mr.  O'Connor.  I  said  I  would  bring  the  figures  today.  Senator 
Couzens,  yesterday,  when  I  gave  the  amount  of  dividends  that  had 
been  distributed  to  depositors  in  closed  banks  since  March  16,  1933, 
the  total  being  $644,793,467,  the  Senator  inquired  whether  I  had  a 
break-down  showing  how  much  of  that  sum  had  been  borrowed  from 
the  Reconstruction  Finance  Corporation.  I  am  prepared  now, 
Senator,  to  give  those  figures. 

Senator  Couzens.  Very  well. 

Mr.  O'Connor.  The  Office  of  the  Comptroller  of  the  Currency  bor- 
rowed from  the  Reconstruction  Finance  Corporation,  from  March  16, 
1933,  to  April  20,  1935,  $275,181,347. 

We  have  repaid  to  the  Reconstruction  Finance  Corporation 

Senator  Bulkley  (interposing).  Is  that  the  gross  amount  that  has 
been  loaned  to  the  banks? 

Mr.  O'Connor.  Yes:  to  closed  banks. 

Senator  Bulkley.  To  closed  banks? 

Mr.  O'Connor.  Yes;  about  a  billion  has  been  loaned  to  all  bank, 
total. 

Senator  Bulkley.  You  mean  to  closed  banks? 

Mr.  O'Connor.  Yes. 

We  have  repaid  to  the  Reconstruction  Finance  Corporation 
$160,125,692;  not  quite  50  percent  has  been  repaid.  As  we  would 
collect  on  these  assets,  of  course,  we  make  repayment  at  once  to  the 
Reconstruction  Finance  Corporation. 

Senator  Byrnes.  You  say  you  borrowed  $275,181,347  and  paid 
back  $160^125,692? 

Mr.  O'Connor.  That  is  right. 

Senator  Byrnes.  That  is  more  than  50  percent. 

Mr.  O'Connor.  Yes.     I  deducted  it.    You  are  correct,  Senator. 

Now,  all  of  this  amount  of  $275,181,347  that  was  borrowed,  of 
course,  was  not  available  for  dividend  purposes.  I  did  not  take  the 
trouble  to  break  that  down,  but  I  just  want  to  call  your  attention  to 
the  fact  that  a  large  part  of  that  sum — not  intending  to  use  the  word 
"large"  by  more  than  50  percent — but  a  large  part  of  it  was  used  for 
the  payment  of  preferred  claims. 

Senator  Bankhead.  And  to  recapture  collaterals? 

Mr.  O'Connor.  Yes;  and  to  recapture  collaterals,  to  bring  it  back 
into  the  bank,  of  course.  And  a  part  of  it  was  used  to  repay  the 
Reconstruction  Finance  Corporation,  and  we  made  a  new  loan  to 
take  care  of  this  and  new  matters.  I  have  not  a  break-down  of 
that.    I  would  be  glad  to  furnish  it  if  the  committee  cares  for  it. 

Now,  Senator,  for  the  information  of  the  committee,  I  would  like 
to  put  into  the  record  a  table  I  used  yesterday  with  reference  to  the 
assessment  for  all  purposes  for  thirteen  years  on  one-eighth  of  1  per- 
cent, if  there  is  no  objection. 

Senator  Glass.  That  will  be  received. 

(The  table  referred  to  is  here  printed  in  the  record  in  full,  as  follows;) 


itf  by  Google 


BANKING  ACT  OF   1935  123 

Summary  of  hypothetical  projection  of  a  deposit  insurance,  corporation's  operating 
statements,  period  Jan.  1,  1991,  to  Mar.  IB,  19SS 

Combined  capital  and  surplus  fund  of  Corporation  as  of  Jan.  1.  $325,  000,  000 

\dd: 

Assessment  income  (one-eighth  of  1  percent) SIS,  181,  112 

Investment  earnings  for  year  (3)4  percent) _  117, 182,694 

Recoverips  from  advances  made 1,  285,  920,  916 

Total  income... 2,221,284,722 

Less: 

Advances  to  pay  insured  deposits 2,296,  287,  450 

Expense  of  operation 35,000,000 

Total  disbursements 2,331,287,450 

Net  loss — — -- - - 110,002,728 

Combined  capital  and  surplus  fund  of  Corporation  at  end  of 
period.  ._ 214,987,272 

Number  bank  suspensions . 11,278 

Total  deposits —  . 85,  102,861,000 

Insured  deposits  (46  percent)... .'.1. . $2,296,  287,  460 

Lome*  (eventual,  44  percent).. $1,010,366,684 

Hecoveries  (eventual,  56  percent) . $1,285,920,916 

MEMORANDUM 

Assessments,  13-year  period: 

One-twelfth  of  1  percent $546,  454,  077 

:•-       One-eighth  of  Ijftroerit ...^ $818,  181,  116 

One-sirth  of  1  percent SI,  090,  90S,  154 

1  percent $6,  646,  448,  924 

Total  bank  suspensions,  period  Jan.  1,  1921,  to  Mar.  15, 1933..  11,  27S 

Total  nooliceaaed  banks  placed  in  liquidation  or  receivership 
Mar.  16,  1933,  to  Dec.  31,  1934: 

National 860 

State  member 68 

Nonmeuiber- — —  ... 1,092 

TotaL 2,020 

Total  insured  banks  in  the  United  States  as  of  Oct.  31,  1934, 
numbered: 14, 12S 

Total  reporting  banks  in  the  United  States  as  of  June  30,  1934, 
numbered 16,894 

Total  insured  deposits  represented  in  the  attached  schedule 
have  been  predicated  upon  a  percentage  factor  of  currently 
insured  deposits  in  active  banks,  of  approximately. ..percent  45 

The  amounts  of  liquidation  recoveries  given  in  the  attached 
schedule  are  predicated  upon  a  total  liquidation  recovery,  over  a  Percent 

5-year  period  of 66 

Such  recoveries  have  been  further  analyzed  and  found  to  occur  at 
the  approximate  progressive  annual  rates  of. 26, 15,  8,  5,  3 

Relative  to  the  above-mentioned  liquidation  recovery  rate  of  56 
percent,  the  records  of  my  office  indicate  the  average  percentage 
of  dividends  paid  in  all  national-bank  receiverships  liquidated 
and  finally  closed  from  1865  to  Oct.  31,  1934,  to  have  been 66.  51 

Hie  records  of  my  office  further  indicate  the  average  percentage  of 
dividends  paid  in  national-bank  receiverships  liquidated  and 
finally  closed  during  the  10-year  period  ended  Oct.  31,  1934,  to 

have  been 56.  82 

The  average  liquidation  recovery  percentage  of  56  percent  used  in  the  calcula- 
tion herewith  represents,  therefore,  some  reduction  in  the  rate  apparent  for 
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national-bank  liquidations  on  account  of  the  assumed  lower  percentage  of  liquida- 
tion in  banks  other  than  national. 

The  records  of  my  office  indicate  the  average  period  of  liquidation  for  national 
bank  receiverships  liquidated  and  finally  closed  during  the  13-yea.r  period  1021 
to  1934,  to  have  been — 5  years. 

The  issue  of  debentures  to  the  Government  in  an  amount  substantially  lea 
than  the  total  authorized  by  law  would  have  adequately  served  to  cover  the 
deficits  appearing  in  the  attached  schedule  for  the  years  1931,  1982,  and  1933, 
and  such  debentures  could  be  repaid  from  earnings  in  subsequent  years. 

:,  period  Jan.  1,  19S1,  to  Dee.  SI,  1983,  predicated  upon 
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Mr.  O'Connor.  And  yesterday,  Senator,  I  also  stated  that  there 
were  11  national  banks  which  had  been  closed  since  the  banking  holi- 
day of  1933,  and  only  2  of  those  were  members  of  the  insurance  fund. 
And  I  have  prepared  a  break-down  for  the  information  of  the  commit- 
tee showing  just  why  those  banks  failed — embezzlement,  and  other 
reasons,  the  13 — and  that  is  all  the  national  banks  that  have  failed 
since  the  banking  holiday  of  1933.  And  with  the  permission  of  the 
chairman  and  the  committee  I  would  like  to  put  that  into  the  record. 

Senator  Glass.  That  may  go  into  the  record. 

(Table  and  information  regarding  disposition  of  licensed  national 
banks  which  failed  following  the  banking  holiday,  is  here  printed  in 
the  record  in  full,  as  follows:) 
Memorandum  for  the  Comptroller. 

Information  regarding  disposition  or  present  status  of  licensed  national  banks 
which  failed  following  the  banking  holiday: 

Licensed  banks  closed  with  immediate  appointment  of 


Name  or  tank 


BnahvlUe.  Ind.:  American  Nation*!  Bunk 

Bank  Will  in  receivership.    Dividends  aggregating  80  percent  have  been 

Cto  creditors.    Estimated  future  dividends  approximately  10  percent 
rtlaber,  Okla.:  Mm  National  Bank _... 

Cause  of  failure:  Defalcations.  Bank  still  in  receivership  Dividends 
aggregating  B2J4  percent  paid  to  creditors.  Estimated  future  dividends 
approximately  is  percent. 

West,  Tea.:  National  Bank  of _ 

Cause  of  failure;  Defalcations.  Returned  to  directors  II  a.  m.,  Oct.  0, 
WW,  for  purpose  of  consummating  sale  ot  assets  to  the  State  National  Bank 
of  West.  Tbi.  Meeting  of  stockholders  held  and  bank  voted  Into  votantary 
liquidation.    Creditors  paid  100  percent.    Final  report  on  Oct.  fl,  1934. 

Luna,  Mont,:  First  National  Bank 

federal  Deposit  Insurance  Corporation,  receiver.  Creditors  paid  in  full 
b>  corporation. 

flwndon.  Vs.:  National  Bank  of. 

Cause  of  failure:  Defalcations.    Federal  Deposit  Insurance  Corporation, 


Apr.  22,1933 
July  20, 1933 


July   10,  ISM 
Jan.   io,  IMS 


Apr.  SB,  IB 
Jul;  27,  IB 


July  i.,ish 
Jan.    10.1B3S 


Licensed  banks  closed  through  subsequent  revocation   of  licenses   and  conservator* 
appointed  final  disposition  indicated 


pension  and 
appoln* ■ 


Albuquerque,  N.  Hex.:  First  National  Bank  of 

Cause  of  failure:  Defalcations.  License  Issued  to  First  National  Bank 
In  Albuquerque  to  succeed  First  National  Bank  of  Albuquerque,  and 
conservstor  of  latter  bank  authorised  to  return  bank  to  Its  board  of  direc- 
tion, effective  Oct.  24, 1933.    Creditors  paid  100  percent. 

Camden,  Ark.:  First  National  Bank __ 

Cause  of  failure:  Due  to  depredation  on  large  amounts  Arkansas  bonds, 
reveouM  on  which  were  taken  away  by  Stale  law.  SO  percent  distribu- 
tion made  to  creditors  by  Spokane  Sale  while  in  conservatorship.  Esti- 
mated future  dividends  approximately  10 percent.    Bank  still  in  receiver- 

Batt£'  Creek,  Mich.:  Old  Merchants  National  Bank 

Conservatorship  terminated  and  bank  returned  to  board  of  directors, 
affective  12  noon,  June  9, 1931,  lor  the  purpose  of  entering  into  a  contrast 
af  sale  with  the  Security  National  Bank  ofBsttle  Creek,  which  bank  was 
licensed  and  authorized  to  commence  business  on  iuoe  9,  1831.  Creditors 
paid  SB  percent. 

Boulder.  Colo.;  Boulder  National  Bank 

K  percent  distribution  to  creditors  through  Spokane  sale  while  In  con- 
ihip.  Estimated  future  dividends  approximately  20  percent. 
11  in  ; ' '■■- 
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™ 

Dat*  of  sus- 
pension and 
appointment 
ofconsorvator 

Data  receiver 

appointed 

July  31,1931 
Sept.    1,19.13 

Jan     SI  UN 

Cause  ot  failure:  Defalcations,    Receivership  terminated  at  S  p.  m., 
Oct.  IB,  1934,  and  bank  restored  to  solvency  tor  purpose  of  completing 
reoraaniiation  plana  and  selling  acceptable  assets  to  Beui  County 
National  Hans  ot  San  Antonio.    Old  bank  voted  into  voluntary  llqulda- 
datlon.    Creditors  paid  100  percent.    Final  report  Oct.  lfl,  IBM. 

60-percent  distribution  paid  to  creditors  by  Spokane  sale  wblle  bank  In 
conservatorship.    Second  dividend  ot  IS  percent  paid  by  receiver.    Esti- 
mated future  dividends  approilmately  8  percent.    Bank  still  In  receiver- 

Senator  Bulkley.  Mr.  Comptroller,  what  classification  do  your 
examiners  report  on  loans? 

Mr.  O'Connor.  We  have  three  general  classifications  that  the 
examiners  classify  the  loans.     The  first  is  slow 

Senator  Bulkley  (interposing).  Now,  this  refers  to  all  loans  in  all 
banks  examined? 

Mr.  O'Connor.  That  is  right,  all  national  banks,  Senator.  The 
first  classification  is  called  the  "slow  loans,"  and  that  includes  loans 
that  are  good,  loans  that  are  sound,  but  loans  that  could  not  be 
immediately  liquidated  but  they  are  good  and  sound;  and  those  are 
put  in  the  slow  column. 

The  next  column  is  the  doubtful  column,  and  in  that  column  is 
paper  that  the  examiners  say,  "Well,  it  is  not  what  I  would  call* 
sound  loan,  and  yet  there  is  no  evidence  at  once  that  it  is  a  loss;  if 
business  turns  a  little  or  some  little  thing  happens  in  here,  it  is  > 
good  loan,  but  I  will  have  to  classify  it  as  doubtful." 

Senator  Glass.  What  does  the  examiner  do  in  certain  instances  of 
that  sort? 

Mr.  O'Connor.  He  puts  it  in  the  doubtful  column. 

Senator  Glass.  I  know,  but  what  does  he  say  to  the  bank  officers* 

Mr.  O'Connor.  In  the  doubtful  column? 

Senator  Glass.  Yes. 

Mr.  O'Connor.  He  advises  them  to  watch  that  loan  until  his 
next  examination  comes  along,  and  to  improve  its  condition,  or  get 
additional  collateral,  or  get  it  in  better  shape. 

Now,  the  loss  column,  the  examiner  finds  just  a  straight  loss,  or  tt" 
makers  of  the  paper  are  bankrupt  or  people  out  of  jobs  entirely,  of 
they  just  cannot  pay,  and  he  just  culls  it  a  loss  and  out  they  go. 

Senator  Bulkley.  And  then  you  are  required  to  write  it  on? 

Mr.  O'Connor.  Yes;  that  is  written  off.  And  that  is  in  the  loss 
column. 

Senator  Glass.  I  am  asking  you  this  question  because  I,  at  least* 
want  to  know  whether  the  Comptroller's  office  is  pursuing  a  different 
poliry  now  from  what  was  formerly  pursued  when  the  Comptroller  of 
the  Currency,  some  years  ago,  came  before  us  and  told  us  that  if  he 
would  follow  out  the  requirement  of  the  law  he  would  close  one-bil* 
of  the  national  banks  of  the  country.  If  that  was  an  accurate  (Utv 
cription  of  the  situation  it  meant,  of  course,  that  the  Comptroller's*' 
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office  had  not  been  doing  its  duty  for  a  number  of  years  if  he  permitted 
the  banks  to  get  into  that  sort  of  a  situation. 

Now  you  authorize  examiners  to  report  derelictions  of  more  or  lesa 
a  gross  nature  and  suspend  bank  officers  who  do  not  comply  with  the 
report  of  your  examiners,  do  you  not? 

Mr.  O'Connor.  Yes;  Senator,  that  is  correct.  And  we  made  a 
survey  for,  I  believe,  the  first  time  in  the  history  of  the  office 

Senator  Couzens  (interposing).  Before  you  go  into  that,  may  I  ask 
you  if  you  can  clear  up  this  situation:  There  have  been  articles  in  the 

Eress  from  time  to  time  that  the  examiners  of  the  Comptroller's  office 
ave  adopted  a  deflationary  attitude  with  respect  to  loans ;  while  the 
Reconstruction  Finance  Corporation  was  urging  banks  to  make  more 
loans  to  industry  and  the  bankers  claimed  they  were  in  difficulty 
between  two  governmental  agencies,  one  resisting  loans  that  might 
not  be  A-l,  and  the  other  agency  of  the  Government  was  urging  them 
to  make  them.     Have  you  any  Knowledge  as  to  that? 

Mr.  O'Connor.  Ye3,  Senator.     I  am  glad  you  asked  that  question. 

I  want  to  answer  it  in  two  ways.     First 

Senator  Glass  (interposing).  Well,  include  in  your  answer  an 
answer  to  this  question:  Is  it  not  your  business  under  your  oath  of 
office  to  protect  the  public  interest  and  to  protect  the  depositors  in 
banks,  and  to  require  banks  to  make  good  loans,  rather  than  bad  or 
doubtful  loans? 

Mr.  O'Connor.  There  is  no  question  at  all,  Senator,  about  that 
being  the  policy  of  the  office  and  the  law  that  we  must  follow. 
Senator  Glass.  Yes. 

Mr.  O'Connor.  Now,  to  answer  Senator  Couzens'  question  more 
directly:  Some  criticism  such  as  that  appeared,  and  in  every  instance 
I  have  inquired  and  run  down  the  criticism  to  find  out  whether  or  not 
our  examiners  had  acted  fairly  in  the  classification  of  assets  of  loans. 
And  I  want  to  give  one  very  clear  illustration.  The  Mid-West  Bank- 
ing Magazine  published  an  editorial  and  stated  that  one  of  my  ex- 
ambers  had  required  the  charging  off  of  a  loan  of  $65,000  that  had 
i  two  million  dollar  trust  fund  as  security  back  of  it,  and  criticized 
him  very  severely.  I  immediately  wrote  the  editor,  and  I  told  the 
editor  that  if  I  had  an  examiner  in  the  field  doing  that  sort  of  thing 
I  would  discharge  him.  The  editor  took  the  matter  up  with  the  bank. 
The  bank  declined  to  give  the  name  of  the  examiner  and  declined  to 
pve  the  asset  that  was  criticized ;  the  editor  declined  to  give  the  name 
of  the  bank,  and  yet  they  published  that  false  statement  all  over  the 
country.     It  just  was  not  true. 

Now,  to  follow  it  up  further:  We  mndc  a  survey  of  every  examiner's 
report  to  find  out  the  percentage  of  loans  that  had  been  placed  in  the 
three  classifications  that  I  have  just  given  to  Senator  Bulkley,  and 
*e  examined  5,275  reports  of  national  banks.  And  the  total  amount 
of  loans  in  those  banks  was  $7,740,596,000.  The  examiners  placed 
2.88  percent  of  those  loans  in  the  loss  column  and  4.19  percent  in  the 
doubtful  column  and  27.06  percent  in  the  slow  column.  Now,  the 
•row  column,  of  course,  is  the  one  that  there  is  the  most  discussion 
•bout. 

Senator  Bulkley.  Do  you  require  them  to  set  up  reserves  against 
*Qe  slow  and  doubtful  columns? 
Mr.  O'Connor.  No;  not  against  the  slow. 
Senator  Bulkley.  But  against  the  doubtful  you  do? 
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Mr.  O'Connor.  Sometimes  or  a  portion  of  it. 

Now,  with  reference  to  the  alow  column,  we  cannot  just  permit  the 
alow  column  to  go  unchallenged.  In  other  words,  we  cannot  permit 
a  bank  to  get  overloaded  with  alow  paper,  and  still  we  cannot  run 
the  banks,  and  if  the  taxes  are  paid  and  the  interest  is  paid,  and  the 
only  objection  is  that  it  is  slow,  we  are  not  going  to  attempt  to  tell 
the  banker  how  he  shall  deal  with  that  particular  piece  of  paper, 
provided  he  is  not  overloaded  with  it.  So,  here  is  the  policy  our 
office  has  adopted  and  the  advice  to  examiners  with  reference  to  the 
slow  column. 

The  examiners  when  classifying  loans  as  slow  should  state  briefly 
the  reasons  for  such  classification,  but  should  bear  in  mind  that  the 
responsibility  for  determining  and  taking  such  action  as  may  be 
necessary  to  place  such  slow  loans  in  proper  bankable  shape  resta 
entirely  with  the  bankers.  The  examiners,  therefore,  should  refrain 
from  instructing  the  bankers  as  to  what  course  they  should  pursue 
with  their  customers  whose  paper  is  classified  as  slow. 

It  is  sound  and  good,  and  the  only  question  is,  it  is  slow. 

Now,  what  we  want 

Senator  Glass  (interposing).  What  would  happen  to  a  bank  that 
is  overloaded  with  slow  paper  if  a  run  should  occur? 

Mr.  O'Connor.  We  do  not  permit  it  to  get  overloaded  with  it, 
Senator.  I  was  careful  to  state  that.  And  that  is  the  reason  we 
require  these  examiners  to  state  the  reasons  for  this  classification, » 
that  that  can  be  developed. 

Now  the  report  is  that  27  percent,  which  is  safe — I  do  not  believe 
anybody  can  challenge  the  fact  that  with  27  percent  of  the  paper 
slow,  which  does  not  mean  that  it  cannot  be  rediscounted 

Senator  Glabs  (interposing).  You  do  not  permit  the  bank  to  be 
overloaded  with  slow  paper? 

Mr.  O'Connoh.  We  do  not.  ' 

Senator  Glass.  Because  you  know  very  well  in  the  event  of  * 
disturbance  and  a  run  on  a  bank  of  that  type,  it  would  be  obliged  to 
close  its  doors. 

Mr,  O'Connor.  That  is  correct,  Senator.  ■ 

Senator  Bulkley.  Twenty-seven  percent  is  the  average  for  *D 
banks? 

Mr.  O'Connor.  Yes,  Bir. 

Senator  Glass.  National  banks? 

Senator  Bulkley.  I  mean  national  banks. 

Mr.  O'Connor.  Yes,  sir. 

Senator  Bulkley.  What  is  the  maximum? 

Mr.  O'Connor.  Of  course,  some  run  lower  and  some  higher.  I 
have  not  checked  that,  Senator. 

Senator  Bulkley.  What  maximum  do  you  consider  dangerous? 

Mr.  O'Connor.  Well,  you  cannot  just  put  it  on  a  percentage  b«sBi 
Senator,  for  this  reason — just  say  a  percentage,  because  that  wilt 
depend  on  the  other  assets  of  the  bank.  If  the  balance  is  all  cash,  you 
could  have  a  much  higher  percentage  of  slow  paper.  If  you  haw 
cash  and  Governments  and  other  slow  paper,  that  is  a  different 
situation.  So  you  have  to  see  the  whole  picutre,  and  you  have  to  sit 
back  and  examine  it  and  see,  as  the  Senator  says,  whether  in  the  caw 
of  a  run  it  could  take  care  of  it.     That  is  our  problem. 
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Senator  Couzens.  May  I  ask  what  you  do  with  under-collateralized 
loans? 

Mr.  O'Connob.  Yes. 

Senator  Couzens.  Do  you  attempt  to  say  what  you  think  are 
good  and  what  had  because  of  undercollaterahzation? 

Mr.  O'Connor.  Yes;  we  attempt  to  do  that  also. 

Senator  Couzens.  So  there  may  be  a  loan  for  $100,000  which  you 
3ay  is  undercollateralized,  because  75  percent  slow  and  25  percent 
doubtful? 

Mr.  O'Connor.  Yes,  sir. 

Senator  Couzens.  You  would  add  it  up  before  you  make  your 
estimate? 

Mr.  O'Connor.  Yes,  sir. 

Senator  Couzens.  Now,  have  you  covered  all  that  you  have  to  say 
in  regard  to  title  I,  Mr.  Comptroller? 

Mr.  O'Connor.  Yes;  I  am  through  with  title  I. 

Senator  Couzens.  I  would  like  to  ask,  before  you  leave  that — 
and  you  may  have  answered  this  before,  and  if  you  have  you  may 
ignore  it.  When  Mr.  Crowley  was  before  the  committee,  some  time 
ago,  the  question  was  raised  as  to  the  authority  he  asked  for  his  this 
bill,  as  I  understand  it,  to  close  banks  that  were  improperly  conducted 
or  were  not  good  risks  for  the  Federal  Deposit  Insurance  Corporation; 
and  I  raised  some  question  as  to  the  method  that  was  to  be  used  by 
Mr.  Crowley  for  the  Federal  Deposit  Insurance  Corporation.  Have 
you  commented  on  that  phase  of  it  in  your  testimony? 

Mr.  O'Connor.  No;  I  have  not,  Senator. 

Senator  Couzens.  Have  you  any  views  in  connection  with  it? 

Mr.  O'Connor.  Yes,  sir.  The  Federal  Reserve  Board  and  the 
Comptroller  of  the  Currency,  of  course,  have  wide  powers  with  refer- 
ence to  the  operation  and  management  of  member  banks  and  national 
banks.  We  find  ourselves  in  the  Federal  Deposit  Insurance  Corpora- 
tion without  any  power  at  all;  none 

Senator  Couzens  (interposing).  In  that  connection,  is  it  prac- 
ticable or  does  the  policy  exist  of  consulting  these  other  agencies 
that  do  have  great  power  over  the  closing  and  conduct  of  the  banks? 
In  other  words,  what  I  am  trying  to  get  at  is  that  you  say  the  Federal 
Deposit  Insurance  Corporation  lacks  power. 

Mr.  O'Connoh.  Yes;  it  has  none  at  all. 

Senator  Couzens.  Now  what  I  want  to  ask  you  is,  if  you  can  ask 
-he  other  agencies  that  do  have  power. 

Mr.  O'Connor.  No;  they  have  none,  either. 

Senator  Couzenb.  They  have  none? 

Mr.  O'Connor.  Not  over  the  nonmember  banks,  at  all. 

Senator  Couzens.  I  was  speaking  of  the  member  banks,  as  well  as 
Nonmember  bonks. 

Mr.  O'Connor.  Whether  the  Federal  Deposit  Insurance  Corpora- 
tion can  exercise  its  power? 

Senator  Couzens.  Yes. 

Mr.  O'Connor.  Oh,  yes;  we  all  three  work  in  harmony,  when  we 
find  anything  wrong,  and  also  the  Reconstruction  Finance  Corpora- 
tion, if  they  have  got  any  interest  in  it — all  three  departments  sit 
down  together  then.,  and  if  it  is  an  insured  bank  the  Federal  Deposit 
Insurance  Corporation  try  to  work  out  a  program  for  that  bank. 
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Now  we  are  in  this  position,  Senator,  with  reference  to  the  insured. 
nonmember  bonks,  as  I  stated:  We  have  these  rather  broad  powers- 
over  State  member  banks,  and  then  we  find  this  great  number  of 
banks,  7,500,  approximately,  of  small  nonmember  State  banks  insured. 
We  must  pay  their  losses ;  we  have  the  responsibility  to  their  deposi torse— 
to  that  extent,  but  without  any  direction  for  that  bank.     We  can«__ 
examine  them  and  we  can  find  practices  that  would  be  condemend___ 

by  everyone,  I  assume,  and  then  not  be  able  to  make  a  suggestion 

we  can  make  "a  suggestion,  but  they  do  not  have  to  do  anything  witbm_ 
it  at  all. 

Senator  Bankhead.  Can  you  withdraw  the  insurance? 

Mr.  O'Connor.  No;  we  cannot,  Senator.     Now  we  are  asking  this 

eiwer,  that  when  we  find  that  condition  in  a  bank,  for  the  Federal. 
eposit  Insurance  Corporation,  that  we  notify  the  bank  and  point 
out  the  things  that  ought  to  be  corrected  in  that  bank  and  give  the 
bank  120  days  to  do  it.  At  the  end  of  that  period  the  bank  lias  the 
right  to  come  before  the  Board  and  explain  why  it  has  not  done  it, 
or  show  that  it  has  attempted  to  do  it  or  made  some  progress  toward 
it.  Then  we  ask  the  power  to  cancel  the  insurance  on  future  deposits 
in  that  bank,  but  we  cannot,  of  course,  walk  away  from  the  liability 
that  we  have  incurred  of  insuring  the  deposits  that  were  there  on 
the  day  that  we  cancel  the  insurance.  And  we  carry  that  insurance 
for  a  period  of  2  years,  so  the  bonk  thereafter  is  permitted  to  go  along 
and  work  itself  out,  if  it  can.  That  is  all  we  are  asking,  and  we  think 
it  is  fair  enough  power  to  ask  over  them,  and  we  are  going  to  protect 
the  depositors  whom  we  have  insured  and  whose  premium  is  paid,  for 
2  years. 

Senator  Bulkley.  You  are  talking  about  what  you  would  do  if 
you  got  the  power  in  the  law. 

Mr.  O'Connor.  That  is  true,  Senator. 

Senator  Bulkley.  Where  is  that  in  the  hill? 

Mr.  O'Connor.  Page  13. 

Senator  Couzens.  Before  you  go  to  that,  is  there  any  power  in 
the  bill  that  you  refer  to  for  you  to  take  it  up  with  the  State  bank 
commissioner? 

Mr.  O'Connor.  Yes,  sir. 

Senator  Couzens.  Where  is  that? 

Mr.  O'Connor.  I  will  give  it  to  you  (reading); 

Any  insured  bank  (except  a  national  member  bank  or  State  member  bank) 
may,  upon  not  less  than  ninety  days'  written  notice  to  the  Corporation,  terminate 
its  status  as  an  insured  bank.  Wherever  the  board  of  directors  shall  find  that 
an  insured  bank  or  its  directors  or  trustees  have  continued  unsafe  or  unsound 
practices  in  conducting  the  business  of  such  bank  or  have  knowingly  or  negli- 
gently permitted  any  of  its  officers  or  agents  to  violate  repeatedly  any  provision 
of  this  section  or  of  any  regulation  made  thereunder,  or  of  any  law  or  regulation 
made  pursuant  to  law  to  which  the  insured  bank  in  subject,  the  board  of  directors 
shall  first  give  to  the  Comptroller  of  the  Currency  in  the  case  of  a  national  bank 
or  district  bank,  to  the  authority  having  su|>ervision  in  case  of  a  State  bank,  and 
also  to  the  Federal  Reserve  Board  in  case  of  a  State  member  bank,  a  statement 
of  such  violation  by  the  bank  for  the  purpose  of  securing  a  correction  of  such 
practices  or  conditions.  Unless  such  correction  shall  be  made  within  such  period 
of  time  not  exceeding  one  hundred  and  twenty  days  as  the  Comptroller  of  the 
Currency,  tbe  State  authority,  or  Federal  Reserve  Board,  as  the  case  may  be, 
shall  require,  the  board  of  directors,  if  it  shall  determine  to  proceed  further, 'shall 
give  to  the  bank  not  less  than  thirty  days'  written  notice  of  intention  to  terminate 
the  status  of  the  bank  as  an  insured  bank,  fixing  a  time  and  place  for  a  hearing 
before  the  board  of  directors  or  before  a  person  designated  by  it  to  conduct  such 
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"Jfriearing,  at  which  evidence  may  be  produced,  and  upon  such  evidence  the  board 
^ol  directors  shall  make  written  findings  which  shall  be  conclusive.  Unless  the 
V>ank  shall  appear  at  the  hearing  by  a  duly  authorized  representative,  it  shall  be 
<ieemed  to  have  consented  to  the  termination  of  its  status  as  an  insured  bank. 
It  the  board  of  directors  shall  find  that  any  ground  specified  in  such  notice  has 
been  established,  the  board  of  directors  may  order  that  the  insured  status  of  the 
bank  be  terminated  on  a  date  subsequent  to  such  finding  and  to  the  expiration 
of  the  time  specified  in  Buch  notice  of  intention.  The  Corporation  may  publish 
notice  of  such  termination  and  the  bank  shall  give  notice  of  termination  to  its 
depositors,  in  such  manner  and  at  such  time  as  the  board  of  directors  may  find 
necessary  and  may  order  for  the  protection  of  depositors.  After  termination  of  the 
insured  status  of  any  bank  under  the  provisions  of  this  paragraph,  the  insured 
deposits  of  each  depositor  in  the  bank  on  the  date  of  such  termination,  less  all 
subsequent  withdrawals,  shall  continue  for  a  period  of  two  years  to  bo  insured 
and  the  bank  shall  continue  to  pay  to  the  Corporation  assessments  as  in  the  case 
of  an  insured  bank  for  such  period  of  two  years  from  such  termination,  but  no 
additions  to  any  deposits  or  any  new  deposits  shall  be  insured  by  the  Corporation, 
and  the  bank  shall  not  advertise  or  hold  itself  out  as  having  insured  deposits 
unless  in  the  same  connection  it  shall  state  with  equal  prominence  that  additions 
to  deposits  and  new  deposits  made  after  the  date  of  such  termination,  specifying 
such  date,  are  not  insured.  Such  bank  shall  in  all  other  respects  be  subject  to 
the  duties  and  obligations  of  an  insured  bank  for  the  period  of  two  years  from 
such  termination  and  in  the  event  of  being  closed  on  account  of  inability  to  meet 
the  demands  of  its  depositors  within  such  period  of  two  years,  the  Corporation 
shall  have  the  same  powers  and  rights  with  respect  to  such  bank  as  in  case  of  an 
insured  bank. 

I  think,  Senator,  that  covers  the  question. 

Senator  Couzens.  Now  is  there  a  provision  by  which  a  bank  that 
is  insured  may  withdraw  from  the  insurance? 
Mr.  O'Connor.  Yes,  sir. 
Senator  Couzens.  You  need  not  read  it. 

Senator  Bulki-ey.  Would  not  that  mnkc  it  very  difficult  for  a  hank 
to  get  any  new  deposits? 

Mr.  O'Connor.  I  think  it  would,  Senator. 

Senator  Bulkley.  And  would  it  not  very  nearly  compel  the  depos- 
't-ors  whose  insurance  was  retained,  to  close  their  accounts  within 


s    .years ! 

Mr.  O'Connor.  Oh,  yes;  they  would  have  to  close  them  within 
t  **e  2  years  if  unwilling  to  continue  in  an  uninsured  bank. 

Senator  Bulkley.  They  would  have  to  withdraw  all  that  money, 
L*ien? 

Mr.  O'Connor.  Yes;  within  2  years. 

Senator  Bulkley.  It  would  very  nearly  put  an  end  to  the  hank, 
tlien? 

Mr.  O'Connor.  Well,  if  the  bank  is  in  the  condition  that  the 

Corporation  finds  it  to  be 

Senator  Bclkley  (interposing).  It  ought  to  he  ended? 
Mr.  O'Connor.  It  ought  to  be  ended;  it  ought  not  to  be  in  business 
and  ought  not  to  take  deposits. 

Senator  Byrnes.  Let  me  ask  you  a  question.  Succeeding  the  bank 
holiday,  in  my  State,  there  were  opened  a  number  of  depositaries. 
They  accept  deposits,  but  make  no  loans,  and  I  understand  that  they 
we  insured  in  the  Federal  Deposit  Insurance  Corporation.  Now, 
under  the  provisions  of  the  Bank  Act  of  1933,  if  they  do  not  become 
members  ol  the  Federal  Reserve  System,  what  will  be  the  effect  upon 
those  institutions?    Will  it  put  them  out  of  business? 

Mr.  O'Connor.  No;  the  only  thing  is,  they  would  not  have  insur- 
ance, because  the  bill,  as  it  now  stands,  provides  that  in  order  to  retain 
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the  benefit  of  insurance  they  must  become  members  of  the  Federal 
Reserve  System. 

Senator  Byrnes.  What  is  the  provision  in  the  bill  reported  to  the 
House? 

Mr.  O'Connor.  They  struck  it  out. 

Senator  Byrnes.  Was  that  the  reason  that  they  struck  it  out,  that 
they  wanted  to  give  such  institutions  the  right  to  continue  operations 
and  to  receive  the  benefits  of  the  insurance  fund? 

Mr.  O'Connor.  Well,  the  House,  Senator,  made  its  report  on  the 
Banking  Act  of  1935 

Senator  Byrnes  (interposing).  You  do  not  knowt  then? 

Mr.  O'Connor  (continuing).  In  considerable  detail.  I  do  not  know 
whether  they  discussed  that  particular  feature  of  it,  or  not. 

Senator  Byrnes.  Were  such  institutions  opened  in  many  States 
merely  for  the  purpose  of  receiving  deposits? 

Mr.  O'Connor.  I  think  your  State  is  the  only  one,  excepting  Wis- 
consin. They  amended  the  law  and  permitted  the  receiving  of  deposits 
at  different  stations,  but  those  were  branches  of  banks. 

Judge  Birdzell,  do  you  know  of  any  other  State? 

Mr.  Birdzell.  No ;  I  do  not  think  there  is  any  other  State,  Senator. 
South  Carolina  is  the  only  State,  so  far  as  we  are  aware,  where  cash 
depositaries  are  set  up  with  a  small  capital  and  that  function  as  banks. 
When  the  question  of  their  eligibility  for  membership  in  the  Federal 
Deposit  Insurance  Corporation  temporary  fund  arose,  the  Corpora- 
tion was  doubtful  as  to  their  eligibility.  The  doubt,  however,  was 
resolved  in  favor  of  their  membership.  It  seemed  to  the  Corporation 
that  there  was  very  little  reason  why  such  institutions  should  seek 
insurance,  in  view  of  the  contract  rights  of  the  depositors  against  the 
institution,  among  which  is  the  right  to  share  only  in  the  investments 
which  the  depositary  would  make  from  any  fund. 

Senator  Bulkley.  In  other  words,  there  was  no  promise  made  to 
him  that  he  would  get  liis  money  back  at  all? 

Mr.  Birdzell.  No. 

Senator  Byrnes.  Was  it  the  hope  on  his  part  that,  as  a  result  of 
the  insurance  fund,  he  would  get  his  money  back? 

Mr.  Birdzell.  Apparently  these  operating  depositaries  thought 
they  could  operate  more  successfully  if  they  were  insured. 

Mr.  O'Connor.  I  can  answer  your  question  now,  Senator,  with 
reference  to  the  House  attitude. 

Senator  Byrnes.  I  can  take  it  up  with  you  and  get  it  later. 

Mr.  O'Connor.  Let  the  record  show  that  the  House  committee 
discussed  it  on  page  3  of  the  majority  report,  and  also  on  page  26  of 
the  report. 

Senator  Bl'lkley.  Had  you  concluded  what  you  were  going  to  say 
about  the  request  that  you  are  making  under  title  I? 

Mr.  O'Connor.  Yes;  Senator. 

Mr.  Birdzell.  May  I  add  one  word?  Our  information  is  that  a. 
number  of  these  cash  depositories  are  intending  to  convert  themselves 
into  regular  State  banks. 

Senator  Couzens.  Are  you  going  on  to  title  III  now,  Mr.  Comp- 
troller? 

Mr.  O'Connor.  I  believe  it  would  be  well,  for  the  information  of 
the  committee,  in  view  of  the  figures  that  have  been  given,  just  to 
state  the  income  of  the  corporation  at  this  time,  the  Federal  Deposit 
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Insurance  Corporation.     From  our  bond  investment  we  have   an 

annual  income  of  $8,710,761.27.    That  is  a  daily  income  of  $23,878.63. 

Senator  Bulkley.  Are  those  investments  in  Government  bonds? 

Mr.  O'Connor.  Yes;  and  we  can  only  invest  in  Governments, 

under  the  law,  Senator.     I  am  glad  you  brought  that  out. 

Senator  Couzens.  Have  you  got  some  other  income  from  the  assets 
of  banks  whose  deposits  you  have  paid  off? 

Mr.  O'Connor.  Yes.  We  call  it,  really,  recoveries.  We  have 
already  75  percent  in  one  bank,  and  49  percent  in  another,  and  50 
percent  in  another,  in  3  of  the  banks  of  the  total  number  of  banks 
that  have  been  closed,  15  banks  in  all. 

Now,  I  am  through  with  title  I,  Senator,  unless  you  have  some 
questions. 

Senator  Bulkley.  I  do  not  think  of  anything  more  now. 
Senator  Couzenb.  Before  you  start  on  the  other  title,  may  I  ask 
you  this:  If  you  do  not  want  to  answer  this,  you  do  not  need  to.  It 
appears  from  the  low  interest  rate  and  the  lack  of  opportunity  for 
income  in  banks  generally  throughout  the  country,  that  they  are  hav- 
ing difficulty  to  make  any  money.  Some  are  just  getting  by,  some  are  • 
in  the  red,  and  others  make  a  small  profit.  Is  that  condition,  if  it 
prevails,  going  to  affect  the  Federal  Deposit  Insurance  Corporation 
materially? 

Mr.  O'Connor.  Yes;  of  course,  our  banks,  in  order  to  be  sound, 
must  make  profit,  and,  frankly,  I  look  with  considerable  optimism  to 
the  future  because  of  some  of  the  benefits  that  the  Banking  Act  of 
1933  gave  to  the  banks,  and  the  most  striking  one  is  that  by  your  act 
you  eliminated  the  provision  with  reference  to  interest  on  demand 
deposits  in  national  banks,  and  that  saved  the  banks  a  very  large  sum 
of  money. 

Senator  Couzens.  Have  you  an  estimate  of  how  much? 
Mr.  O'Connor.  The  total  amount  paid   during  the  past  5  years, 
J>rior  to  the  passage  of  the  Bank  Act  of  1933  by  member  banks  on 
«4emand    deposits   was   $1,230,242,000,    which   was   an    average   of 
56246,048,045  per  annum.    That  was  just  for  member  banks. 

Senator  Couzenb.  Have  you  estimated  what  that  would  have  been 
**J  the  calendar  year  1934  if  it  had  not  been  prohibited  by  the  Banking 
-^ct  of  1933? 

^  Mr.  O'Connor.  Well,  I  would  assume,  Senator,  that  it  would  prac- 
tically be  the  same  as  the  average  for  the  5  years  before. 

Senator  Couzens.  Well,  no;  because  the  deposits  were  much  less. 
If  you  have  not  got  it  convenient,  I  would  like  to  have,  if  you  can 
Compute  it,  what  the  interest  would  have  been,  or  an  estimate  of 
"^hat  it  would  have  been  for  the  calendar  year  1934  had  the  Banking 
-Act  of  1933  not  prohibited  the  payment  of  interest. 

Mr.  O'Connor.  Yes;  we  can  get  that. 
Average  demand  deposits  in  all  member  bankB  calendar  vear 

_  1934. S20,  Sf.fi,  085,  000 

Interest  at  1.17  percent  on  average  demand  deposita  in  1934 240,  623,  000 

Senator  Couzens.  But,  in  spite  of  that,  I  am  still  of  the  impression 
that  with  the  investment  rates  low  and  the  opportunities  to  lend 
money  limited,  that  some  of  these  banks  are  having,  notwithstanding 
that  elimination  of  interest,  difficulty  in  getting  by.  Has  that  been 
your  observation  at  all? 
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Mr.  O'Connor.  Oh,  yes,  Senator;  there  is  no  question  about  it. 
Their  earning  power  has  been  greatly  impaired  since  1933. 

Senator  Bulkley.  Now,  as  for  section  301,  that  is  a  new  provision 
that  was  not  in  our  omnibus  bill  last  year.  What  was  your  experience 
that  caused  you  to  ask  for  this  change  in  the  law? 

Mr.  O'Connor.  Well,  the  particular  reason  for  that,  Senator,  is 
to  permit  the  Reconstruction  Finance  Corporation  not  to  come  within 
the  provision  of  a  holding  company,  so  that  any  wholly  Government- 
owned  corporation  should  be  able  to  vote  its  stock  and  not  have  any 
of  the  inhibitions  or  viciousness  that  attach  to  other  holding 
companies. 

Senator  Bulkley.  But  the  text  goes  a  little  farther  than  that.  It 
says,  "Any  organization  which,  in  the  judgment  of  the  Federal  Reserve 
Board,  is  not  engaged,"  and  so  forth.  Have  you  any  experience  to 
base  that  on? 

Mr.  O'Connor.  Yes;  we  have  two  or  three,  Senator.    Here  is  one: 

A  corporation  owning  and  operating  large  department  stores  in 

several  cities  in  the  United  States  owns  the  stock  of  a  small  member 

»  bank  located  on  the  premises  of  one  of  its  stores,  which  bank  is 

operated  primarily  for  the  convenience  of  its  customers  and  employees. 

An  unincorporated  labor  union  owns  a  majority  of  the  stock  of  a 
member  bank  in  New  York  City  and  a  subsidiary  organization  of  the 
labor  union  owns  the  stock  of  a  member  bank  located  in  Chicago. 

A  corporation  organized  to  hold  real  and  personal  property  of  » 
church  owns  or  controls  two  member  banks. 

And  a  charitable  foundation  established  for  the  purpose  of  aiding 
young  men  and  women  in  obtaining  an  education  owns  the  stock  of  a 
member  bank. 

Those  are  all  illustrations. 

Senator  Bulkley.  Those  are  very  good  illustrations. 

Now,  there  could  be  no  discrimination  in  favor  of  those  under 
the  law. 

Mr.  O'Connor.  No. 

Senator  Bulkley.  And  the  change  you  propose  would  permit  tt»8 
Federal  Reserve  Board  to  act  in  each  specific  case? 

Mr.  O'Connor.  Yes,  sir. 

Senator  Bulkley.  And  each  case  would  have  to  be  acted  upon? 

Mr.  O'Connor.  Yes,  Bir;  by  general  regulation. 

Senator  Couzens.  That  is,  they  would  have  to  make  the  determioB- 
tion  before  they  could  vote? 

Mr.  O'Connor.  Yes,  sir. 

Senator  Bulkley.  What  is  the  significance  of  these  words  "as  a 
business"? 

Mr.  O'Connor.  That  is  which  section? 

Senator  Bulkley.  Line  16,  on  page  51. 

Mr.  O'Connor.  Well,  that  is  just  to  distinguish  the  real  holding 
company  from  the  accidental  affiliate.  Those  are  not  business, 
Senator;  that  is  just  to  make  that  distinction. 

Senator  Bulkley.  Section  302  is  as  it  was  in  the  omnibus  bill  last  , 
year. 

Mr.  O'Connor.  Yes.  Senator,  they  are  all  the  same  in  that  bill 
as  the  Bulkley  bill,  except  where  we  have  indicated. 

Senator  Bulkley.  Section  303  seems  a  little  broader  than  it  was 
in  last  year's  bill.     You  have  included  here,  in  lines  7,  8,  and  9, 
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"or  other  financial  institutions  or  private  bankers  from  dealing  in, 
underwriting,  purchasing,  and  selling  investment  securities",  and  so 
forth. 

Mr.  O'Connor.  Section  303  (a)  makes  it  clear  that  the  provisions 
if  section  21  (a)  (1)  of  the  Banking  Act  of  1933,  prohibiting  dealers  in 
securities  from  engaging  in  the  business  of  taking  deposits,  does  not 
prevent  banking  institutions  from  dealing  in,  underwriting,  pur- 
chasing, and  selling  investment  securities  to  the  extent  expressly 
permitted  to  national  banks  under  the  National  Banking  Act  and 
Joes  not  prevent  banking  institutions  from  selling  mortgages  without 
recourse.  It  will  be  observed  that  national  banks  are  limited  in 
dealing  in  and  underwriting  securities  to  doing  so  as  to  Government 
obligations,  general  obligations  of  State  or  political  subdivisions, 
obligations  issued  under  authority  of  the  Federal  Farm  Loan  Act, 
by  the  Federal  Home  Loan  Board,  or  the  Home  Owners'  Loan  Cor- 
poration. 

Those  should  be  included. 

Senator  Bulkley.  This  proviso,  beginning  in  line  12  is  new 
matter  that  was  not  in  last  year's  bill,  permitting  banks  to  sell  without 
recourse  obligations  evidencing  loans  on  real  estate. 

Mr.  O'Connor.  This  section  makes  it  clear  that  section  21  (a)  (2) 
of  the  Banking  Act  of  1933  does  not  require  that  business  institutions 
which  accept  deposits  only  from  their  own  officers,  agents,  or  em- 
ployees need  submit  to  examination  and  publication  of  reports  of 
conditions. 

Oh,  you  are  still  on  the  other  section? 

Senator  Bulkley.  Yes;  the  proviso  beginning  in  line  12  is  new 
rx&tter  that  was  not  in  last  year's  bill. 

Mr.  O'Connor.  Yes,  Senator.  The  question  has  been  raised, 
■«nator,  in  our  office  that  banks  might  not  have  the  right  to  sell 
"mortgages,  and  this  does  not  add  anything  to  it,  except  it  clarifies 
tie  fact  that  it  does  not  interfere  with  what  has  been  construed  to  be 
fcaeir  right  to  do. 

Senator  Bulkley.  In  other  words,  mortgages  would  not  be  con- 
fcrued  as  an  investment  security? 

Mr.  O'Connor.  That  is  correct. 

Senator  Bulkley.  You  do  not  consider  them  an  investment 
ecurity  now? 

Mr.  O'Connor.  No. 

Senator  Bulkley.  But  you  feel  that  this  should  be  put  in  to  make 
t  more  clear? 

Mr.  O'Connor.  Yes;  that  is  right. 

Senator  Bulkley.  It  really  does  not  change  the  effect  at  all? 

Mr.  O'Connor.  No,  sir. 

Senator  Couzens.  Wben  a  bank  sells  any  of  these  real-estate  se- 
-"urities,  do  they  continue  the  contingent  liability  of  the  mortgagor? 

Mr.  O'Connor.  No. 

Senator  Bulkley.  Now,  my  recollection  is  that  the  amendment  was 
offered  on  the  floor  to  that  effect  when  we  had  the  omnibus  bill  up,  and 
it  was  quite  troublesome,  and,  as  I  remember,  Senator  Couzens  was 
opposed  to  this  amendment. 

Senator  Couzens.  This  amendment? 

Senator  Bulkley.  It  was  my  idea  it  was  this  amendment,  or  to  this 
"Sect. 
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Mr.  F.  G.  Awalt  (Deputy  Comptroller  of  the  Currency).  It  was. 
much  broader,  Senator. 

Senator  Couzens.  Can  you  state  what  it  was? 

Mr.  Awalt.  Well,  technically,  it  might  have  opened  up  to  the  banks 
the  right,  whether  they  had  it  then,  to  deal  in  mortgage  securities,, 
whereas  this  amendment  confines  it  to  the  rights  that  they  may  have 
under  the  present  law. 

Senator  Bulkley.  To  the  rights  they  may  have  under  the  present, 
law? 

Mr.  Awalt.  Yes;  the  way  it  is  worded  now.  This  is  new.  You 
Bee,  the  objection  under  the  1933  Banking  Act  was  as  to — it  was  a 
criminal  provision,  and  the  Attorney  General  says  that  a  bank  that 
sells  a  mortgage  security,  he  has  doubts  whether  or  not  they  violate 
the  terms  of  the  act,  and  they  may  be  criminally  prosecuted;  and  this 
amendment  is  intended  purely  to  give  them  a  right  to  sell  a  mortgage, 
if  they  have  it,  without  being  criminally  prosecuted. 

Senator  Bulkley.  This,  as  I  understand  you,  is  to  make  clear  that 
the  law  means  what  you  think  it  is,  anyhow. 

Mr.  Awalt.  That  is  it. 

Mr.  O'Connor.  That  is  it,  Senator,  exactly. 

Senator  Bolkley.  We  will  look  up  that  debate  and  see  whether 
there  is  anything  further  to  be  inquired  about  here. 

Now,  this  subsection  (b)  here  raises  a  considerable  question,  because 
in  your  memorandum  you  said  that  perhaps  the  whole  subsection. 
which  is  here  proposed  to  be  amended  ought  to  be  repealed.  Do 
you  know  whether  the  House  proposed,  in  the  bill  as  reported,  to 
repeal  it? 

Mr.  O'Connor.  They  struck  it  out,  Senator. 

Senator  Bulkley.  The  House  struck  out  the  subsection? 

Mr.  O'Connor.  Yes.  That  is  the  examination  of  private  banks- 
And  here  is  the  situation  with  reference  to  it 

Senator  Byrnes  (interposing).  You  cannot  do  anything  about  B.»- 
examination,  can  you? 

Mr.  O'Connor.  That  is  it.  The  Federal  Government  has  no  pow»r 
over  State  banking  institutions.  You  require  that  the  Comptroller 
shall  examine  these  private  State  institutions.  And  one  of  tt»e 
Members  of  the  House  asked  me  whether  I  had  examined  those  bank9 
and  institutions,  and  I  said  "yes."  He  said,  "What  did  you  do  with 
the  reports?"  I  said,  "I  filed  them."  He  said,  "Is  that  all  you  did?' 
I  said,  "Yes,  because  Congress  told  me  to  examine  them." 

Senator  Bulkley.  Is  there  no  provision  for  the  publication  of  tbff " 
report? 

Mr.  O'Connoh.  It  might  be  required. 

Senator  Buckley.  Is  it  required  under  existing  law? 

Mr.  O'Connor.  Yes,  ns  to  reports  of  condition.    And  we  have  two 
difficulties.     First,  that  they  advertise  that  they  are  being  examined—- 
by  the  Federal  Government,  and  we  have  not  one  bit  of  power  to  go- 
in  and  correct  a  bad  situation. 

Senator  Byrnes.  They  get  the  benefit  of  the  advertisement  that 
you  are  examining  them,  and  you  may  find  practices  that  you  could, 
correct  if  you  haa  the  power. 

Mr.  O'Connor.  That  is  correct. 

Senator  Bulkley.  However,  that  provision  was  put  in  the  law  as 
a"  result  of  very  considerable  discussion  and  debate,  and  I  think  that 
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his  discussion  here  ought  to  be  continued  with  a  little  larger  propor- 
tion of  our  membership  present. 

Senator  Byrnes.  I  think  so.  It  does  seem  that  if  it  is  to  be  con- 
inued  we  ought  to  make  some  provision  for  using  the  report  of  the 
rxaminer.  If,  as  it  now  stands,  the  Comptroller  is  merely  to  file  it 
ind  it  accomplishes  no  purpose  whatever,  there  is  no  reason  for 
-.ontinuing  it. 

Senator  Bulkley.  I  must  say  that  under  the  statement  the  Comp- 
xoller  makes  it  does  seem  somewhat  ridiculous,  but  at  the  time  it  was 
-.onsidered  to  have  some  importance. 

Senator  Byrnes.  Yes;  that  impresses  me.  It  was  brought  to  my 
ittention  that  the  Comptroller  did  make  a  report,  and  nothing  was 
lone  about  it,  and  that  the  private  bankers  had  the  benefit  of  the 
idvertising  that  they  were  examined  by  the  United  States  Govern- 
nent.  If  he  has  no  power  I  should  not  think  he  should  have  the 
•esponsibility. 

Senator  Bulkley.  If  we  should  want  some  continuance  of  the 
lupervision,  would  you  recommend  that  there  be  a  specific  direction 
or  publishing  the  reports,  or  do  you  think  the  whole  thing  is  entirely 
mpracticable? 

Mr.  O'Connor.  I  think  it  is,  Senator,  because  the  reports  mean  so 
ittle  to  the  average  person  who  goes  into  a  bank  and  puts  bis  money 
in  there.  You  can  publish  a  report,  but  readers  do  not  understand  it. 
It  is  so  difficult  to  reach  the  people  who  are  making  these  deposits, 
and  who  are  dealing  with  these  institutions.  We  have  no  power  to 
close  such  banks  or  to  compel  them  to  do  anything  and,  just  as  the 
Senator  says,  they  advertise  the  advantage  of  being  supervised  by  a 
federal  Government  institution. 

Senator  Byrnes.  And  because  they  are  not  under  a  State  institu- 
ion,  you  cannot  turn  it  over  to  a  State  official.  There  is  nothing 
■oil  can  do  but  to  file  it. 

Mr.  O'Connor.  That  is  all. 

-  Senator  Bulkley.  Your  memorandum  says  you  do  not  oppose  the 
epeal  of  it.    You  really  advocate  the  repeal  of  it,  do  you  not? 

Mr.  O'Connor.  Yes.  It  seems  to  me,  Senator,  that  we  ought  jto 
epeal  it. 

Senator  Bulkley  (presiding).  The  committee  will  take  a  .recess 
intil  Monday  morning  at  10:30  o'clock.  fq 

(Whereupon,  at  12:05  p.  m.,  the  subcommittee  recessed  until 
vlonday,  Apr.  29,  1935,  at  10:30  a.  m.) 
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tuesday,  afbil  30,  1935 

United  States  Senate, 
Subcommittee-  or  the  Committee 

on  Bankino  and  Currency, 

Washington,  D.  C. 
The  subcommittee  met,  pursuant  to  adjournment,  at  10:30  a.  m., 
n  room  301,  Senate  Office  Building,  Senator  Carter  Glass  presiding. 
Present:  Senators  Glass  (chairman  of  the  subcommittee),  Buikley, 
ijrnes,  and  Townsend. 

Senator  Glass.  Proceed,  Mr.  Comptroller. 

STATEMENT  OF  J.  F.  T.  O'CONNOR,  COMPTROLLER  OF  THE 
CURRENCY— Resumed 

Mr.  O'Connoh.  Are  you  going  to  take  up  title  III  ? 

Senator  Bulkley.  la  that  what  you  want  to  do? 

Mr.  O'Connor.  There  is  a  matter  in  title  I  that  I  would  like  to 
l-*eck  up. 

The  Senate  bill  which  is  before  us,  S.  1715,  on  page  9,  section  7, 
Provides  as  follows  [reading] : 

By  striking  out  subsection  (a)  and  inserting  in  lieu  thereof  tile  following: 

"(g)  Tlie  factors  to  be  enumerated  in  the  certih>ate  required  under  aub- 
>e«tlon  (e»  and  to  be  considered  by  the  board  of  directors  under  subsection 
\T)  shall  be  the  following:  The  financial  history  and  condition  of  tbe  bank, 
lie  adequacy  of  its  capital  structure,  its  future  earnings  prospects,  the  gen- 
eral character  of  its  management,  the  convenience  and  needs  of  the  community 
*>  be  served  by  the  bank,  and  whether  or  not  its  corporate  powers  are  con- 
sistent with  the  purposes  of  this  section." 

I  have  just  read  from  the  Senate  bill ;  and  the  language  that  I  have 
^ad  is  practically  the  rule  followed  by  the  Comptroller  in  charter- 
*ip  national  banks. 

Senator  Glass.  You  lay  stress  upon  the  requirement  that  the  in- 
l«iiry  should  be  directed  to  the  needs  of  the  community,  do  you  not? 
Mr.  O'Connor.  Yes,  Senator;  that  is  one  of  the  particular  points 
-liat  I  would  like  to  emphasize. 

Senator  Gi^ass.  And  you  frequently  refuse,  as  I  know  your  prede- 
cessors have  frequently  refused,  to  charter  a  national  bank  in  a  com- 
munity where  the  State  banks  met  apparently  all  of  the  require- 
Tients  of  the  banking  business? 

m  Mr.  O'Connor.  That  is  absolutely  correct,  Senator;  and,  in  addi- 
tion to  that,  not  long  ago  a  national  bank  made  application  for  a 
"ranch.  All  branches  of  national  banks,  under  the  statute,  must 
be  approved  by  the  Comptroller.    We  made  the  usual  investigation 
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in  this  particular  community,  by  our  examiners,  to  determine' 
whether  or  not  we  felt  there  was  need  in  that  community  for  more 
banking  facilities,  and  we  found  that  the  State  had  chartered  a 
State  bank  some  months  before  in  that  particular  community.  Its 
deposits  at  the  time  of  our  investigation  were  around  $250,000.  The 
bank  was  owned  locally  in  that  community,  and  I  declined  to  permit 
a  national  bank  to  establish  a  branch  in  competition  with  that  State 
bank  because  there  seemed  to  be  no  need  for  it  in  that  community. 

I  was  rather  surprised  some  weeks  later  to  learn  that  the  State 
itself  had  chartered  a  branch  of  a  State  bank  in  competition  with 
its  own  institution  in  that  community.  I  wanted  to  enlarge  your 
suggestion,  Senator  Glass,  that  we  also  apply  the  same  rule  as  to- 
branches. 

Senator  Glass.  I  very  distinctly  recall  the  latest  instance  in  my 
own  State,  when  I  think  Mr.  Await  was  acting  Comptroller  of  the 
Currency,  or  it  may  have  been  Mr.  Pole,  that  application  was  made 
for  the  establishment  of  a  national  bank  in  Lancaster  County,  Va.,. 
at  Cape  Charles  City,  I  think,  in  the  third  richest  county  in  the 
State;  and  Mr.  Pole,  or  Mr.  Await,  as  the  case  might  be,  declined  to 
charter  the  bank  because  he  held  that  the  two  State  banks  there  were 
affording  ample  banking  facilities  to  the  community. 

Pardon  me  for  interrupting  you.     You  may  proceed. 

Mr.  O'Connor.  The  House  bill,  H.  R.  7017,  on  page  11,  section  7, 
provides  as  follows  [reading]  : 

By  striking  out  subsection   (g)   and  inserting  in  lieu  thereof  the  following: 

"(n)  The  factors  to  be  enumerated  in  the  certificate  required  under  sub- 
section (e)  and  to  be  considered  by  the  board  of  directors  under  subsection 
(f)  shall  be  the  financial  condition  of  the  bank  and  the  adequacy  of  its 
capital  structure." 

Frankly,  gentlemen,  I  regard  this  as  one  of  the  most  important 
provisions  in  title  I  of  the  suggested  bill,  and  I  consider  the  amend- 
ment in  the  proposal  of  the  House  as  most  dangerous. 

Senator  Glass.  You  mean,  in  the  bill,  or  in  title  I  of  the  bill? 

Mr.  O'Connob.  Title  I  of  the  bill.  Let  us  consider  it  for  a  moment, 
because  of  its  great  importance.  If  the  section  as  suggested  by  the 
House  is  adopted,  rather  than  the  one  that  is  in  the  Senate  bill,. 
it  will  mean  that  every  State -chartered  institution  that  applies  to 
the  board  for  insurance,  and  which  has  an  adequate  capital,  will 
have  to  be  admitted,  because  the  financial  condition  of  the  bank  is 
not  very  important,  for  the  reason  that  practically  all  banks  in  th& 
future  will  be  new  banks,  and  the  financial  condition  of  the  institu- 
tion being  new  would  naturally  be  sound.  What  will  happen?  Over 
the  past  10  or  11  years  12,000  banks  in  this  country  have  closed. 
With  deposit  insurance  in  effect  it  will  be  the  highest  invitation, 
to  those  who  want  to  speculate  in  this  country  in  the  establishment 
of  banks,  because  the  promoters  can  say  to  the  stockholders,  "  Your 
bank  will  be  insured,  so  why  not  invest  in  this  institution!  You 
cannot  be  hurt."  Secondly,  because  of  the  general  move  in  the 
different  States,  as  well  as  by  the  Federal  Government,  to  eliminate 
the  double  assessment  liability. 

Senator  Bttlklet.  But  you  do  not  guarantee  stockholders. 

Senator  Towxsend.  He  is  using  the  argument  that  would  be  made- 
to  prospective  investors. 
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Mr.  O'Connor.  I  am  trying  to  make  this  point,  Senator:  Under 
the  old  system  when  a  bank  was  organized  there  would  have  been 
much  greater  care  on  the  part  of  the  investor  going  into  the  bank 
when  first  he  was  confronted  with  a  double  liability,  which  has  been 
removed  by  Congress  from  new  banks,  and  also  some  of  the  States 
are  following  the  suggestion  of  Congress  in  this  respect,  and, 
secondly,  to  say  to  the  man  investing,  "  This  bank  will  not  close 
because  it  will  be  insured."  So  a  man  is  more  likely  to  invest  his 
money  as  a  stockholder  because  of  the  fact  that  the  bank  will  be 
insured. 

Senator  Bttlkley.  I  do  not  see  how  that  protects  the  stock- 
holders.   It  certainly  protects  the  depositors. 

Mr.  O'Connor.  It  you  prevent  runs  on  banks  it  will  protect  the 
stockholders. 

Senator  Bulki^y,  The  theory  is  that  there  will  not  be  a  run,  and 
therefore  the  bank  would  be  protected?  There  is  something  in  that, 
of  course. 

Mr.  O'Connor.  Yes;  that  is  it.  It  is  simply  an  invitation  and  an 
encouragement  in  every  State  in  the  Union,  because  all  that  they 
would  have  to  do,  gentlemen,  would  be  to  secure  a  State  charter 
and  then  come  down  here  and  be  insured.  If  we  had  11,000  or  12,000 
failures  in  the  past  10  years,  I  do  not  know  what  the  situation  will 
be  in  the  next  10  or  12  years  if  that  provision  is  permitted  to 
become  law. 

The  Senate  bill  I  believe  is  very  sound.  The  Senate  bill  provides 
as  follows  [reading] : 

The  financial  history  and  condition  of  the  bank — 

Of  course,  that  only  applies  to  the  remaining  banks  that  are  not 
members  of  the  fund — 
the  adequacy  of  its  capital  structure,  Its  future  earnings  prospects — 

And   we  make  a  careful   investigation  of  that  in  chartering  a 
national  bank — 
the  general  character  of  its  management — ■ 

And  that  is  very  important.    The  Comptroller's  office  cooperates 
with  the  Federal  Reserve  Board  in  a  very  careful  check-up  of  the 
character  and  kind  of  men  that  are  coming  into  the  new  banks.    But 
particularly  this  section  in  the  Senate  bill : 
the  convenience  and  needs  of  the  coromuntiy  to  be  served  by  the  bunk. 

To  prevent,  if  we  can,  over-banking  this  country.  I  consider  it 
of  such  importance,  gentlemen,  that  I  wanted  particularly  to  call 
your  attention  to  it  this  morning;  and  I  thank  the  Senator  for  giving 
ine  an  opportunity  to  point  it  out. 

Senator  Glass.  Mr.  Comptroller,  conceding  that  that  is  very  im- 
portant, do  you  think  it  more  important  than  the  provision  in  the 
existing  law  requiring  all  insured  banks  after  July  1, 1937,  to  become 
members  of  the  Federal  Reserve  System  and  comply  with  the  law 
that  applies  to  member  banks  and  which  appears  to  have  been 
stricken  out  by  the  House  bill!  Do  you  think  that  is  of  any  less 
importance?  What  do  you  think  would  happen  to  the  insurance 
fund  if  that  requirement  should  be  expunged  from  the  law?  You 
are  a  member  of  the  Insurance  Deposit  Board,  are  you  not? 
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Mr.  O'Connor.  Yes,  Senator;  I  am.  My  view  is  this.  The  ulti- 
mate aim  of  the  legislation  of  1933  was  to  establish  one  system  in 
this  country.  The  framers  of  the  act  had  no  objection  to  postpon- 
ing the  date  of  qualification  to  a  future  date  when  recovery  was 
reached  in  the  country,  as  well  as  giving  an  opportunity  to  banks 
to  qualify  for  membership  in  the  Federal  Reserve  System.  That  is 
a  consummation  devoutly  to  be  wished.  We  cannot  be"  unfair  to  these 
banks,  and  we  must  permit  a  reasonable  time  to  elapse  for  the  banks 
to  be  able  to  so  rearrange  their  internal  affairs,  their  capital  struc- 
ture, if  they  can,  so  as  to  qualify  for  membership  in  trie  Federal 
Reserve  System.  I  believe  we  have  made  a  step  toward  that,  Senator, 
in  title  I,  if  it  is  adoped,  permitting  the  Federal  Insurance  Cor- 
poration to  purchase  the  assets  of  going  banks,  so  that  we  can 
create  mergers  or  bring  about  mergers  all  over  the  country,  getting 
these  banks  in  shape  to  qualify  for  membership  in  the  Federal 
Reserve  System,  I  think  that  was  a  wise  provision  of  Congress, 
because  I  believe  it  would  have  been  manifestly  unfair  on  the  part 
of  Congress  with  respect  to  small  banks  to  practically  sign  their 
death  warrant  because  they  could  not  qualify  for  membership  in 
the  Federal  Reserve  System;  and  in  view  of  that,  Congress  wisely 
provided  that  it  would  give  them  an  opportunity,  a  certain  length 
of  time  in  which  to  qualify  for  membership.  It  is  the  policy  of  the 
Federal  Government  as  expressed  in  that  law  that  at  some  future 
date  all  banks  in  the  United  States  must  become  members  of  the  Fed- 
eral Reserve  System. 

Senator  Glass.  As  a  matter  of  fact,  in  your  capital  fund  there  is 
$150,000,000  contributed  by  the  Federal  Government  and  also  a 
fund  contributed  from  the  surplus  funds  of  the  Federal  Reserve 
banks.  Is  there  any  reason  why  the  Federal  Reserve  hanks  should 
contribute  $150,000,000  toward  insuring  deposits  of  nonmember 
banks  which  refuse,  after  a  period  of  4  years,  to  become  members 
of  the  Federal  Reserve  System? 

Mr.  O'Connor.  My  understanding  is  that  the  banks  that  are  mem- 
bers of  the  insurance  fund  will  all  pay  their  proportionate  share  of 
the  levy  that  is  made  by  the  Board. 

Senator  Glass.  But  nonmember  banks  do  not  pav  any  part  of  the 
$150,000,000  tnken  from  the  surplus  of  the  Reserve  banks,  do  they! 

Mr.  O'Connor.  No;  but  that  is  in  lieu  of  their  assessment,  Senator. 
Is  not  that  in  lieu  of  their  first  assessment! 

Senator  Townsenr.  You  mean  out  of  the  $150,000,000? 

Mr.  O'Connor.  Yes. 

Senator  Townsf.nd.  I  did  not  understand  that. 

Senator  Bulklet.  They  have  to  pay  their  assessment  besides  that, 
do  they  not! 

Mr.  O'Connor.  But  that  was  not  out  of  the  banks.  That  was 
taken  out  of  the  surplus  of  the  Federal  Reserve,  was  it  not! 

Senator  Glass.  That  is  what  I  am  saying.  It  was  taken  out  of 
the  surplus  of  the  Federal  Reserve,  and  it  was  put  in  the  surplus  of 
the  Federal  Reserve  by  member  banks. 

Mr.  O'Connor.  That  is  true. 

Senator  Glass.  That  is  what  I  am  talking  about. 

Mr.  O'Connor.  I  suggested  some  time  ago  that  that  be  repaid. 
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Senator  Glass.  I  do  not  think  it  ought  to  be  repaid.  I  do  not 
think  the  $150,000,000  taken  out  of  the  Treasury,  which  never  ought 
to  have  been  in  the  Treasury,  mulcted  by  law — there  is  such  a  thing 
as  legal  robbery,  you  know — ought  to  be  repaid. 

Mr.  O'Connor.  There  is  a  very  simple  way  to  do  it. 

Senator  Glass.  I  just  wanted  to  know  what  your  opinion  was  of 
the  proposition  to  relieve  these  banks,  because  I  very  distinctly 
recall — and  I  do  not  disclose  any  secret  in  saying  so — that  the  Presi- 
dent of  the  United  States  and  the  then  Secretary  of  the  Treasury, 
Mr.  Woodin,  brought  acquiescence  in  the  insurance  provision  of  the 
bill  only  upon  the  ground  that  it  would  seem  to  bring  about  in  what 
most  people  regarded  as  a  constitutional  way  an  approximately 
unified  banking  system. 

Mr.  O'Connor.  The  Federal  Reserve  System  has  been  repaid  that 
money.  The  money  that  they  put  in  has  been  repaid  them  by  the 
Treasury.    The  Treasury  now  owns  the  stock 

Senator  Glass.  Owns  what  stock? 

Mr.  O'Connor.  The  money  that  the  Federal  Reserve  Board  put  in. 

Senator  Glass.  The  Federal  Reserve  Board  has  not  been  repaid. 

Mr.  O'Connor.  The  Treasury  purchased  that  stock. 

Senator  Glass.  The  Treasury  put  up  $150,000,000  of  its  own. 

Mr.  O'Connor.  And  in  addition  to  that  it  purchased  the  stock  of 
the  Federal  Reserve  banks. 

Senator  Glass.  They  took  $150,000,000  of  the  surplus  of  the  Fed- 
eral Reserve  banks. 

Mr.  O'Connor.  And  they  bought  that  stock  and  repaid  it. 

Senator  Bulklet.  I  did  not  know  that.  By  what  authority  was 
it  repaid? 

Senator  Glass.  It  never  was  intended  to  be  repaid. 

Senator  Bulklet.  But  the  Comptroller  says  it  was.  How  was  the 
authority  given  to  repay  that? 

Mr.  O'Connor.  They  bought  that  stock. 

Senator  Bulklet.  Out  of  what? 

Mr.  O'Connor.  Treasury  funds. 

Senator  Bulklet.  Under  what  authorization  ?  Was  that  some  of 
tie  relief  money? 

Mr.  O'Connor.  No;  that  is  not  relief  money. 

Mr.  Wood.  I  understand  that  under  the  industrial-loan  bill  last 
year  it  was  provided  that  the  Treasury  would  make  an  advance  to 
the  Federal  Reserve  banks  in  an  amount  equal  to  the  amount  that 
they  had  subscribed  for  stock  in  the  Federal  Deposit  Insurance  Cor- 
poration. 

Senator  Glass.  That  was  for  a  different  purpose  entirely. 

Senator  Bulklet.  It  is  very  different  from  repurchasing  the  stock, 
too.  If  they  made  an  advance  of  the  same  amount,  it  is  only  the 
■Hiount  that  happens  to  be  the  same.  It  is  not  a  repurchase  of  the 
«tock. 

Senator  Glass.  It  was  to  make  direct  loans  to  industry. 

Senator  Bulklet.  It  does  not  constitute  a  purchase  of  the  stock 
*t  all,  as  I  understand  it. 

Ur.  O'Connor.  Let  us  read  the  section 

Senator  Glass.  It  was  to  make  a  contribution  for  direct  loans  to 
'Odustry. 
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Mr.  O'Connor.  That  is  right. 

Mr.  Birdzell.  The  capital  status  of  the  Corporation  has  not  been 
affected  at  all.  We  have  $150,000,000  subscription;  we  have  $139,- 
000,000,  in  round  numbers,  from  the  surplus  of  the  Federal  Reserve 
banks  for  which  stock  has  been  issued,  and  it  has  not  been  altered  a 
particle. 

Senator  Glass.  That  was  made  the  basis  of  the  contribution  of  the 
Government  to  industry. 

Senator  Bulhxby.  Was  it  not  an  advancement  for  another  pur- 
pose than  repayment  of  this  amount? 

Mr.  Wood.  Yes.    Our  Corporation  has  not  repaid  any  of  that. 

Mr.  O'Connor.  May  I  read  the  section?  This  is  document  no. 
417,  relating  to  direct  loans  for  Federal  Reserve  banks  [reading] : 

Id  order  to  enable  the  Federal  Reserve  banks  to  make  loans,  discounts,  ad- 
vances, purchases,  and  commitments  provided  for  In  this  section,  the  Secretary 
of  the  Treasury,  upon  the  date  this  section  takes  effect,  is  authorized,  under 
such  rules  and  regulations  as  he  shall  prescribe,  to  pay  each  Federal  Reserve 
bank  not  to  exceed  such  portion  of  the  sum  of  {139,296,557  as  may  be  repre- 
sented by  the  par  value  of  the  holdings  of  each  Federal  Reserve,  bunk,  all  Fed- 
eral Deiwslt  Insurance  Corporation  stock  upon  the  execution  by  each  Federal 
Reserve  bank  'of  Its  agreement  to  be  endorsed  on  the  certificate  of  such  stock, 
to  hold  such  stock  unencumbered  and  to  pay  to  the  United  States  all  dividends, 
all  payments  on  liquidation,  and  all  other  proceeds  of  such  stock  for  which  divi- 
dend payments  and  proceeds  the  United  States  shall  be  secured  by  such  stock 
Itself  up  to  tbe  total  amount  paid  lo  each  Federal  Reserve  bank  by  the  Secre- 
tary of  the  Treasury  under  this  section.  Bach  Federal  Reserve  bank  shall  agree 
that  in  the  event  such  dividend  payments  and  other  proceeds  in  any  calendar 
year  do  not  aggregate  2  percent  of  the  total  payment  made  by  the  Secretary  of 
the  Treasury  under  this  section,  it  will  pay  to  the  United  States  In  Mich  year 
such  further  amount,  If  any.  up  to  2  percent  of  the  said  total  payment  as 
thereby  covered  by  the  net  earnings  of  the  bank  for  that  year  derived  from 
the  use  of  the  sum  so  paid  by  the  Secretary  of  the  Treasury,  and  that  for  such 
amount  so  due  the  United  States  shall  have  a  first  claim  against  such  earnings, 
and,  further,  that  It  Will  continue  such  payments  until  final  liquidation  of  said 
Stock  by  the  Federal  Deposit  Insurance  Corporation.  The  sum  so  paid  to  each 
Federal  Reserve  bank  by  the  Secretary  of  the  Treasury  shall  become  a  part  of 
the  surplus  fund  of  such  Federal  Reserve  bank  within  the  meaning  of  this  sec- 
tion. All  amounts  required  to  be  expended  by  the  Secretary  of  the  Treasury  in 
order  to  carry  out  the  provisions  of  this  section  shall  be  paid  out  of  the  miscel- 
laneous receipts  of  the  Treasury  created  by  the  Increment  resulting  from  tbe 
reduction  of  the  weight  of  the  gold  dollar  under  the  President's  proclamation 
of  January  31,  1934 ;  and  there  is  hereby  appropriated  out  of  such  receipts  such 
sum  as  shall  be  required  for  such  purposes. 

That  is  what  I  had  in  mind. 

Senator  Glass.  We  are  entirely  familiar  with  that.  That  was 
simply  the  basis  for  an  additional  contribution  by  the  Treasury. 

Senator  Townsend.  Has  the  Treasury  paid  the  Federal  Reserve 
banks  this  money? 

Mr.  O'Connor.  My  recollection  is,  Senator  Townsend,  that  they 
have.  Whether  it  has  been  fully  paid  or  not  I  do  not  know.  I  can 
look  it  up  and  let  you  know. 

Senator  Townsend.  Your  first  assertion,  then,  was  correct? 

Mr.  O'Connor.  That  is  what  I  had  in  mind. 

Senator  Bulkley.  It  is  rather  a  peculiar  transaction.  It  looks 
different  to  me,  however,  from  a  purchase  of  the  stock. 

Senator  Townsend.  They  have  received  the  money  from  the 
Treasury. 

Senator  Bulkley.  Yes;  but  not  by  way  of  purchase  of  the  stock. 
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Senator  Townsend.  It  may  be  or  may  not  be  a  purchase. 

Senator  Bulklkt.  It  is  a  most  peculiar  transaction. 

Senator  Townsend.  It  certainly  is. 

Senator  Byrnes.  I  think  we  should  ask  the  Comptroller  if  he 
wants,  after  looking  it  up,  to  make  a  statement  in  the  record  as  to 
what  is  the  fact. 

Senator  Btllkley.  That  would  be  very  satisfactory ;  but  I  do  not 
think  it  is  very  pertinent  to  what  is  before  us. 

Did  you  have  something  else  to  say  J 

Mr.  O'Connor.  Not  on  that  section,  Senator. 

Senator  Booklet.  Do  you  want  to  go  on  with  title  III  now! 

Mr.  O'Connor.  Yes,  senator.  Section  304,  page  53  of  the  bill,  was 
where  we  left  off. 

Senator  Bui*ley.  That  provides  for  eliminating  double  liability 
with  respect  to  shares  issued  prior  to  June  17,  1933,  by  national 
banking  associations.  Have  you  considered  whether  we  could  in 
fairness  to  creditors  of  banks  eliminate  the  liability! 

Mr.  O'Connor.  I  have  given  that  rather  careful  consideration, 
Senator,  and  in  my  opinion  you  could  not  constitutionally  destroy 
the  rights  that  exist  now  between  the  debtors  and  creditors  of  banks. 
In  other  words,  when  a  depositor  places  his  money  in  a  bank  at  the 
present  time,  with  double  liability  on  the  stock,  that  becomes  a  part 
of  his  contract  with  the  hank. 

Senator  Bux.ki.kt.  He  is  presumed  to  rely  on  only  the  security 
that  the  law  gives! 

Mr.  O'Connor.  That  is  correct.  That  is  very  well  stated.  Now, 
therefore,  inasmuch  as  Congress  has  provided  that  as  to  new  char- 
ters the  double  liability  is  eliminated,  it  would  seem  only  fair  to 
make  provision  at  a  convenient  time  in  the  future  for  the  elimination 
©f  double  liability  on  existing  banks,  and  particularly  because  at  the 
present  time  we  nave  national  banks  with  two  kinds  of  stock,  stock 
•that  has  a  double  liability  and  new  stock  issued  by  the  same  bank 
*liat  does  not  have  a  double  liability. 

Senator  Bulklet.  I  can  see  the  confusion  of  it  and  the  desira- 
bility of  getting  it  ironed  out,  but  I  am  thinking  about  the  question 
«f  wiping  out  an  obligation  that  actually  exists  in  favor  of  existing 
creditors. 

Mr.  O'Connor.  We  do  not  go  that  far,  Senator,  because  we  pro- 
~vide  here  that  this  double  liability  shall  be  eliminated  on  July  1, 
19Z7,  and  we  feel  that  if  the  law  is  passed  now  with  presumptive 
*iotice  to  all  creditors  that  within  that  time  they  will  all  have  had 
wotice  of  the  passage  of  the  act,  it  will  therefore  not  be  subject  to 
the  constitutional  objection.  That  is  my  argument  on  it.  I  believe 
"that  there  is  not  anything  more  distressing  than  to  call  for  stock 
assessments  after  a  bank  has  closed,  because  usually  it  is  the  stock- 
holders that  have  suffered  greatly  by  the  closing  of  the  bank,  and 
secondly,  it  is  usually  in  a  period  when  they  are  less  able  to  respond 
to  double  liability,  and  the  further  fact  that  we  have  collected  ap- 
proximately 49  percent  of  the  stock  liability.  I  have  suggested  to 
'his  committee  and  to  Congress  that  we  should  not  weaken  the  finan- 
cial structure  of  our  banks  too  greatly.  Just  as  soon  as  you  take 
'w-ay  this  double  liability  we  must  concede  that  we  have  greatly 
weakened  the  structure  of  our  national  banks.    So  therefore  I  have 
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suggested  that  the  national  banks  shall  be  required  to  set  aside  out 
of  their  profits  one-tenth  each  year  until  their  surplus  equals  their 
capital.  In  other  words,  it  will  put  into  the  bank  this  additional 
sum,  rather  than  to  attempt  to  collect  afterward. 

Senator  Bolkley.  That  provision  about  adding  surplus  is  in  sec- 
tion 314,  is  it  not? 

Mr.  O'Connor.  Yes,  sir.  The  committee  on  that,  basis  will  be 
interested  to  know  that  in  national  hanks  we  have  a  capital  struc- 
ture as  of  December  31,  1934,  of  $1,786,409,000. 

Senator  Townsend.  Do  you  mind  an  interruption  there? 

Mr.  O'Connor.  Certainly  not,  Senator. 

Senator  Townsend.  What  percentage  of  the  double  liability  assess- 
ment has  been  collected? 

Mr.  O'Connor.  About  49  percent.  The  surplus  in  our  national 
banks  as  of  December  31  was  $837,887,000,  or,  roughly,  nearly  one- 
half.  Undivided  profits  amounted  to  $261,491,000.  Of  course,  some 
banks  have  tremendous  reserves  and  surplus.  I  have  one  bank  in 
mind  that  has  a  capital  of  a  million  and  a  half  and  a  surplus  of  70 
millions,  and  undivided  profits  of  about  a  million  and  a  half.  I  am 
just  illustrating  the  great  differences  and  gradations  of  banks  be- 
cause you  can  hardly  think  off-hand  of  a  bank  that  has  a  million 
and  a  half  capital  with  70  millions  surplus. 

May  I  further  state,  with  reference  to  the  constitutional  objection 
that  you  are  interested  in,  Senator  Bulkley,  that  the  House  discussed 
that  feature  of  it,  and  on  page  60  of  the  House  bill  they  inserted 
this  provision  to  which  we  had  no  objection  [reading] : 

Sew.  304.  Section  22  of  the  Hanking  Act  of  1933,  as  amended,  is  amended 
by  adding  at  the  end  thereof  the  following  sentence:  "  Such  additional  liability 
shall  cease  on  July  1,  1037,  with  respect  to  nil  shares  Issued  by  any  associa- 
tion which  shall  be  transacting  the  business  of  banking  on  July  1,  1937: 
Provided,  That  not  less  than  six  months  prior  to  such  date,  such  association 
shall  have  caused  notice  of  such  prospective  termination  of  liability  to  be 
published  in  a  newspaper  published  in  the  city,  town,  or  county  in  which  such 
association  is  located,  and  if  no  newspui>er  Is  published  In  such  city,  town,  or 
county,  then  In  a  newspaper  of  general  circulation  therein.  If  the  association 
fait  tn  give  such  notice  as  and  when  above  provided,  a  termination  of  sneb 
additional  liability  may  thereafter  be  accomplished  as  of  the  date  six  months 
subsequent  to  publication,  in  the  manner  above  provided." 

Senator  Byrnes.  Let  me  ask  you  a  question  about  that.  If  a 
bank  becomes  insolvent  under  the  existing  law,  the  depositor  has  the 
right  to  participate  in  any  amounts  that  may  be  recovered  from  stock 
liability;  that  is  right,  is  it  not? 

Mr.  O'Connor.  That  is  right. 

Senator  Byrnes.  Under  the  insurance  fund  we  have  attempted  to 
take  care  of  that,  so  that  if  a  bank  becomes  insolvent  the  depositors 
will  receive  payment  from  the  insurance  fund? 

Senator  Townsend.  Up  to  $5,000. 

Senator  Byrnes.  Up  to  $5,000.  Then  what  you  have  in  mind  is 
that  while  this  insurance  goes  to  the  depositors,  there  shall  be  this 
additional  fund  added  to  surplus  in  order  to  protect  depositors  over 
$5,000,  because  the  depositor  who  has  no  more  than  $5,000  is  assured 
of  payment  out  of  the  fund? 

Mr.  O'Connor.  You  just  carry  that  one  step  further.  It  applies 
to  the  $5,000,  too,  because  you  have  to  keep  in  mind  the  fact  the 
Federal  Deposit  Insurance 
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Senator  Byrnes.  It  is  subrogated  to  the  rights  of  the  depositors 
against  the  stockholders? 

Mr.  O'Connor.  Yes. 

Senator  Byrnes.  Suppose  you  repealed  it  as  to  stockholders'  lia- 
bility, then  there  is  no  subrogation  of  the  insurance  fund.  The  de- 
positor will  have  a  remedy  up  to  $5,000? 

Mr.  O'Connor.  That  is  correct. 

Senator  Byrnes.  What  you  are  seeking  to  do,  then,  is  to  protect 
the  depositors  whose  deposits  are  in  excess  of  $5,000,  by  adding  to 
the  surplus  and  thereby  improving  the  capital  structure.     Is  that  it? 

Senator  Townseno.  If  you  repeal  the  law  you  increase  the  hazard 
of  the  F.  D.  I.  C,  of  course. 

Senator  Byrnes.  If  the  Senator's  statement  is  correct,  the  F.  D.  I.  C. 
would  be  in  a  better  situation,  because  the  structure  of  the  bank  would 
be  improved. 

Mr.  O'Connor.  That  is  exactly  correct,  Senator. 

Senator  Bulkley.  Have  you  finished  with  section  304,  Mr. 
O'Connor? 

Mr.  O'Connor.  Yes,  sir. 

Senator  Bulkley.  Section  305  amends  the  Banking  Act  of  1933  in 
a  very  peculiar  way  by  amending  an  amendatory  clause.  What  is 
the  idea  of  going  around  the  bush  in  that  way  ? 

Mr.  Awalt.  It  is  just  a  simple  way  to  do  it. 

Senator  Bulkley.  Do  you  call  that  a  simple  way? 

Mr.  Awalt.  Much  simpler  than  the  other  way,  Senator. 

Mr.  O'Connor.  I  suppose  that  sometimes  the  longest  way  round  is 
the  shortest  way  home.  They  have  advised  me  that  this  is  the 
simplest  way  to  accomplish  it. 

Mr.  Awalt.  It  is  purely  a  question  of  draftsmanship. 

Senator  Bulkley.  I  think  the  merit  of  the  section  is  very  easy  to 
understand. 

As  to  section  306,  Mr.  O'Connor,  do  you  wish  to  give  a  little  more 
explanation  of  that  than  is  contained  in  the  statement? 

Mr.  O'Connor.  Yes.  Senator.  This  is  recommended  by  the  Fed- 
eral Reserve  Board  and  also  by  myself.  The  burden  upon  the  Board 
of  investigating  and  examining  each  individual  permit — thousands 
of  them — has  become  so  great  that  it  is  practically  impossible  for 
the  Board  to  properly  carry  it  out.  but  under  the  present  law  it  must 
be  done  individually.  The  Board  would  like  the  authority  to  pre- 
scribe general  regulations  and  then  to  be  able  to  grant  permits,  if 
they  come  within  those  general  regulations.  We  feel  that  this  amend- 
ment will  accomplish  that. 

Senator  Bulkley.  Can  you  state  just  what  happens  under  the  ex- 
isting law  and  how  it  would  be  changed  by  this  amendment? 

Mr.  O'Connor.  At  the  present  time  we  have  a  complete  summary 
°f  the  relationship  between  the  officers,  directors,  and  employees  of 
the  banks  and  the  security  companies,  and  then  each  individual  name 
comes  up  and  he  is  investigated;  whereas,  if  we  could  prescribe  gen- 
ital regulations,  general  questions  to  each  one  of  these  individuals,  as 
s«on  as  it  was  looked  over  by  one  of  the  staff,  he  could  see  whether 
tHere  was  any  possible  conflict  with  the  provisions  of  the  act  or  the 
***tent  of  Congress,  and  we  would  just  pass  them  instead  of  going 
*nto  each  one  individually.    The  Board  would  not  have  to  go  into 
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each  case  individually.    We  would  just  pass  them  because  they  had 
complied. 

Senator  Bulkley.  Are  there  many  such  cases  to  be  passed  on? 
.    Mr.  O'Connor.  Oh,  a  great  many,  Senator. 

Senator  Bulkley.  How  does  it  run  in  figures? 

Mr.  O'Connor.  I  have  not  the  figures  so  much  in  mind  as  I  have 
a  stack  of  instruments  in  front  of  us  on  the  table  in  the  board  room. 

Senator  Bulkley.  And  each  one  at  present  has  to  have  a  separate 
resolution  of  the  Board? 

Mr,  O'Connor.  Yes. 

Senator  Bulkley.  And  there  are  so  many  that  the  Board  cannot 
physically  consider  them  ? 

Mr.  O'Connor.  It  is  very  difficult  to  do  it.  It  is  practically  an  im- 
possible burden  on  the  Board. 

Senator  Bulkley.  This  section,  as  I  understand  it,  does  another 
very  important  thing.   Do  you  want  to  discuss  that? 

Mr.  O'Connor.  Yes.  The  section  would  revise  section  32  of  the 
Banking  Act  of  1933,  which  prohibits  interlocking  relations  between 
member  banks  and  securities  companies,  so  as  to  extend  the  provisions 
thereof  to  employees  as  well  as  officers  and  directors,  and  so  as  to  in- 
clude individuals  engaged  in  the  securities  business  as  well  as  officers, 
directors,  and  managers  of  organizations  connected  with  such  busi- 
ness. The  description  of  this  type  of  business  can  be  revised  so  as  to 
meet  the  other  provisions  of  the  Banking  Act  of  1933.  The  prohibi- 
tion against  correspondent  relationships  between  member  banks  and 
securities  companies  would  be  eliminated.  Whereas  the  existing  law 
authorizes  the  Federal  Reserve  Board  to  make  exceptions  by  grant- 
ing permits  in  individual  cases,  the  revised  section  would  authorize 
the  Board  to  make  exceptions  only  by  general  regulations  dealing 
with  limited  classes  of  cases,  when  in  the  judgment  of  the  Board 
such  relationship  would  not  unduly  influence  the  investment  policies 
of  such  member  banks  or  the  advice  they  give  their  customers  regard- 
ing investments. 

Senator  Bulkley.  You  are  reading  from  the  House  report? 

Mr.  O'Connor.  Yes,  sir;  on  the  Banking  Act  of  1935,  page  17. 

Senator  Bulkley.  I  do  not  see  that  there  is  anything  in  this  sec- 
tion now  to  prohibit  correspondent  bank  relationships  at  all.  Do  you 
not  simply  eliminate  that  prohibition  altogether? 

Mr.  O'Connor.  That  is  right. 

Senator  Bulkley.  It  is  not  a  question,  then,  of  licensing  under 
general  regulations  ? 

Mr.  O'Connor.  Not  that  part  of  it. 

Senator  Bulkley.  It  is  simply  pitched  out? 

Mr.  O'Connor.  That  part  goes  out. 

Senator  Bulkley.  What  was  your  thought  in  that? 

Mr.  O'Connor.  It  is  the  judgment  of  the  Board,  Senator,  that 
there  is  no  abuse  there:  or,  if  there  was  any  abuse,  the  attention  of 
Congress  or  the  Board  had — 

Senator  Rclkley.  You  think  that  that  was  just  an  ill-advised  pro- 
vision of  the  law  in  the  first  place,  do  you  ? 

Mr.  O'Connor.  Well,  from  the  way  it  worked  out  practically,  that 
was  the  result.  I  do  not  know  that  it  was  ill-advised,  but  that  is  the 
way  it  worked  out. 
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Senator  BuLxlet.  Let  us  go  on  with  section  307. 
Mr.  O'Connor.  Section  307  is  largely  the  same  as  was  in  the  bill, 
Senator,  a  year  ago,  with  some  additions.  It  makes  it  clear  that  sec- 
tion 16  of  the  Banking  Act  of  1933  was  not  intended  to  prohibit 
national  banks  or  member  banks  from  buying  or  selling  stock  solely 
for  the  account  of  their  customers  and  as  accommodation  thereto  and 
not  for  their  own  account.  It  is  extremely  important,  particularly  in 
communities  remote  from  financial  centers,  and  since  there  is  involved 
no  investment  by  the  bank  of  its  own  funds,  no  objection  can  be  seen 
thereto.  The  amendment  further  limits  national  banks  in  purchas- 
ing investment  securities  for  their  own  account  to  the  purchase  of 
same  in  an  amount  as  to  any  one  issue  limited  to  10  percent  of  the 
bank's  unimpaired  capital  and  surplus.  The  present  law  permits  such 
investment  in  any  one  issue  to  an  amount  equal  to  15  percent  of  the 
unimpaired  capital  and  25  percent  of  the  surplus,  except  where  the 
total  issue  docs  not  exceed  $100,000  and  does  not  exceed  50  percent  of 
the  capital  of  the  association. 

Senator  Bulkley.  I  notice  on  page  54  you  suggest  striking  out  the 
word  "  investment "  in  the  phrase  "  investment  securities."  Is  there 
any  significance  in  that? 

Mr.  O'Connor.  Customers  might  want  to  buy  something  besides 
investment  securities,  and  they  would  be  prohibited  from  buying  even 
for  their  customers  securities  other  than  investment  securities. 

Senator  Bclklby.  I  thought  there  was  a  prohibition  against  buy- 
ing investment  securities.     I  see  no  objection  to  eliminating  the  word. 
Senator  Glass.  There  is  a  distinction  between  securities  and  invest- 
ment securities. 
Mr.  O'Connor.  Yes;  a  very  wide  distinction. 

Senator  Glass.  As  a  matter  of  fact,  most  of  the  things  that  are 
gambled  on  on  the  stock  exchange  are  securities  and  not  investment 
securities. 

Senator  Bulklet.  However,  if  you  do  eliminate  it  there,  you 
should  also  eliminate  it  at  the  top  of  page  55,  should  you  not? 

Mr.  A walt.  No.  sir;  because  that  is  where  the  bank  is  buying 
for  its  own  account. 

Senator  Bulklet.  That  was  intended  to  mean  a  different  thing 
there,  was  it  I 
Mr.  Awalt.  Yes,  sir. 

Mr.  O'Connor.  Senator  Bulkley,  at  the  end  of  section  307,  which 
we  are  discussing,  we  are  suggesting  adding  to  the  end  of  the  sen- 
tence the  words  "except  that  this  limitation  shall  not  require  any 
association  to  dispose  of  any  securities  lawfully  held  by  it  on  the 
date  of  the  enactment  of  the  Banking  Act  of  1935." 

In  other  words,  we  do  not  want  them  to  dump  their  securities  on 
the  market. 

Senator  Bdlklet.  That  is  quite  correct;  and  you  have  improved 
that  sentence  by  inserting  that  proviso.  That  is  a  very  good  tech- 
nical correction.  But  it  seems  to  me  that  the  sentence  is  still  in 
some  difficulty,  because  it  says — 

Bat  In  do  event  shall  tlie  total  n  mount  of  the  Investment  securities  of  any 
•J  oblUor  or  maker,  purchased  after  this  section,  as  amended,  takes  effect 
"a  held  by  the  association  for  Its  own  account,  exceed  at  any  time  10  percent 
« Its  capital  stock— 

And  so  forth. 
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Does  that  word  "  its  "  refer  to  the  association  ? 

Mr.  O'Connor.  Yes,  sir. 

Senator  Bulklet.  Did  we  not  have  some  percentage  of  the  pro- 
portion of  the  obligation 

Mr.  O'Connor,  Except  where  the  total  issued  does  not  exceed 
$100,000. 

Senator  Bulklet.  Where  are  you  reading  from  now? 

Mr.  O'Connor.  The  present  law. 

Senator  Bulklet.  That  remains  unchanged? 

Mr.  O'Connor.  No. 

Senator  Bulklet.  You  are  sure  that  this  does  not  have  the  effect 
of  striking  that  out? 

Mr.  O'Connoh.  I  will  check  it  in  a  second.  That  is  the  present 
law,  Senator.  The  present  law  provides  for  an  amount  equal  to  15 
percent  of  the  unimpaired  capital  of  the  association,  25  percent  of  its 
surplus  except  where  the  total  issued  does  not  exceed  $100,000  and 
does  not  exceed  50  percent  of  the  capital  of  the  association.  That 
is  in  the  present  law. 

Senator  Bulklet.  Is  that  in  section  5136? 

Mr.  O'Connor.  It  is  cut  out 

Senator  Bulklet.  I  still  think  you  are  taking  that  out. 

Mr.  O'Connor.  It  is  the  present  law  that  we  are  eliminating. 

Senator  Bulklet.  You  just  said  you  did  not  intend  to  eliminate  it. 

Mr.  O'Connor.  I  meant,  we  are  eliminating  that  section  of  it  in 
view  of  the  suggestion  we  make  here  as  to  the  limitation  of  invest- 
ments. 

Mr.  Awalt.  We  are  tightening  up  on  the  law.  Instead  of  leaving 
it  15  to  25  percent,  as  it  was  before,  we  are  tightening  it  down  to 
10  percent  of  the  capital  and  surplus. 

Senator  Bulklet.  And  in  view  of  that,  you  think  you  do  not 
need  any  limitation  with  respect  to  what  proportion  it  may  be  of 
the  obligation  of  the  obligor; 

Mr.  Awalt.  No  ;  we  do  not  need  that 

Senator  Bulklet.  So  that  you  are  intending  to  eliminate  that 
restriction  ? 

Mr,  Awalt.  Yes,  sir. 

Senator  Bulklet.  What  is  the  next? 

Mr.  O'Connor.  Section  307  (b).  This  section  restates  in  clearer 
form  the  existing  prohibition  against  national  banks  purchasing 
stock  for  their  own  account 

Senator  Glass,  What  do  you  do  with  that? 

Mr.  O'Connor.  We  just  make  it  clear,  Senator.  It  is  a  question 
of  rewording  it. 

Senator  Glass.  Sometimes  people  reword  a  thing  and  emasculate 
the  meaning  of  it. 

Senator  Bulklet.  Is  there  any  significance  in  using  the  word 
"hereinafter"  instead  of  "herein"?  The  word  "hereinafter"  ap- 
pears in  the  existing  law,  but  in  the  bill  that  we  proposed  last  year 
we  changed  it  to  "  herein."  My  recollection  is  that  it  was  for  some 
good  purpose,  but  I  cannot  remember  now  what  it  was. 

Mr.  O'Connor.  We  see  no  objection  to  it  at  all.  I  do  not  recall 
the  purpose  either,  but  that  will  be  satisfactory. 
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Senator  Bdlkuet.  The  only  change  that  you  propose  in  the  exist- 
ing law  is  the  insertion  of  these  words  "  for  its  own  account "  in 
lines  11  and  12?    Is  that  right! 

Mr.  O'Connor.  I  have  not  the  section  before  me,  Senator,  but 
it  is  very  easy  to  check  it.  It  is  only  one  sentence.  Yes;  "for  its 
own  account. 

Senator  Glass.  That  is  what  it  was  intended  to  meant 

Mr.  O'Connob.  Yes,  sir. 

Senator  Bulklet.  I  think  that  is  a  clarification  of  the  law.  I 
think  that  is  good.    What  is  the  next  one! 

Mr.  O'Connob.  Section  308,  Senator.  This  is  a  new  section  which 
was  not  in  your  bill  last  year.  It  enacts  into  law  present  require- 
ments of  the  Comptroller's  office  as  a  matter  of  policy  that  newly 
organized  national  banks  have  a  paid-in  surplus  equal  to  20  percent 
of  capital  before  being  authorized  to  do  business,  which  requirements 
may  be  waived  where  necessary  in  connection  with  a  State  bank  con- 
verting into  a  national  bank.  Whenever  we  charter  a  national  bank 
we  require  not  only  the  capital  that  is  required  under  the  statute, 
because  of  the  population,  and  so  forth,  of  a  city — and  as  you  know, 
it  varies — but  we  also  require  a  20-percent  surplus  which  we  have  no 
right  to  require.  We  are  just  asking  for  that  authorization  in  the 
statute  because  we  think  it  ought  to  be  there.  For  the  first  6  months 
that  a  bank  operates  it  has  got  rent,  salaries,  and  expenses  with  no 
earnings,  practically ;  and  we  feel  that  there  ought  to  be  a  surplus 
in  there  so  that  the  capital  remains  unimpaired.  We  are  asking 
Congress  to  affirm  the  policy  that  we  have  adopted  for  many  years 
in  the  Comptroller's  office,  which  we  think  is  sound. 

Senator  Bolkley.  Have  you  made  no  exceptions  to  it! 

Mr.  O'Connor.  No,  sir. 

Senator  Townbend.  What  is  your  reason  for  exempting  that  re- 
quirement in  converted  State  banks! 

Mr.  O'Connor.  Because  if  the  State  bank  has  a  sound  capital,  Sen- 
ator, and  it  is  in  good  shape  otherwise,  and  it  is  an  operating  bank 
and  it  can  be  determined,  the  Comptroller  can  look  into  it  and  see 
whether  or  not  it  should  be  permitted  to  convert.  Leave  that  to  the 
Comptroller,  but  do  not  require  him,  in  addition  to  the  capital  which 
might  be  far  in  excess  of  their  actual  needs,  if  their  investments  are 
in  good  shape,  to  say,  "  You  must  have  20  percent  also." 

Senator  Bolkley.  Section  309! 

Mr.  O'Connor.  That  eliminates  any  possibility  of  section  18  of  the 
Banking  Act  of  1933  being  construed  as  preventing  corporations 
other  than  a  bank  from  conditioning  transfer  of  their  shares  on  the 
simultaneous  transfer  of  shares  of  bank  stock,  but  preserving  the 
unimpeded  free  and  unconditional  transfer  of  bank  stock. 

Senator  Boxklbt.  I  wish  you  would  explain  that.  It  seems  to 
me  that  we  prohibit  a  thing  and  then  say  that  if  you  want  to  do  it 
backward  you  can  go  ahead  and  do  it. 

Mr.  O'Connor.  The  Glass  report  on  the  Banking  Act  of  1933,  page 
16,  section  18,  provides  for  separating  the  certificates  representing 
ownership  in  national  banks  and  ownership  in  the  affiliates,  other 
than  member  banks  or  existing  corporations  engaged  solely  in  hold- 
ing the  bank  premises  of  the  affiliated  national  bank,  so  that  in  the 
future  they  will  not  be  written  upon  a  single  certificate  of  ownership. 
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This  corresponds  to  the  provisions  contained  in  section  5,  which  is 
applicable  to  State  member  banks. 

Mr.  Awalt.  The  question  arose,  due  to  the  language  of  the  section, 
whether  or  not  it  went  further  than  that  But  what  we  are  trying  to 
do  is  to  bring  it  back  just  to  accomplish  this  particular  thing. 

As  I  understand  it,  what  this  report  of  the  Senator  Glass 
Committee  was  trying  to  do  was  to  hit,  for  instance,  the  Na- 
tional City  Bank  and  the  National  City  Co.,  where  the  stock  of  the 
company  was  trusteed  and  was  evidenced  on  the  back  of  the  National 
City  Bank  certificate.  We  have  interpreted  that  section  to  mean 
exactly  that — that  you  cannot  have  that  on  the  back  of  the  certificate 
of  any  sort  of  a  corporation;  but  some  people  claim  it  might  go  fur- 
ther than  that,  so  that  where  yon  have  an  irrevocable  trust  which  is 
evidenced  in  some  cases  by  companies  that  are  not  knocked  out  under 
the  affiliate  section  that  company  would  have  to  be  dissolved  in  addi- 
tion to  having  the  name  taken  off  of  the  certificate.  We  had  one 
case  in  Chicago  something  like  that.    Have  I  made  it  clear ! 

Senator  Bulkley.  No;  I  really  do  not  understand  it. 

Mr.  O'Connor.  Let  Mr.  McGrath  try  it. 

Mr.  McGrath.  Some  of  them  have  construed  this  section  as  being 
another  provision  requiring  divorcement  of  an  affiliate.  In  section 
20  of  the  Banking  Act  of  1933  it  is  provided  that  certain  types  of 
affiliates  are  to  be  divorced  from  a  bank.  That  is  the  divorcement 
section.  This  section  is  thought  to  be  limited,  as  Mr.  Await  said,  to 
taking  the  provisions  off  the  stock  certificates  when  full  compliance 
is  had  by  taking  them  off;  but  some  say  that  since  it  provides  that 
no  stock  of  another  corporation  can  be  conditioned  on  the  transfer 
of  bank  stock,  the  mere  taking  it  off  of  the  certificate  is  insufficient. 

Senator  Bdlkley.  That  is  what  I  would  think,  myself. 

Mr.  McGrath.  That  is  all  right  if  it  is  an  objectionable  type  of 
affiliate,  but  we  have  a  case  in  Chicago  where  the  bank  has  trans- 
ferred charged  off  real  estate  and  other  assets  to  a  corporation,  the 
stock  of  which  corporation  is  trusteed  for  the  benefit  of  the  share- 
holders of  the  bank.  It  is  very  desirable  that  the  bank  should  hold 
that  close  control  over  the  charged-off  real  estate.  If  you  are  going 
to  require  them  to  break  up  that  trust  agreement,  then  you  would 
permit  a  bank  shareholder  gradually  to  sell  his  interest  in  that  cor- 
poration, and  in  the  course  of  time  we  would  not  have  any  relation- 
ship whatsoever  between  the  bank  and  that  affiliated  corporation. 
But  it  is  a  desirable  relationship  to  maintain. 

We  had  another  case  in  the  South  where  a  national  bank  had  an 
interest  in  State  banks  in  this  way.  The  stock  of  the  State  banks 
was  trusteed  for  the  benefit  of  the  shareholders  of  the  national  bank. 
They  want  to  continue  that  relationship  because  there  is  a  branch 
banking  law  being  passed  in  that  State,  and  they  want  to  convert 
those  State  banks  into  branches  of  the  national  bank. 

Senator  Bulkley.  What  is  the  significance  of  trusteeing  it  for 
the  benefit  of  the  shareholders?  Does  that  simply  take  it  out  from 
under  the  rights  of  creditors  of  the  bank? 

Mr.  McGrath.  Well,  in  a  sense  it  does. 

Senator  Bclkley.  What  is  the  advantage  of  that  relationship! 
Why  should  it  not  simply  be  owned  by  the  bank? 


itf  by  Google 


BANKING   ACT   OF    1935  157 

Mr.  McGhahx.  The  bank  cannot  own  the  stock  itself .  It  is  pro- 
hibited from  owning  the  stock.  A  national  bank  can  only  own  stock 
for  a  debt  previously  contracted. 

Senator  Bulbux.  I  thought  you  said  this  was  for  a  debt  previ- 
ously contracted. 

Mr.  McGbath.  No;  this  would  be  a  case  where  a  corporation  has 
:been  organized  to  take  over  and  liquidate  bad  assets  of  the  bank, 
to  get  them  out  of  the  bank  entirely. 
Senator  Bveximt.  That  relates  to  debts  previously  contracted. 
Mr.  MoGsatb.  No;  because  that  corporation  does  not  owe  the 
'bank  any  debt. 

Senator  Buijilkt.  But  the  transaction  relates  to  dealing  with 
.debts  that  are  owed  to  the  bank. 

Mr.  McGbath.  That  is  true;  but  it  is  not  a  preexisting  debt.  It 
is  a  debt  that  it  created  simultaneously  with  the  issuance  of  stock. 
In  other  words,  the  stock  is  issued  in  payment  for  the  assets;  and 
.that  would  be  the  same  thing  as  going  out  and  buying  stock  as  an 
initial  transaction. 

Senator  Bulklbt.  The  bank  in  that  case  does  not  pay  anything 
for  it,  does  Itl 
Mr.  McGbath.  It  transfers  the  assets  to  the  other  corporation. 
Senator  Bouclet.  Does  it  not  simply  take  it  as  the  measure  of 
liquidating  a  debt  which  was  previously  owed. to  the  bank? 
Mr.  McGbath.  A  debt  of  another  party  to  the  hank. 
Senator  Bdjcuaf. , A  party  which  is  purely  fictitious.    It  is  set  up 
for  the  purpose  of  liquidation,  is  it  not* 

Mr.  McGhath.  That  is  true;  but  the  transaction  is  with  the 
oank— 

Senator  Bulkxkt.  I  cannot  see  any  advantage  to  the  voluntary 
creation  of  a  needless  legal  complication.  Unless  the  purpose  of  it 
is  to  take  that  asset  out  so  that  it  does  not  have  to  respond  to  the 
■creditors  of  the  bank,  I  do  not  see  that  it  does  anything.  I  do  not 
-think  that  is  a  good  purpose.  I  should  think  that  was  a  had  purpose. 
Mr.  McGbath.  These  corporations  are  already  set  up.  It  is  not 
**  case  of  letting  them  do  it  in  the  future.  You  have  got  them  now 
**-nd  you  have  got  them  under  this  irrevocable  trust  agreement  that 
you  cannot  break  up;  and  they  feel  that  they  are  in  a  position 
Jxjssibly  of  violating  the  law. 

Senator  Townsend.  You  are  simply  making  this  amendment  to 
•<5ure  a  situation  that  now  exists! 

Mr.  McGbath.  That  is  it,  and  to  express  directly  in  the  law  what 
our  purpose  is  and  what  the  Federal  Reserve  Board  has  been  doing. 
These  companies  come  to  us  and  say,  "  What  must  we  do  to  com- 
ply!"  We  say,  "Take  it  off  your  stock  certificates."  We  cannot 
■order  them  to  break  up  the  arrangement,  because  they  physically 
-cannot  do  it. 

Senator  Glass.  Let  me  ask  you  this  question,  please.  Have  you 
undertaken  in  title  m  to  clarify  your  definition  of  "  affiliates  "t 
Tor  example,  (his  case  was  brought  to  my  attention.  A  newspaper 
in  Harrisborg,  Pa.,  three  of  whose  stockholders  or  directors  were  on 
the  board  of  a  local  bank,  was  declared  a  bank  affiliate.  That  just 
*«ns  idiotic,  to  me. 
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Senator  Bui.ki.et.  There  is  a  provision  in  the  bill  relating  to 
that. 

Senator  Glass.  It  ought  to  be  clarified.  It  means  banking  affili- 
ates, and  it  does  not  mean  that  a  newspaper  is  an  affiliate  of  a  bank 
and  that  that  newspaper  is  required,  under  the  law,  to  make  a 
complete  statement  of  all  of  its  business,  its  circulation,  its  adver- 
tising, its  contracts  and  everything  of  that  sort.  No  such  thing  was 
ever  intended. 

Mr.  O'Connor.  We  have  a  church  in  the  same  position. 

Senator  Glass.  Well,  it  ought  to  be  clarified. 

Mr.  O'Oonnob.  Section  324,  page  67,  provides  [reading] : 

Whenever  member  banks  are  required  to  obtain  reports  from  affiliates,  or 
whenever  affiliates  of  members  banks  are  required  to  submit  to  examination. 
the  Federal  Reserve  Board  or  the  Comptroller  of  the  Currency,  as  the  case 
may  be,  may  waive  such  requirements  with  respect  to  any  such  report  or 
examination  of  any  affiliate  If  in  the  Judgment  of  the  said  Board  or  Comp- 
troller, respectively,  such  report  or  examination  Is  not  necessary  to  disclose 
folly  the  relations  between  such  affiliate  and  such  bank  and  the  effect  thereof 
upon  the  affairs  of  such  bank. 

That  would  clear  it,  Senator. 

Mr.  Awalt.  That  gives  us  discretion.  ''. 

Senator  Glass.  The  idea  of  calling  a  newspaper  an  affiliate  of  a 
bank  is  absurd. 

Mr.  O'Connob.  How  about  a  church* 

Senator  Glass.  Or  a  church,  either. 

It  is  12  o'clock.  The  subcommittee  will  adjourn  until  tomorrow 
morning  at  10 :  30. 

(Whereupon,  at  12  m.,  the  subcommittee  adjourned  until  tomor- 
row, Wednesday,  May  1, 1935,  at  10 :  30  a.  m.) 
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WEDNESDAY,   HAY    1,    1935 

United  States  Senate, 
subcommittee  of  the  committee  on 

Ban  kino  and  Cttrbenctv 

Washington,  D.  G\ 
The  subcommittee  met,  pursuant  to  adjournment,  at  10:30  a.  in., 
in  room  301,  Senate  Office  Building,  Senator  Carter  Glass  presiding. 
Present :  Senators  Glass  (chairman  of  the  subcommittee) ,  Bulkier;. 
Byrnes,  Couzens,.and  Townsend. 

Senator  Glass.  The  committee  will  come  to  order,  and  Mr.  O'Con.- 
nor  will  proceed  with  his:  statement.  '  '     . 

STATEMENT  OF  J.  F.  T.  O'CONNOR,  COMPTROLLER  OF  TEE: 

CTJRHENCY— Resumed 

Mr.  O'Connor.  Were  we  on  section  810,  Senator? 
Senator  Bujlklet.  I  think  so:  . 

Mr.  O'Connor.  That  section  permits  holding  companies  to  vote- 
on  the  question  of  placing  a  bank  in  voluntary  liquidation  without 
having  to  go  through  the  expensive  routine  incidental  to  obtaining! 
a  voting  permit  and  section  810  (h).  Under  present  law,  shares 
held  by  a  bank  as  sole  trustee  cannot  be  voted.  It  consequently  some- 
times results,  where  a  large  number  of  shares  are  so  held  in  trust, 
that  it  is  impossible  to  obtain  the  requisite  number  of  votes  required 
by  law  to  accomplish  certain  steps  such  as  reduction  in  capital, 
amendments  to  articles,  and  so  forth,  or  to  vote  to  go  into  voluntary 
liquidation  where  such  is  necessary. 

Provision  is  accordingly  made  that  the  shares  so  held  in  trust  shall 
be  excluded  in  determining  whether  the  resolution  in  question  has 
been  adopted  by  the  requisite  number  of  shares.  For  example,  a 
bank  has  1,000  shares  outstanding.  Four  hundred  of  the  shares, 
however,  cannot  be  voted  because  held  in  trust  by  the-  bank  as  sole- 
trustee.  Consequently,  in  determining  whether  or  not  a  resolution 
has  been  adopted  by  the  required  two-thirds  vote,  the  400shRres  held 
in  trust  will  be  excluded,  leaving  a  balance  of  600  shares  as  the  basis 
for  determining  whether  a  two-thirds  vote  has  been  obtained^  in 
which  case  a  vote  of  400  shares  in  favor  of  the  matter  would  be  the 
requisite  two-thirds  majority  of  the  shares  entitled  t©»  vote. 

Senator  Bulklet..  It  seems  to  me  that  your  examination  is  not  on. 
the  printed  text  of  the  bill ;  I  judge  that  you  have  submitted  a  new 
draft  of  the  section  here.  -        .  ■ 

Is  that  for  Che  same  purpose? 
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Mr.  O'Connor.  Yes;  that  is  explained  as  follows,  Senator: 

It  k  suggested  that  these  two  subsections  be  rewritten  and  com- 
bined as  one  section,  as  per  the  draft  before  you,  and  add  these  ad- 
ditional changes:  First,  to  show  clearly  that  present  law  does  not 
limit  extra  voting  rights  of  Reconstruction  Finance  Corporation  or 
other  holders  of  preferred  stock  in  case  of  default  on  preferred  divi- 
dends ;  two,  it  permits  stock  held  in  trust  by  the  bank,  as  sole  trustee, 
to  be  voted  where  donor  or  beneficiary  directs  or  controls  the  man- 
ner in.  which  it  shall  be  voted.  This  is  desirable  because  the  bank  as 
trustee  does  not  then  in  fact  control  such  votes. 

Senator  Townsend.  Your  amendment,  as  outlined  there,  takes 
care  of  the  proposition  to  your  satisfaction  ? 

Mr.  O'Connor.  Yes,  Senator  Townsend. 

Senator  Bulklbt.  All  right;  I  do  not  have  anything  more  to  say 
about  that. 

Mr.  O'Connor.  Section  310  (c)  is  new,  Senator,  and  is  not  included 
in  your  bill  of  last  year. 

It  eliminates  any  doubt  that  a  holding  company  which  has  set  the 
requirements  for  obtaining  a  voting  permit  may  cumulate  its  shares 
in  the  same  manner  as  other  shareholders  are  permitted  to  do.  This 
is  in  conformity  with  the  construction  placed  upon  the  present  law  by 
the  Federal  Reserve  Board  and  by  the  Comptroller's  office. 

That  is  just  a  clarifying  section. 

Senator  Bdlxlet.  Is  that  the  only  effect  of  it? 

Mr.  O'Connor.  That  is  all. 

Senator  Bllkley.  All  right. 

Mr.  O'Connor.  Section  311  gives,  discretion,  to  the  Comptroller  to 
permit  a  State  bank  converting  into  a  national  bank  to  carry  over  and 
retain,  subject  to  certain  conditions,  such  sound  assets  as  a  State  bank 
may  have  which  do  not  conform  to  the  requirements  as  to  assets  held 
by  national  banks. 

Senator  Bulklet.  That  proposition  was  approved  by  the  com- 
mittee a  vear  ago. 

Mr.  O'Connor.  Yes,  sir. 

Section  312  permits  the  Comptroller  to  delegate  the  manual  labor 
of  countersigning  bond  transfers  in  connection  with  substitution  of 
securities  held  to  secure  circulation  issued  by  national  banks. 

Senator  Bulklet.  That  war  also-approved  last  year. 

Mr.  O'Connor.  That  is  right. 

Section  313  permits  branches  of  national  banks,  which  banks  are 
located  outside  of  the  United  States,  to  charge  the  same  interest  rates 
permitted  by  local  law  to  competing  institutions. 

Senator  Btjlklbt.  That  proposition  was  approved  last  year,  but 
I  notice  that  you  have  considerably  shortened  the  form  of  the 
amendment. 

Senator  Glass.  Read  that  again,  Mr.  O'Connor. 

Mr.  O'Connor.  It  permits  branches  of  national  banks,  which 
branches  are  located  outside  of  the  United  States,  to  charge  the  same 
:nterest  rate  permitted  by  local  law  to  competing  institutions. 

Senator,  the  parts  omitted  are  the  present  law;  and  we  feel  that 
it  is  not  necessary  to  reenact  the  present  law,  and  we  just  add  the* 
proviso.    That  is  the  reason  we  shortened  it. 

Senator  Bulklet.  Was  there  any  change  embodied  by  that 
paragraph  ? 
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Mr.  O'Connor.  Not  down  to  line  10. 
Senator  Btjlklet.  All  right. 

Mr.  O'Connor.  Section  314  is  new.  It  provides  that  before  the 
declaration  of  dividends,  national  banks  snail  carry  not  less  than 
one-tenth  part  of  their  net  profits  of  the  preceding  half  year  to  sur- 
plus until  the  same  is  built  up  to  an  amount  equal  to  the  common 
capital  instead  of  the  present  requirement  that  same  need  only  equal 
20  percent, of  capital.  This  change  is  deemed'  desirable  in  connection 
with  the  provision  that  assessment  liability  be  eliminated  from  bank 
stock,  and  is  further  desirable  from  the  standpoint  of  building  up  a 
proper  capital  structure. 

I  fully  explained  that  yesterday,  Senator. 

Senator  Bdlklxt.  Yes;  I  felt  quite  satisfied  with  what  you  saidl 
yesterday. 

Mr.  O  Connor.  Section  316  is  new.  It  extends  the  criminal  provi- 
sions of  existing  law  relative  to  embezzlement,  false  entry,  and  so> 
forth,  by  officers  and  employees  of  member  banks,  to  include  any 
insured  Dank. 

Senator  Townsbnd.  Did  not  that  apply  to  the  insured  banks  tmder 
the  old  law  f 
Mr.  O'Connor.  No;  not  to  nonmember  banks. 
Senator  Glass.'  Dojou  uTafee  j#tat.*a'pfefequisite  to  entrance  into 
the  insurance  fundi    Otherwise,  it  does  not  seem  to  me  that  y out  Haw 
any  right  to  do  it. 
Mr.  O'Connor.  Let  us  read  the  section  and  see  if  it  is  broad  enough. 
With  the  permission  of  the  committee,  I  should  like  to  insert  a 
short  statement  showing  just  what  the  Attorney  General  has  done 
since  the  passage  of  the  act  of  May  18,  1934.    It  is  a  remarkable 
record,  since  we  have  been  giving  the  Attorney  General  jurisdiction: 
in  these  cases,  under  the  new  law  you  passed  a  year  ago. 
It  is  just  a  paragraph  or  two,  and  I  should  like  to  insert  it. 
Senator  Bulklet.  You  want  to  read  it  to  us? 
Mr.  O'Connor.  I  do  not  have  it  with  me.    I  just  thought  of  it,  as 
I  was  reading  the  section. 
Senator  Glass.  How  do  you  mean  it  is  a  remarkable  record? 
Mr.  O'Connor.  In  two  ways:  First,  the  number  of  convictions, 
the  number  of  arrests ;  and  also  as  indicated  by  a  statement  of  one 
member  of  a  gang  of  bimk  robbers.    I  have  a  statement  from  one 
of  them,  in  which  he  said  that  they  were  very  careful  not  to  violate, 
or  not  to  commit  any  act  which  is  punishable  by  the  Federal  authori- 
ties, because  the  Federal  Government  would  get  them.     But  under 
the  State -they  could  get  away  with  it. 
Senator  Glass.  Yes. 

Mr.  O'Connor.  And  then  I  have  the  summary  of  what  has  been 
done  by  the  Attorney  General's  office  since  you  passed  the  last  act. 

Senator  Glass.  You  mean,  in  convictions  of  persons  who  nave 
been  guilty  of  offenses  against  nonmember  State  banks! 
Mr.  O'Connor.  Member  State  banks. 

Senator  Glass.  Well,  there  is  no  question  about  the  right  to  do* 
that. 

But  I  am  talking  about  nonmember  banks.  It  seems  to  me  that 
the  only  way  you  can  apply  the  penalty  to  nonmember  banks-1  i»  tor 
make  it  a  condition  of  entry  into  the  insurance  fund. 
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Here  is  ti  provision,  in  title  II,  that  would  authorize  the  FedersB*- 
Beserve  Board  to  wipe,  out  every  single  solitary  requirement  tha  Ti 
might  be  made  for  entrance  into  the  Federal  Reserve  System  of  ^e 
nonmember  State  bank,  except  the  capital  requirement.  It  prac- 
tically waives  everything. 

Senator  Bdxklet.  Yes;  that  previso  is  in  the  discretion  of  the 
Federal  Reserve  Board. 
Senator  Glass.  Yea;  it  is. 

Senator  Bulkley.  But  it  only. applies  to  banks  that  have  already 
been  admitted  to  the  insurance  provisions. 

Senator  Glass.  That  is  very  true.  But  it  might  mean  this — and 
my  conjecture  is  that  it  primarily  means  this:  The  Federal  Reserve 
Act.  in  its  very  beginning,  while,  it  did  not  completely  abolish  ex- 
change charges  on  check  collections,  it  required  that  the  banks  could 
•collect  only  actual  costs,  and  it  provides  that  now. 

The  actual  cost  is  so  infinitesLtnai  that  no  statistician  has  ever  been 
able  to  define  it — meaning  that  the  actual  cost  does  not  amount  to  any- 
thing. It  has  saved  the  business  men  of  this  country  an  average  of 
■$250,000,000  a  year.  ,._■..■-. 

Under  this  provision  of  the  bill  that  requirement  could  be  abolished. 

The  thing  was  fought  out  in  the  courts  over  a  period  of  5  or  6  years. 

Cases  were  handled  by  Newton  D.  Baker,  advisory  counsel  of  the 

Federal  Reserve  Board,  and  carried  to  the  Supreme  Court;  and  the 

Board  was  sustained  all  the  way  through. 

Now,  here  is  a  proposition  that  would  enable  the  Board  to  abolish 
■every  requirement  of  membership  in  the  Federal  Reserve  System. 

Senator  Couzeks.  Mr.  Comptroller,  your  Department  has  nothing 
do  do  with  part  II  of  the  bill! 

Senator  Glass.  No;  I  understand  that.  But  with  respect  to  im- 
posing penalties  on  offenses  perpetrated  by  the  officials  of  non- 
member  banks,  I  am  no  lawyer;  and  it  seems  presumptuous  of  me 
to  raise  a  legal  point. 

But  it  seems  to  me  that  you  could  not  sustain  a  proposition  of 
■that  sort  unless  you  make  it  a  prerequisite  of  membership  in  the 
insurance  fund. 

.Senator  Coczenb.  Can  we  not  take  care  of  that  when  we  come  to 
:re vise  the  bill  ? 

Senator  Glass.  I  hope  so.    We  may  not  revise  the  bill,  you  know. 
Senator  Codzbks.  Let  us  go  ahead. 
Senator  Glass.  All  right;  go  ahead. 

Mr.  O'Connob.  Section  316  gives  the  Comptroller  closer  super- 
vision over  national  banks  in  voluntary  liquidation,  as  distinguished 
from  those  in  receivership,  by  requiring  reports  to  him  and  to  the 
shareholders,  and  subjecting  the  bank  to  examination.  It  also 
<enables  shareholders  to  remove  an  incompetent  liquidating  agent. 
Senator  Bulki-ey.  That  was  agreed  to. 

Mr.  O'Connob.  Yes,  sir;  and  it  is  a  rather  important  provision. 
Section  317  is  new,  and  extends  present  prohibition  on  use  of  the 
word  "national"  by  banks  other  than  national  banks  to  include 
"  Federal  "  or  "  United  States  ",  or  any  combination  of  such  words. 
We  are  trying  to  prohibit  the  use  of  any  of  those  words  in  any- 
thing but  a  national  bank. 

Senator  Bui.klet.  As  I  understand  it,  this  is  an  amendment  to  the 
provision  of  law  that  already  prohibits  the  use  of  the  word  "n»- 
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tional";  and  the  purpose  of  the  amendment  is' to  preclude  the' use 
of  these  other  phrases. 

Mr.  O'Connor.  That  is  right.    For  instance,  we  have  a  State  bank 
in  North  Dakota  called  the  "  International  Bank." 
Senator  Bttlklet.  That  would  not  be  prohibited  here! 
Mr.  O'Connor.  Any  combination  of  the  word  "  national." 
Senator  Couzens.  I  think  that  is  highly  desirable. 
Senator  Bdlkley.  Oh,  yes;  it  woula  cover  that. 
Mr.  O'Connor.  It  is  very  important  to  prohibit  any  use  of  the 
words " United  States "  or  "Federal." 

Senator  Byrnes.  Do  you  have  the  use  of  the  words  "  United 
States  "f 

Mr.  O'Connor.  We  did  have  in  New  York— which  I  hope  we  shall 
never  have  again. 

Section  318  amends  section  5  of  the  Federal  Reserve  Act  so  as  to 
require  member  banks  to  reduce  their  holdings  of  Federal  Reserve 
bank  stock  upon  a  reduction  in  their  own  .surplus,  just  as  they  are 
already  required  to  do  upon  a  reduction  in  their  own  capital.    It 
would  also  repeal  the  provisions  of  sections  5  and  6  of  the  Federal 
Reserve  Act,  which  require  the  board  of  directors  of  a  Federal  Re- 
serve bank  to  execute  a  certificate  to  the  Comptroller  of  the  Currency 
allowing  an  increase  or  decrease  in  the  capital  stock  of  the  Federal 
Reserve  bttnk.     Inasmuch  as  every  adjustment  in  Federal  Reserve 
bank  stock  is  approved  by  the  Federal  Reserve  Board  before  the 
*4*:ock  is  issued  or  canceled,  the  filing  of  such  certificates  with  the 
Comptroller  of  the  Currency  is  a  useless  formality  involving  dupli* 
c^»tion  of  work. 

That  is  entirely  a  matter  of  the  Federal  Reserve  Board. 
Senator  Bulhxet.  Here  is  a  new  proposal,. to  strike  out  the  last 
t^wragraph  of  section  6  of  the  Federal  Reserve  Act.    What  is  that? 
It  is  a  proposed  addition  to  section  318. 
Mr.  O'Connor.  This  is  what  goes  out,  Senator: 

Whenever  the  capital  stock  of  a  Federal  Reserve  bank  Is  reduced  either  on 
*»«.vourit  of  a  reduction  In  capital  stock  of  any  member  bank,  or  of  the  liquidation 
^*»  insolvency  of  such  bank,  or  on  account  of  the  appointment  of  receivers  for  a 
National  bank,  following  discontinuance  of  its  banking  operations,  as  provided  by 
**il«  section,  the  board  of  directors  shall  cause  to  be  executed  a  certificate  to 
t^ie  Comptroller  of  the  Currency  showing  such  reduction  of  the  capital  stock 
"Mid  the  amount  repaid  to  each  bank. 

It  is  just  useless  and  is  entirely  a  duplication  of  work  with  the 
federal  Reserve  Board. 

Senator  Btjlkxey.  All  right. 

Senator  Glass.  The  Comptroller  of  the  Currency  is  a  member  of 
the  Federal  Reserve  Board  and  ordinarily  would  be  apprised  of  the 
fact,  anyhow,  would  he  not? 
Mr.  O'Connor.  Yes;  that  is  very  pertinent. 

Section  319  authorizes  the  Federal  Reserve  Board  to  prescribe  form 
tnd  contents  of  reports  of  conditions  to  be  made  by  State  member 
banks,  and  prescribes  the  manner  in  which  such  reports  must  be 
published. 

Senator  Townsend,  Does  that  refer  to  new  State  member  banks  or 
the  old  ones?  Do  you  not  already  have  a  form  for  the  present 
member  banks? 
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Mr.  O'Connor.  There  is  no  authority  in  the  act  t»  acquire  publica- 
tion of  these  reports  unless  the  State  law  happens  to  require  it 

Senator  Townsend.  Even  though  they  are  members  T- 

Mr.  O'Connor.  Even  though  they  are  members. 

Senator  Townbbnd.  All  right. 

Senator  Glass.  The  Federal  Reserve  Board  is  authorised  to  accept 
the  examination  of  the  State  authority,  and  to  conform1  to  the  require- 
ments of  the  State  law,  as  to  publicity. 

Mr.  O'Connor.  That  is  right ;  that  is  the  way  it  stands. 

Senator  Couzens.  Is  there  any  uniformity  between  the  reports  re- 
quired of  the  State  boards,  and  the  reports  required  of  the  Comp- 
troller of  the  Currency,  of  these  State  member  banks  r- 

Mr.  O'Connor.  They  are  identical. 

Senator  Couzens.  It  seems  to  me,  in  my  observation,  that  there  it 
a  great  deal  of  confusion  existing,  with  respect  to  the  form  of  thest 
published  bank  statements.  I  have  had  considerable  correspondenw 
with  the  Comptroller  and  his  staff  about  that.  It  seems,  for  example 
that  after  the  Comptroller  has  made  a  call,  a  certain  form  is  pub- 
lished, under  the  requirements  of  law;  and  about  that  same  date. 
another  kind  of  report  is  published  by  the  banks,  giving  a  different 
set  of  figures,  and  which  is  not  required  by  the  Comptroller  of  the 
Currency.  And  the  comparison  of  the  two  reports  oy  tttat  part  ojl 
the  country  that  does  not  belong  to  the  banking  fraternity  cannot  be 
understood. 

It  seems  to  me  that  there  ought  to  be  some  provision  requiring 
a  uniformity  of  publication  of  these  reports.  I  think  thV  Comp- 
troller recognizes — and  at  least  his  staff  ought  to — that  this  has  cre- 
ated confusion.  I  do  not  know  whether  it  can  be  covered  by  law. 
or  not;  I  just  raise  the  question. 

Senator  Glass.  As  a  matter  of  fact,  not  one  person  in-  ten  under- 
stands the  published  reports. 

Senator  Couzens.  That  indicates  the  perfect  uselessness  erf  pub- 
lishing the  reports. 

Senator  Glass.  Do  you  not  agree  with  that  statement!? 

Senator  Couzens.  I  think  that  is  true,  where  there  are  two  kindi 
of  reports  issued — one  by  the  bank,  on  its  own  initiative,  and  anothei 
by  order  of  the  Comptroller  of  the  Currency;  I  think  that  is  true 

But  if  there  were  a  uniformity  of  published  reports,  from1  time  tc 
time,  so  that  some  comparison  could  be  made,  they  would  be  of  bene- 
fit to  the  public,  especially  to  large  industries  and  large  businesses 

Now,  the  trouble  is  that  the  published  statement  ordered  by  th« 
Comptroller  of  the  Currency,  cannot  be  discerned,  from  reading  th< 
press,  from  a  report  that  is  published  by  the  directors  of  a  bank 
itself.  And  when  you  pick  up  one  of  these  reports,  you  do  not  knon 
whether  it  is  a  report  published  by  order  or  the  Government  or  i 
report  published  by  order  of  the  directors. 

And  in  many  of  those  cases  a  comparison  is  made,  and  no  human 
being  can  get  an  understanding  of  what  it  says — just  as  the  Senatoi 
from  Virginia  has  said. 

I  brought  this  point  up,  because  I  thought  the  confusion  should  b< 
stopped. 

Mr.  O'Connor.  I  can  clear  it  up. 

Senator  Coczens.  You  can  clear  it  up,  but  you  cannot  clear  it  ur. 
by  a  statement  for  the  record. 
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Mr.  O'CoNKOB.  I  should  like  to  suggest  this  clarification:  The 
"Senator  has  in  mind  banks  that  make  further  publication  of  state- 
ments and  figures. 

I  can  clear  that  up;  I  can  make  the  regulation  that  the  report 
that  I  require  the  banks  to  publish,  shall  state  at  the  head,  that  it  is 
the  report  that  is  required  by  the  Comptroller  of  the  Currency;  I 
ran  require  the  banks  to  publish  that  statement  right  under  the 
bank's  title. 

Senator  Guss.  Does  not  this  happen,  Mr.  Comptroller:  The  re- 
ports that  are  required  by  the  Comptroller's  Office  to  be  published 
Hre  technical* 
Mr.  O'Connoh.  Yes;  very. 

Senator  Glass.  My  observation  has  led  me  to  the  conclusion  that 
not  1  patron  of  the  bank  in  10,  unless  he  be  an  expert  accountant 
as  is  the  Senator  from  Michigan,  or  a  large  depositor,  as  is  the 
Senator  from  Michigan — I  am  conjecturing,  but  I  do  not  think  that 
anybody  would  contest  the  accuracy  of  the  conjecture — [Understands 
this  technical  report. 

Therefore,  many  of  the  banks,  in  order  to  advertise  their  position 
so  that  the  ordinary  business  man  may  understand  it,  print  adver- 
tisements in  the  newspapers,  and  emphasize  what  they  regard  as  the 
strength  of  the  batik  in  particular  items. 

Of  those  reports,  the  Comptroller  has  no  jurisdiction. 
Senator  Couxznb.  The  question  is,  Is  it  good  judgment  to  have 
j  urisdiction  ? 

Senator  Glass.  As  a  newspaper  publisher,  I  am  opposed  to  a  reg- 
ulation which  would  prohibit  a  Dank  from  advertising  its  business. 
Mr.  O'Connor.  But,  Senator,  I  do  think  that  Senator  Couzen's 
ioint  is  well  taken — just  to  show  .the  report  is  one  that  is  required 
>y  the  Comptroller.  When  the  forms  are  sent  out,  we  can  place, 
*ight  under  the  bank's  name,  that  this  is  a  report  that  is  required  by 
*he  Comptroller  of  the  Currency. 

Senator  Couzexs.  That  simplifies  that  particular  part  of  it.  But 
anyone  who  has  been  a  banker,  or  who  has  had  any  experience  in 
banking,  knows  that  one  of  the  best  tests  of  the  growth  or  falling 
■off  of  a  bank's  responsibility  and  management,  is  caused  by  a  com- 
parison of  the  total  deposits,  and  the  character  of  resources,  as  they 
nave  changed  from  one  report  to  another. 

Now,  if  I  take  up  a  report  published  under  the  requirements  of 
the  Comptroller  of  the  Currency  today,  and  if  the  Comptroller  of 
the  Currency  calls  for  another  report  in  6  months,  and  that  is  pub- 
lished, I  have  to  go  back  to  the  newspaper  of  6  months  previous, 
and  find  out,  by  comparative  figures,  whether  the  bank  is  making 
progress  or  whether  it  is  slipping  back,  or  not. 

So,  in  their  effect,  these  reports  published  at  the  request  of  the 
Comptroller,  are  absolutely  useless,  except  for  the  benefit  of  the 
newspaper  publishers.  And  I  do  not  see  the  benefit  of  requiring 
them,  unless  a  more  thorough  analysis  of  the  bank's  condition  is 
required  when  the  report  is  published. 

benator  Glass.  Would  you  stop  all  publications  of  reports,  just 
because  the  newspaper  gets  an  inconsequential  fee  out  of  the  ad- 
vertising charge  ? 
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Senator  Couzenb.  No;  what  I  am  trying  to  bring  out  is  the  neces- 
sity for  more  understandable  reports. 

The  reports  are  absolutely  nonunderstandable,  because  you  can 
make  no  comparison.  And  the  only  way  by  which  you  can  judge 
the  development  of  a  bank,  and  the  only  way  you  can  determine 
whether  it  is  slipping  or  going  forward,  is  by  a  comparison  of  the 
reports  published  from  time  to  time. 

Senator  Glass.  I  am  one  of  the  very  modest  depositors  in  a  bank: 
and  the  only  way  I  can  get  any  idea  of  what  the  bank  is  doing,  if 
whether  I  get  my  dividends,  or  do  not  get  my  dividends. 

Senator  Couzenb.  I  am  not  so  much  concerned  about  that  as  I  am 
with  the  welfare  of  the  depositors. 

Senator  Townsend.  Unless  you  had  a  comparative  statement  oi 
the  bank's  business  for  a  6-month  period,  or  for  a  year  previous. 
how  would  you  benefit} 

Senator  Couzenb.  You  would  not,  except  that  the  reports  published 
close  together,  one  at  the  direction  of  the  directors  and  one  at  the 
direction  of  the  Comptroller  of  the  Currency,  are  confusing.  And 
I  can  bring  in  numerous  records  to  show  that  the  reports,  where  the* 
come  close  together,  are  confusing  to  the  public,  and  they  are  very 


And  it  does  seem  to  me  that  the  situation  is  such  that  the  admin- 
istrative department  of  the  Government,  either  by  administrative 
order  or  by  legislative  requirement,  should  demand  a  different  kind 
of  report  than  is  now  published. 

I  do  not  care  how  many  reports  are  published,  and  I  want  to  giv< 
the  newspapers  all  the  ads  they  can  get,  because  I  think  that  the 
more  the  public  knows  about  the  condition  of  the  banks,  the  bettei 
it  is. 

Senator  Glass.  Of  course,  I  tried  to  be  amusing,  in  my  referena 
about  newspaper  advertising. 

Mr.  O'Coxnob.  Section  320  (a)  amends  section  11  (m)  of  the 
Federal  Reserve  Act,  so  as  to  place  State  member  banks  on  a  paritj 
with  national  banks  in  lending  on  the  security  of  bonds,  notes,  cer- 
tificates of  indebtedness  and  Treasury  bills  of  the  United  States,  bj 
changing  the  Limitation  on  loans  to  one  individual  on  such  security 
from  10  percent  of  the  bank's  unimpaired  capital  and  surplus  to  Sf 
percent  thereof,  as  provided  by  national  banks  in  section  5200  of  tin 
Revised  Statutes. 

That  was  approved  by  the  committee  last  year. 

Section  320  (b)  amends  section  5200  of  the  Revised  Statutes  at 
as  to  extend  the  eighth  exception  thereof,  which  pertains  to  loam 
secured  by  bonds,  notes,  and  certificates  of  indebtedness  of  the  Unitec 
States,  so  as  to  apply  also  to  loans  secured  by  Treasury  bills  of  Um 
United  States. 

That  was  approved  by  the  committee  last  year. 

Senator  Bulklet.  I  do  not  find  it  so,  Mr.  O'Connor. 

Senator  Couzenb.  I  do  not  see  any  section  320  (b)  in  the  bill. 

Mr.  F.  G.  Aw  alt.  No;  that  is  our  recommendation. 

Senator  Townbend.  I  do  not  find  it  in  the  bill. 

Senator  Bulklet.  I  do  not  find  the  subject  matter  of  sectioj 
320  (b)  in  last  year's  bill. 
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Mr.  O'Connor.  That  is  right,  Senator.  That  is  in  the  bill  that  I 
handed  to  the  committee,  with  those  additional  changes  we  sug- 
gested. 

It  should  be  the  bill,  Senator,  that  I  gave  the  first  day. 

Senator  Bulkley.  This  year? 

Mr.  O'Connor.  Yes;  with  the  additional  changes  suggested. 

Senator  Glass.  I  do  not-  recall  that  the  Banking  Act  of  1933,  or 
any  banking  act,  advances  a  limitatio  nof  10  percent  on  loans  to  indi- 
viduals, partnerships,  associations,  or  corporations.  It  was  changed 
to  25  percent. 

Senator  Couzens.  Is  not  that  a  development  along  the  lines  that 
you  have  been  talking  about  of  requiring  the  banks  to  load  up  with 
Government  securities? 

Senator  Glass.  You  mean  that  I  have  been  advocating  the  loading 
up  with  Government  securities? 

Senator  Couzens.  No;  I  merely  said  that  you  have  been  talking 
about  it;  I  did  not  say  that  you  have  been  advocating  it  or  op- 
posing it. 

But  that  would  accomplish  this  purpose  if  they  were  allowed  up  to 
25  percent? 

Senator  Glass.  Yes;  I  think  so. 

Senator  Townbbkd.  .That  liberalizes  -the  provisions  of  the  State- 
member  banks. 

Is  that  what  you  are  trying  to  do,  Mr.  Comptroller? 

Mr.  O'Connob.  That  is  correct. 

The  old  section  reads : 

Obligations  of  any  person,  copartnership,  association,  or  corporation  fn  fher 
form  of  notes  secured  by  not  less  than  a  like  amount  of  bonds  or  notes  of  the 
United  States  issued  since  April  24,  1917,  or  certificates  of  indebtedness  of 
the  United  States  shall  (except  to  the  extent  permitted  by  rates  and  regula- 
tion*! prescribed  by  the  Comptroller  of  the  Currency,  with  the  approval  of  the 
Secretary  of  the  Treasury)  be  subject  under  this  section  to  a  limitation  of  IS 
per  centum  of  such  capital  and  surplus  In  addition  to  snob  10  per  centum  of  such, 
capital  and  surplus. 

Senator  Bdlkley.  Were  you  reading  from  the  Federal  Reserw 
Act? 

Mr.  Awalt.  Reading  from  the  National  Banking  Act,  section- 
5200,  Revised  Statutes,  as  amended. 

Senator  Glass.  Proceed. 

Mr.  O'Connor.  Section  321  is  new.  The  present  law  permits  tiie 
Federal  Reserve  bank  to  make  direct  loans  to  private  business  on 
adequate  endorsement  and  security.  The  amendment  permits  such- 
loan  on  adequate  endorsement  or  security. 

Senator  Glass.  Why  do  you  not  make  it  "and/or"? 

Senator  Couzens.  lit  is  in  the  bill,  in  that  way. 

Mr.  O'Connor.  Section  322.  This  section  makes  certain  changes 
in  the  language  of  section  13  (b)  of  the  Federal  Reserve  Act,  making 
it  conform  to  the  amendment  in  title  I  of  the  bill,  whereby  stock  of 
the  Federal  Deposit  Insurance  Corporation  subscribed  for  by  the 
Federal  Reserve  banks  is  changed  to  no  par  value.  These  changes 
tte  in  form  only,  and  do  not  alter  the  effect  of  the  existing  law. 
Senator  Couzens.  What  were  your  reasons  for  changing. it  to  "no 
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Mr.  O'Connor.  I  do  not  know  that  it  makes  a  great  deal  of  dif- 
ference, except  that  I  believe  the  suggestion  of  the  chairman,  on  that 
point,  was  that  there  would  not  he  the  impairment  of  the  capital, 
if  it  were  "  no  par." 

Senator  Glass.  Which  chairman! 

Mr.  O'Connor.  The  chairman  of  the  Federal  Deposit  Insurance 
Corporation;  Mr.  Crowley. 

Section  323  (a)  is  partly  new,  and  authorizes  the  Federal  Reserve 
Board  to  define  "  deposit  "and  related  terms  for  reserve  and  interest 
requirements  respecting  deposits. 

.'Senator  Townsend.  Who  defines  those  deposits! 
Mr.  O'Connor.  The  Federal  Reserve  Board. 

:Senator  Bul.ki.ey.  I  think  we  ought  to  have  a  more  full  explana- 
tion of  that.  I  am  frank  to  say  that  I  do  not  see  what  that  is  driving 
at. 

Senator  Couzens.  Was  that  new  over  last  year's  act! 

.Senator  15ui.ki.ey.  Yes. 

Mr.  O'Connor.  Yes:  part  of  it  is  new. 

.'Senator  Bcucley.  It  is  all  new  in  the  sense  that  it  was  not  con- 
tained in  our  omnibus  bill  last  year. 

Mr.  O'Connor.  I  am  reading  from  the  report  of  the  House,  page  21 : 
'Section  323  (a)  amends  section  19  of  the  Federal  Reserve  Art  so  as  to  repeal 
the  rigid  statutory  definitions  of  "demand  deposits"  and  "time  deposits"  and 
.authorizes  the  Federal  Reserve  Board  to  define  for  the  purposes  of  the  section 
the  terms :  "  Demsnd  deposits  ",  "  gross  demand  deposits  ",  "  deposits  payable  on 
demand",  "time  deposits",  "savings  deposits*",  and  "trust  funds",  to  deter- 
mine what  Is  to  be  deemed  a  payment  of  interest  and  to  prescribe  regulations  to 
■effectuate  the  purposes  of  the  section. 

<Oh,  yes;  it  comes  back  to  menow:  We  had  a  number  of  discussions  ; 
in  the  .Federal  Reserve  Board,  gentlemen,  after  the  passage  of  the  • 
1933  act,  when  you  eliminated  the  interest  on  demand  deposits,  as  to    ■ 
what  constituted  a  demand  deposit,  a  time  deposit,  or  a  savings  * 
deposit.    We  found  great  difficulty  in  applying  the  definitions  that    ■ 
•were  in  the  act,  and  we  found  some  of  the  banks  attempting  to  cir- 
cumscribe the  prohibitions;  and  we  wanted,  when  we  found  those 
evasions,  to  keep   correcting  the   definition   until   they   could   not 
.evade  it. 

Senator  Couzens.  Why  was  that  not  brought  up  in  the  omnibus  bill 
last  year?     You  had  not  had  the  experience;  is  that  it! 

Mr.  'O'Connor.  No.  It  was  in  the  bill  last  year  although  the  lan- 
guage may  have  been  slightly  different. 

Senator  Bulkley,  I  think  there  was  a  slight  error  in  the  marking 
of  my  copy  and  that  the  Comptroller  is  right  That  part  of  this  was 
in  the  omnibus  bill  last  year. 

Senator  Townsend.  At  the  present  time  member  banks  are  not 
permitted,  in  estimating  their  reserve  balances,  to  deduct  the  amount 
cd  their  gross  demand  deposits,  are  they!  And  this  gives  them  that 
privilege— due  from  other  banks! 

Mr.iO'CoNNon.  Due  from  other  banks;  oh,  yes. 

Senator  Townsend.  Well,  I  think  they  should  have  that  privilege. 

Senator  Glaus.  We  shall  have  to  take  that  up  when  we  come  to  it. 

Senator  BuLKiJir.  Yes;  there  was  a  different  arrangement  of  it  in 
the  omnibus  bill  last  year,  and  I  should  have  to  give  it  further  study 
*o  see  what  this  change  is. 
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Mr.  O'Connob.  Section  823  (b)  amends  section  19  of  the  Federal 
Reserve  Act  so  that,  for  purposes  of  computing  member  bank  re- 
serves, amounts  due  from  other  banks  (including  checks  in  process 
of  collection)  may  be  deducted  from  gross  demand  deposits  rather 
than  from  balances  due  to  other  banks,  thus  extending  the  benefit  of 
this  deduction  to  country  banks  which  have  no  balances  due  to  other 
banks. 

Senator  Btjlbxby.  I  think  that  is  iww  matter. 
Mr.  O'Connor.  Yes;  that  is  new  matter.    It  is  not  marked  "  new  ^ 
on  my  notes,  Senator. 

Senator  Bttlkley.  Have  you  anything  to  say  about  subsection  (b)  %'. 
Mr.  O'Connor.  No,  sir. 

Senator  Bulklet.  Now,  subsection  (c),  in  a  slightly  different  fornr, 
was  in  the  omnibus  bill  last  yearf 
Mr.  O'Connor.  That  is  correct 
Senator  Bulklet.  What  is  the  change  in  that! 
Mr.  Await.  I  do  not  know  exactly,  now. 

Mr.  O'Connor.  I  can  tell  you,  Senator,  exactly  what  the  present 
section  provides  for. 

Section  823  (c)  amends  section  19  of  the  Federal  Reserve  Act  se- 
as to  add  to  the  classes  of  deposits  exempted  from  the  prohibition' 
against  the  payment  of  interest  on  demand  deposits  the  following: 
JFirst.  deposits  payable  outside  the  States  of  the  United  States  and! 
*he  District  of  Columbia  (rather  than  merely  those  payable  in  for- 
eign countries) ;  second,  deposits  of  trust  funds  on  which  interest  is- 
required  by  State  law;  and,  third,  deposits  of  the  United  States,  its 
Territories,  Districts,  or  possessions  on  which  interest  is  required  by 
^Federal  law. 

Senator  Bolkxey.  In  the  corresponding  section  of  the  omnibus- 
till  last  year,  there  is  a  rather  important  sentence  that  seems  to  be- 
omitted  here;  and  I  am  wondering  if  you  recall  that,  which  is  as- 
follows : 

Any  director  or  officer  of  any  bank  who  shall  have  continued  to  violate  the' 
provisions  of  this  or  the  preceding  paragraph  or  the  rules  or  regulations  Issued" 
pursuant  thereto  after  having  been  warned  to  desist  therefrom  may  be  removed' 
from  office  In  accordance  with  the  provisions  of  section  30  of  the  Banking  Act 
of  JS33 :  Provided.  That  in  the  case  of  a  director  or  officer  of  a  non  member  bank;, 
the  warning  and  certification  provided  for  therein  shall  be  given  by  the  Federal 
Deposit  Insurance  Corporation. 

Mr.  O'Connor.  We  have  the  general  removal  clause  of  the  Banking 
Act;  and  they  felt  that  that  was  sufficient.  Senator,  under  the  general 
removal  clause  of  the  Banking  Act  of  1933  to  cover  this  situation. 

Senator  Bulklet.  You  really  did  not  intend  to  leave  oat  the  power, 
but  simply  felt  that  it  was  provided  for  elsewhere ! 
Mr.  O'Connor.  That  is  correct. 

Senator  Bclkley.  We  shall  have  to  look  into  that  further. 
Mr.  O'Connor.  Section  323  (c)  is  also  amended  to  make  more 
flexible  the  Federal  Reserve  Board's  power  to  classify  time  and  sav- 
ings deposits  and  limit  the  rates  of  interest  to  be  paid  thereon.  The- 
absolute  prohibition  against  the  payment  of  time  deposits  before  ma- 
turity is  relaxed  to  permit  such  payments  under  conditions  pre- 
scribed by  the  Board;  and  deposits  payable  only  at  offices  of  member 
banks  located  outside  the  States  of  the  United  States.,  and,"  th*  Dis- 
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trict  of  Columbia  are  exempted  from  all  restrictions  on  payment  be- 
fore maturity  and  all  restrictions  on  interest  rates. 

Section  323  (d)  is  new.  It  requires  member  banks  to  maintain  the 
same  reserves  against  the  Government  deposits  as  against  other 
deposits. 

Section  324  permits  the  Federal  Reserve  Board  or  the  Comptroller 
of  the  Currency,  as  the  case  may  be,  to  permit  waiver  of  report  and 
examination  of  affiliates  of  a  bank  where  such  report  and  examina- 
tion is  not  necessary  in  a  particular  case  to  disclose  relationship  ex- 
isting between  the  bank  and  the  affiliate.  This  eliminates  the  burden 
and  expense  now  involved  in  hundreds  of  cases  where  there  is  no 
'beneficial  object  to  be  gained  in  requiring  submission  and  publication 
,of  such  report,  due  to  the  fact  that  the  affiliate  is  merely  a  technical, 
accidental  affiliate,  having  no  relationships  whatsoever  with  the 
bank — such,  for  example,  as  newspapers,  clothing  stores,  lumberyards, 
and  ao  forth,  which  become  technical  affiliates  because  of  the  accident 
.that  a  majority  of  their  directors  happen  to  be  directors  of  the  bank. 

We  discussed  that  yesterday. 

Senator  Glass.  Oh,  yes;  that  is  a  mere  technical  opinion,  for  which 
your  office  is  not  at  all  responsible.  It  gave  people  infinite,  senseless 
trouble. 

Mr.  O'CoNNoa.  Section  325  (a)  is  new.  It  extends  the  present 
provisions  of  the  law  prohibiting  loans  and  gratuities  to  examiners 
of  member  banks  to  include  examiners  of  all  insured  banks. 

Senator  Bulk  let.  Is  that  all  that  section  325  does  J 

Mr.  O'Connor.  I  am  coming  to  subsection  (b)  now. 

Section  325  (b)  is  new.  It  extends  to  the  Federal  Deposit  Insur- 
ance Corporation  examiners  the  present  prohibitions  of  law  against 
the  disclosure  of  confidential  information  by  examiners. 

And  section  325  (c)  is  partly  new.  It  corrects  impractical  features 
of  present  law  relative  to  loans  to  executive  officers  of  banks  by  vest- 
ing certain  discretions  with  the  Federal  Reserve  Board  to  issue  regu- 
lations governing  same  and  substituting  removal  from  office  for  pres- 
ent criminal  provisions  of  the  law.  There  is  also  a  3-year  extension 
of  time  within  which  present  loans  must  be  retired — such  extension, 
however,  operative  only  if  the  board  of  directors  adopt  a  resolution, 
determining  that  it  is  to  the  best  interest  of  the  bank  to  make  the 
extension,  and  that  the  officer  has  made  every  proper  effort  to  reduce 
his  obligation. 

We  have  already  covered  that  very  fully,  and  it  is  all  in  the  record. 

Section  326  is  partly  new.  Under  present  law  there  are  certain 
rigid  requirements  and  limitations  on  loans  to  affiliates.  Exception 
to  these  requirements  is  provided  for  where  the  affiliation  arose  out 
of  foreclosure  by  the  bank  on  collateral.  It  is  often  necessary  to 
advance  funds  to  an  affiliate,  control  of  which  has  been  obtained 
through  foreclosure  in  order  to  enable  the  bank  to  salvage  the  real 
value  out  of  its  assets  and  reduce  the  bank's  loss.  Under  the  circum- 
etanues  such  affiliate  manifestly  cannot  borrow  elsewhere.  There  is 
also  excluded  the  accidental  type  of  affiliate,  control  of  which  is 
obtained  by  the  bank  in  a  fiduciary  capacity,  as,  for  example,  where 
the  bank  becomes  executor  and/or  trustee  of  the  deceased's  estate, 
among  the  assets  of  which  is  a  going  business  which  must  be  operated 
by  the  bank  as  such  trustee.     There  is  also  excluded  an   affiliate 
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engaged  solely  in  operating  property  acquired  for  bank  purposes. 
An  additional  exception  now  recommended  is  to  exclude  from  the 
limitations  of  the  section  loans  fully  secured  by  obligations  fuHy 
guaranteed  by  the  United  States  and  loans  to  affiliates  engaged  solely 
in  holding  such  obligations,  thus  extending  present  law  in  that  respect 
as  to  direct  obligations  of  the  United  States,  to  include  obligations 
guaranteed  by  the  United  States. 

I  am  not  quite  going  to  finish  this,  Senator.  And  since  we  are 
closing  at  12  o'clock,  I  should  like  to  call  the  attention  of  the  com- 
mittee to  another  suggested  amendment  I  have  to  title  III. 

Senator  Bulklet.  Why  do  you  not  go  right  ahead;  we  may  sit  a 
little  after  12  o'clock. 

Mr.  O'Coxnob.  Very  well. 

Section  327  is  new.  It  exempts  loans  for  industrial  purposes  made 
in  cooperation  with  a  Federal  Reserve  bank  or  the  Reconstruction 
.Finance  Corporation  from  existing  restrictions  on  real-estate  loans 
by  national  banks,  due  to  protection  received  by  the  banks  from 
either  the  Federal  Reserve  bank  or  the  Reconstruction  Finance 
Corporation,  where  such  loans  are  jointly  made.  As  to  such  loans, 
-there  is  no  need  for  such  restrictions  as  are  desirable  for  a  real- 
estate  loan  made  by  the  bank  in  its  sole  capacity.  Furthermore, 
such  existing  restrictions  have  been  found  to  seriously  interfere  with 
the  scope  and  object  of  the  Industrial  Loan  Act  as  they  operate  to 
prevent  two  or  more  banks  cooperating  with  the  Federal  Reserve 
bank  or  the  Reconstruction  Finance  Corporation  in  making  a  single 
industrial  loan,  prevent  such  loan  where  a  substatial  part  of  the 
security  is  real  estate  located  outside  of  the  restricted  area  in  which 
national  Banks  are  limited  in  making  real-estate  loans,  and  for  other 


Section  328  is  new.  It  amends  the  Clayton  Act  to  permit  the 
federal  Reserve  Board  to  supervise,  by  regulation  instead  of  by 
permit,  the  matter  of  interlocking  directorates  which  we  discussed 
the  other  day. 

Sections  329  and  330  bring  the  law  governing  consolidation  of  na- 
tional banks  into  conformity  with  that  governing  consolidations  of 
a  State  and  National  bank,  and  offer  additional  protection  to  dissent- 
ing shareholders  in  the  matter  of  obtaining  the  appraised  value  of 
their  stock.  Requirement  is  made  that  notice  of  dissent  be  given  by 
such  shareholders  when  the  vote  to  consolidate  is  had. 

That  -was  approved. 

Sections  331  and  332  are  new.  They  extend  to  the  Federal  Deposit 
Insurance  Corporation  the  protection  now  given  by  law  to  other 
Federal  institutions  against  the  misleading  use  of  their  name,  and 
extend  to  all  insured  banks  the  present  requirements  of  law  making 
robbery  of  member  banks  a  Federal  offense. 

Section  333  amends  section  5143  of  the  Revised  Statutes 

Senator  Bulkley.  You  are  now  going  beyond  the  bill,  as  intro- 
<hicedf 

Mr.  O'Comnoe.  Yes;  that  is  right. 

Section  333  amends  section  5143  of  the  Revised  Statutes,  so  as  to 
make  it  clear  .that,  in  approving  reductions  of  capital  stock  by 
national  banks,  the  Comptroller  of  the  Currency,  in  order  to  con- 
serve the  assets  for  the  protection  of  the  banks,  may  specify  that 
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such  banks  shall  not  distribute  a  corresponding  amount  of  their 
assets  due  their  shareholders.  The  amendment  would  also  trike  out 
the  words  which  make  it  necessary  for  capital  stock  reductions  to 
be  approved  by  the  Federal  Reserve  Board,  in  addition  to  the  Comp- 
troller of  the  Currency,  thus  eliminating  an  unnecessary  duplication 
of  work. 

Section  334  amends  section  5139  of  the  Revised  Statutes  by  adding 
a  paragraph  specifying  certain  information  to  be  stated  on  certifi- 
cates hereafter  issued,  representing  shares  of  stock  in  national  banks. 

Section  335  amends  the  last  sentence  of  section  301  of  the  Emer- 
gency Banking  Act  of  March  9,  1933,  so  as  to  require,  in  connection 
with  the  issuance  of  preferred  stock,  the  same  kind  of  a  certificate 
by  the  Comptroller  of  the  Currency  as  to  the  validity  of  such  issue, 
as  is  now  required  in  the  case  of  the  issuance  of  common  stock. 

Section  336  would  terminate 

Senator  Glass.  Does  that  interfere  with  any  of  the  operations  of 
theR.  F.  CI 

Mr.  O'Connor.  No,  sir.  They  have  asked  it,  because  it  protects- 
them  as  well  as  other  holders  of  preferred  stock. 

Section  336  would  terminate  the  liability  of  shareholders  of  banks 
and  trust  companies  in  the  District  of  Columbia,  as  of  July  1,  1937,. 
in  a  manner  similar  to  that  provided  elsewhere  in  the  bill  for  ter- 
minating the  liability  of  shareholders  of  national  banks. 

In  other  words,  they  are  under  the  jurisdiction  of  the  Comp- 
troller, entirely :  and  we  feel  that  they  should  be  entitled  to  the  same- 
consideration  that  we  extend  to  national  banks. 

I  should  like  to  call  to  the  committee's  attention  an  amendment 
which  we  are  proposing,  and  which  we  are  asking  to  be  incorporated 
in  the  bill,  which  would  permit  the  Comptroller's  office  to  provide 
a  fund  for  pensions  for  examiners,  similar  to  those  now  provided! 
for  by  the  Federal  Reserve  examiners.  There  is  no  cost  to  the  Govern- 
ment, of  course;  and  there  is  only  a  very  small  charge  to  the  banks. 

And  in  that  connection,  I  should  like  to  submit  for  the  record  the 
technical  amendment,  and  also  a  letter. 

Senator  Glass.  What  is  the  existing  provision  of  law  with  respect 
to  pensions  of  Federal  Reserve  examiners? 

Mr.  O'Connor.  It  is  not  a  provision  of  law,  Senator,  in  the  Federal 
Reserve,  that  being  quite  a  different  set-up  than  we  have  in  the 
Comptroller's  office. 

Senator  Glass.  The  reason  I  am  asking  the  question  is  that  I  know 
that  the  matter  of  pensions  came  before  Congress  some  8  or  10" 
years  ago.  The  Federal  Reserve  Board  made  a  recommendation  to 
Congress,  in  respect  to  pensions;  and  it  was  not  agreed  to.  And  I 
wondered  what  sort  of  a  pensions  system  the  Federal  Reserve  Board- 
is  now  authorized  to  have,  without  sanction  of  law. 

Mr.  O'Connor.  Well,  they  do  it  by  a  joint  contribution  of  the 
Federal  Reserve  banks— the  Federal  Reserve  banks  seemed  anxious 
to  do  it — on  the  theory  of  additional  compensation. 

Senator  Glass.  Well,  I  am  not  questioning  the  desirability  of  the 
matter;  I  am  just  wondering  what  sanction  of  law  they  have  for 
anvthing  of  the  kind. 

Mr.  O'Connor.  Well,  there  is  no  direct  provision  of  law,  Senator, 
as  I  am  informed. 
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Senator  Glass.  There  are  so  many  matters  that  are  not  under  law- 
ful sanction,  that  I  am  not  pressing  the  question. 

Mr.  O'Connor.  That  is  why  I  am  asking  the  consideration  of  the 
committee  to  this  authority  so  there  will  not  be  any  question  of  the 
authority. 

Senator  Glass.  That  is  right.  That  is  the  way  that  the  branches 
of  the  Federal  Government  should  do;  they  should  ask  authority  for 
things  they  do,  and  not  just  do  them. 

Mr.  O'Connor.  For  the  record,  I  should  like  to  submit  the  sug- 
gested amendment,  and  the  letter  which  gives,  a  little  more  in  detail, 
for  the  information  of  the  committee,  just  how  we  propose  to  handle 
it. 

The  letter  is  on  the  letterhead  of  George  B.  Buck,  consulting 
actuary,  New  York  City;  and  it  is  dated  April  29, 1935. 

It  is  addressed  to  Mr.  J.  F.  T.  O'Connor,  Comptroller  of  the  Cur- 
rency, Treasury  Building,  Washington,  D.  C. ;  attention,  Mr.  George 
F.  Barse,  counsel,  and  reads  as  follows : 

Deu  Siu:  On  April  27  I  bad  a  conference  with  Messrs.  George  P.  Barse  and 
M.  M.  Washburn,  of  your  office,  at  which  time  I  was  requested  to  send  yon 
■  letter  outlining  certain  actuarial  work  which  I  should  be  happy  to  perform 
for  your  Department, 

As  I  understand  the  situation,  there  are  approximately  700  bank  examiners 
and  associated  employees,  whom  you  desire  to  cover  under  a  retirement  system 
with  benefits  similar  to  those  ot  the  retirement  system  of  the  Federal  Reserve 
banks,  if  the  same  is  practicable.  I  am  advised  that  you  have  complete  service 
and  salary  records  of  all  those  to  be  covered,  which  you  can  supply  to  me, 
which  records  give  the  essential  data  on  the  basis  of  which,  together  with 
suitable  mortality  and  service  tables  such  us  are  used  In  the  retirement  system 
of  the  Federal  Reserve  banks,  all  needed  actuarial  calculations  can  be  made. 
Upon  receipt  of  these  records,  we  will  undertake  to  test  the  practicability 
of  the  plan,  which  now  appears  entirely  practical,  and  to  make  a  valuation 
of  the  liabilities  Involved  should  these  employees  be  covered  by  provisions  the 
same  as  those  of  the  retirement  system  of  the  Federal  Reserve  banks.  The 
percentage  rates  of  contribution  required  to  be  paid  on  account  of  such  members 
In  order  to  provide  for  the  liquidation  of  the  liability  will  also  be  determined. 
The  results  of  the  valuation  and  the  rates  would  be  submitted  to  you  within 
30  days  after  the  date  the  data  are  received  complete. 

In  addition  to  making  the  valuation  above  mentioned,  I  would  review  the 
deed  of  trust  and  the  rules  and  regulations  covering  the  operation  of  the 
system  which  yon  prepare.  These  documents*  would,  I  understand,  follow 
closely  those  used  by  the  Federal  Reserve  banks,  which  rules  were  drafted 
originally  by  this  office. 

With  the  results  of  the  valuation,  the  deed  of  trust,  and  tbe  rules  and 
regulations,  you  will  have  all  yon  need  for  the  final  approval  and  tbe  adoption 
of  the  system.  The  work  outlined  above  could  he  performed  by  my  office  at 
a  fee  to  be  determined  on  the  basis  of  tbe  time  required  to  complete  tbe 
work,  but  with  a  fixed  maximum  of  $1,000  for  all  work  enumerated.  This  fee 
would  include  the  coat  of  two  conferences.  Additional  conferences  would  be 
charged  for  at  the  rate  of  $35  per  day  and  expenses  If  outside  of  New  York. 
Probably  not  more  than  one  conference  will  be  needed  for  the  work  described, 
so  that  the  cost  of  the  other  will  be  saved. 

In  addition  to  the  above  work  there  would  be  certain  work  required  in 
connection  with  setting  op  the  proper  forms  and  records  for  the  operation  of 
Ihe  system  after  the  system  Is  authorized.  Also  for  most  of  our  clients  we  act 
as  regular  consultants,  making  an  annual  actuarial  valuation  of  tbe  assets  and 
liabilities  of  the  system,  recommending  the  necessary  adjustments  In  mortality 
tables  required  to  offset  unfavorable  experience,  auditing  each  retirement  allow- 
ance granted,  and  certifying  the  reserve  to  be  set  up  at  retirement,  and 
helping  with  miscellaneous  technical  questions  which  arise  when  the  system 
Is  operating.  I  should  be  very  happy  to  have  this  office  perform  similar  services 
for  your  Department.  The  cost  of  this  work  can  best  be  estimated  when  the 
term*  »f  the  final  plan  are  determined  upon  Just  prior  to  Its  adoption. 
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With  the  completion  of  the  work  described  above,  you  mill  hare  ever}  Lhinj 
done  that  was  done  by  the  Governor's  Committee  of  the  Federal  Reserve  book) 
before  the  plan  was  finally  approved  by  the  banks  and  the  Federal  Reserve 
Board.  The  other  work  described  hua  to  do  with  the  details  of  admluistratlor 
of  the  system  after  Its  approval  in  order  that  it  may  be  accommodated  to  youi 
existing  personnel  and  pay-roll  records  with  the  minimum  of  effort  and  expense 
If  you  proceed  with  the  work,  1  understand  that  the  record  cards  will  be  de 
livered  to  my  office,  at  which  time  the  final  details  as  to  the  valuation  will  bt 
arranged. 

Trusting  that  you  will  find  our  services  entirely  satisfactory  In  every  respect 
I  am. 

Very  truly  yours, 

Geoboh  B.  Buck,  Actuary, 

The  amendment  is  as  follows : 

Seo.  — .  The  second  sentence  of  the  third  proviso  of  section  6240  of  th< 
Revised  Statutes,  as  amended  (D.  S.  C,  Supp.  VII,  title  12,  sec.  481  and  482) 
is  amended  by  striking  out  the  word  "  Is  "  after  tbe  words  "  whose  compensa- 
tion "  and  inserting  In  lieu  thereof,  a  comma  and  the  following : 
"  including  retirement  annuities  tu  be  fixed  by  the  Comptroller  of  the  Currency, 
is  and  shall  be",  and  said  section  Is  further  amended  by  striking  oat  the 
words,  "The  Federal  Reserve  Board,  upon  the  recommendation  of." 

That  concludes  my  remarks. 

Senator  Bulklbt.  Those  several  additions,  from  section  333  on, 
are  substantially  what  we  reported  to  the  House,  are  they  not? 

Mr.  Aw  alt.  They  were  reported  by  the  House. 

Senator  B'ulkley.  In  the  House  report  I  find  three  additional  sec- 
tions. 

Have  you  any  comment  to  make  on  those? 

Mr.  Awalt.  They  were  added  by  the  House  committee  itself;  we 
had  nothing  to  do.  with  them. 

Senator  Bm.ni.Ey.  Do  you  have  anything  to  say  about  them? 

Mr.  Aw  alt.  No,  sir. 

Senator  Glass.  Do  you  want  to  have  anything  to  do  with  them* 

Mr.  Awalt.  As  I  understand  it,  Judge  Birdzell  handled  all  three 
of  those  amendments. 

Mr.  O'Connor.  I  talked  to  the  chairman,  Mr.  Crowley,  this  morn- 
ing ;  and  he  said  he  was  preparing  a  letter  for  the  committee,  that 
would  be  sent  up  this  morning,  approving  the  position  I  took  yes- 
terday with  reference  to  the  admission  of  banks  to  the  fund.  Nt 
doubt  that  letter  should  be  here  this  morning. 

Senator  Glass.  I  had  word  from  Mr.  Crowley,  and  he  was  ex- 
pected to  follow  you  this  morning.  He  said  that  he  would  like  t< 
come  up  for  a  few  minutes  tomorrow  morning,  and  very  likely  hi 
will  present  it  then. 

STATEMENT  OP  L.  E.  BLKDZELL,  GENERAL  COUNSEL,  FEDEBAI 
DEPOSIT  INSURANCE  CORPORATION,  WASHINGTON,   D.  C. 

Mr.  BmozELL.  There  are  three  provisions  here.  Two  of  them  deal 
with  security  which  banks  are  required  to  give :  One,  for  deposits 
of  bankruptcy  funds;  the  other,  for  deposits  of  receivership  funds; 
and  the  third  amendment  deals  with  the  matter  of  postal  savings. 

In  the  Banking  Act  of  1933,  express  provision  was  made  foi 
relieving  the  banks  of  the  necessity  of  giving  security  for  postal 
savings  funds,  to  the  extent  that  they  would  be  insured  by  the  insur 
ance  of  our  Corporation.    And  following  the  principle  of  that,  th< 
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Corporation  has  thought  that  it  would  be  well  to  relieve  the  banks 
«»f  the  burden  of  giving  other  security  for  some  other  types  of 
•ieposits.  where  it  is  more  or  less  of  a  nuisance. 

In  the  case  of  bankruptcy  funds,  for  instance,  the  banks,  under 
existing  law,  would  be  required  to  give  security,  notwithstanding  the 
fart  that  the  deposit  would  be  insured. 

The  same  is  true  in  regard  to  funds  that  may  be  deposited  in  a 
bank  authorized  to  receive  the  deposits  of  receivers.  Those  two 
matters  are  taken  care  of  in  sections  338  and  339,  in  the  same  way 
that  the  Banking  Act  of  1933  took  care  of  the  deposits  of  postal- 
savings  funds. 

Senator  Glass.  You  suggested  those? 

Mr.  Birdzell.  We  suggested  those  to  the  committee,  and  they  in- 
corporated them  in  the  House  bill. 

The  other  is  the  Postal  Savings  matter,  raising  a  question  of 
competition  between  the  Postal  Savings  Department  and  savings 
banks.  With  prohibitions  existing  against  the  payment  of  interest 
on  demand  deposits,  and  the  limitation  of  the  interest  rate  payable 
on  savings  deposits,  banks  are  feeling,  to  some  extent,  the  competi- 
tion with  the  Postal  Savings. 

Under  the  law  and  the  regulations  of  the  Postal  Department, 
prospective  depositors  are  given  the  assurance  that  if  they  put  their 
funds  in  the  Postal  Savings  bank,  they  can  withdraw  them  any  time 
they  want,  and  receive  interest  substantially  down  to  the  date  of 
withdrawal. 
The  banks  feel  that  this  is  a  species  of  unfair  competition. 
The  provisions  of  the  existing  law,  on  that  subject,  have  been 
restated,  here  in  section  340,  on  pages  90  and  91  of  the  House  bill, 
with  a  view  to  requiring  the  forfeiture  of  interest  for  a  definite 
period,  in  the  event  of  the  withdrawal  of  Postal  Savings  funds 
without  giving  the  normal  60-day  notice.  The  definite  period  pro- 
vided for,  in  this  act,  is  3  months — in  other  words,  one  can  withdraw 
his  funds  from  the  Postal  Savings  bank,  now,  without  giving  a 
60-day  notice,  under  the  terms  of  this  law.  But  he  will  forfeit 
interest  on  the  amount  withdrawn,  for  the  period  of  3  months.  The 
reason  a  definite  period  is  put  in  there  is  because  there  is  no  regular 
interest-crediting  date  in  the  Postal  Savings.  If  you  put  in  your 
fund  today,  it  will  begin  drawing  interest  on  the  1st  of  die  following 
nionth;  and  your  interest  will  be  credited  at  stated  intervals 
thereafter. 

Senator  Glass.  Have  you  discussed  that  with  the  Post  Office 
Department  i 

Mr.  Btiuj/KLL.  We  have  from  time  to  time  discussed  the  general 
question  with  the  Post  Office  Department. 

As  a  matter  of  fact,  under  the  existing  law  it  is  difficult  to  see  how 
interest  can  be  allowed  on  funds  that  are  allowed  to  be  withdrawn 
without  giving  the  60-day  notice,  because  the  existing  law  provides 
that  where  funds  are  withdrawn,  without  giving  the  60  days*  notice, 
no  interest  shall  be  allowed  that  has  accrued  subsequent  to  the  pass- 
ing of  the  Banking  Act  of  1933. 

But  somehow  they  think  that  is  ambiguous,  and  they  have  been 
paying  interest. 
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Senator  Glass  {reading)  : 

Any  depositor  may  withdraw  the  whole  or  any  part  of  the  funds  deposited 
to  his  or  her  credit,  with  accrued  Interest  on  them,  on  notice  given  SO  days  In 
advance,  and  under  such  regulations  as  the  Postmaster  General  may  prescribe ; 
bat  withdrawal  of  aiiy  part  of  such  funds  may  be  made  upon  demand,  but  no 
Interest  shall  be  paid  on  any  funds  so  withdrawn,  except  interest  accrued  to 
the  date  of  enactment  of  the  Banking  Act  of  1983. 

Mr.  Btbdzrll.  Now,  that  would  se«m  to  me  not  to  be  ambiguous; 
but  under  the  regulations  and  the  practice,  I  understand  that  they 
are  paying  interest  where  funds  are  withdrawn  without  giving  60 
days'  notice,  and  they  are  paying  interest  accruing  subsequent  to  the 
passage  of  the  banking  act. 

This  particular  provision  was  put  in  at  the  suggestion  of  the 
House  Members.    I  simply  acted  as  their  agent  in  drafting  it. 

But  this  particular  provision  has  not  been  taken  up  with  the 
Postal  Department,  so  tar  as  I  know,  because  it  was  not  proposed, 
originally,  by  us. 

Senator  Glass.  Well,  I  think  that  perhaps  it  should  be  done  by 
this  committee. 

I  am  told,  Judge,  that  you  are  an  exceptionally  able  lawyer;  and 
I  should  like  to  get  your  judgment  upon  this  requirement  as  to  the 
payment  of  interest  on  deposits : 


And  now,  note  this,  please : 

And  may  prescribe  different  rates  for  the  payment  on  time  and  savings 
deposits  having  different  maturities  or  subject  to  different  conditions  respecting 
withdrawal  for  repayment. 

And  now,  note  this,  particularly : 

Or  subject  to  different  conditions  by  reason  of  different  locations. 

Would  you,  or  would  you  not,  imagine  that  whoever  is  responsible 
for  drafting  that  provision  of  taw,  had  in  mind  that  that  should  be 
done}  In  other  words,  do  you  think  that  they  had  in  mind  that 
there  should  not  be  a  uniform  rate  of  interest  on  deposits,  but  a  dif- 
ferentiating rate,  according  to  circumstances! 

Mr.  Bebdzeix.  According  to  the  business  transacted  and  the  loca- 
tion of  the  bank  and  the  terms  under  which  deposits  may  be  made? 

Senator  Glass.  Yes. 

Mr.  Birdzell.  I  would  say  that  it  clearly  contemplated  that  a 
differentiation  might  be  made,  taking  into  consideration  those  dif- 
ferent elements. 

Senator  Glass.  It  contemplated  it  would  be  made,  because  we 
discussed  it  for  hours  and  hours,  in  our  committee. 

Mr.  Birdzell.  It  may  be  doubtful  whether  a  uniform  rate  could 
be  prescribed,  unless  it  were  found  that  the  conditions  justifying  a 
uniform  rate  were  likewise  uniform. 

Senator  Glass.  Of  course,  it  should  not  be — and  there  is  no  more 
reason  why  there  should  be  a  uniform  rate  of  interest  payment  on 
deposits  than  that  there  should  be  a  uniform  rate  of  discount 
throughout  the  United  States.  A  bank  that  is  Undated  by  State 
statute  to  a  5-percent  current  rate,  or  a  6-percent  current  rate,  ought 
not  to  be  expected  to  pay  the  same  rate  on  deposits  as  a  bank  that  is 


BANKING   ACT  OF    183C  179 

Now,  under  that  a  great  many  of  the  States  have  for  a  long  time 
accepted  the  examinations  made  of  the  national  banks  by  us. 

Recently  some  of  them  have  started  to  examine — which  means  a 
duplication  of  examination.    We  examine,  and  they  examine. 

And  it  has  been  suggested  for  consideration— and  we  should  like 
to  suggest  this  for  the  consideration  of  the  committee — that  the 
committee  amend  that  particular  provision  by  providing  that  the 
State  banking  authorities  may  have  access  to  the  reports  of  exami- 
nations made  by  the  Comptroller  of  the  Currency,  insofar  as  such 
reports  relate  to  the  trust  department  of  such  banks,  instead  of  hav- 
ing a  duplicate  examination. 

(The  above-mentioned  proposed  amendment  relative  to  examina- 
tion of  trust  departments  of  national  banks  is  as  follows:) 

Sec.  — .  The  last  sentence  of  the  third  paragraph  of  subsection  (k)  of 
section  11  of  the  Federal  Reserve  Act,  as  amended  (U.  S.  C,  title  12,  sec. 
248  |k(),  is  amended  to  read  as  follows:  "The  State  banking  authorities  may 
have  access  to  reports  of  examination  made  by  the  Comptroller  of  the  Currency 
Insofar  as  such  reports  relate  to  the  trust  department  of  such  bank,  bnt 
nothing  in  this  Act  shall  be  construed  as  authorizing  the  State  bonking  authori- 
ties to  examine  the  books,  records,  and  assets  of  such  bank." 

Senator  Glass.  That  is  all  for  this  morning,  gentlemen.  We  shall 
adjourn  until  tomorrow  morning  at  10:30. 

(Thereupon,  at  12 :  30  p.  m.,  an  adjournment  was  taken  until  to- 
morrow, Thursday,  May-2,  1»35,  at  10:30  a.  m.) 
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state  enforcement  unit  to  cooperate  with  State  and  local  agencies  is  desirable 
Tor  the  prompt  detection  and  apprehension  of  the  criminal. 

Attorney  Genernl  Cnmmings  called  a  conference  on  crime  last  winter  in  Wash- 
ington to  consider  this  problem.  This  conference  was  for  the  purpose  of  appeal- 
ing to  the  public  (or  its  thoughtful  advice,  for  its  sustained  Interest,  and  for  its 
active  help  In  a  national  movement  to  meet  a  common  peril.  In  attendance 
there  were  the  represent!) rives  of  Federal,  State,  Territorial,  and  local  Govern- 
ment?, as  well  as  representatives  of  more  than  73  private  and  quasi-public 
agencies  the  Interests  and  activities  of  which  were  pertinent  to  this  problem. 
In  all  there  were  about  600  delegates  present  from  all  pints  of  the  United  States. 
wh<r  hoard  from  the  Hp*  of  practical  experts  n  discussion  of  crime  la  its  primal 
aspects. 

The  short  time  which  has  elapsed  since  the  passage  of  the  series  of  crime  bills 
•sponsored  by  the  Attorney  General  does  not  permit  a  comprehensive  analysis  of 
the  assistance  which  the  Federal  Government  can  render  to  State  and  local 
agencies  in  dealing  with  Interstate  crimes  or  the  effect  which  the  enlarged  Juris- 
diction of  the  Federal  Government  will  have  In  decreasing  such  crimes.  How- 
ever, experience  has  shown  certain  facts  that  may  be  of  interest. 

The  Lindbergh  kidnaping  case  occurred  on  March  1.  1932.  The  commission 
of  this  crime  reunited  in  the  passage  and  approval  of  the  Federal  kidnaping 
statute  on  June  22. 1932,  which  gave  the  Federal  Government  Jurisdiction  in  cases 
involving  kidnaping*  wherein  Interstate  features  were  present.  Since  the  pas- 
sage of  this  statute  the  Federal  Bureau  of  Investigation  of  the  United  States 
Department  of  Justice  has  participated  in  the  investigation  of  35  cases  involving 
actual  kidnaping  and  plots  to  kidnap.  In  all  of  these  cases  the  identities  of  the 
kidnapers  are  known.  In  the  cases  handled  81  jiersons  have  l>een  convicted  and 
41  persons  are  now  in  custody  awaiting  trial.  Sentences  totaling  1,231  years  11 
months  and  2  days,  suspended  sentences  totaling  32  years  and  prpbati unary 
sentences  totflUnK  22  years .hare  been  'Imposed;  in  addition  to  16  life  sent  puces 
and  4  death  sentences.  In  addition  2  kidnapers  were  lynched,  3  committed 
suicide,  3  were  murdered,  and  4  were  killed  by  officers. 

The  Federal  bank  robbery  statute,  making  robberies  of  national  banks  and 
member  banks  of  the  Federal  Reserve  System  a  Federal  offense,  was  approved 
bj  the  President  on  May  19, 1934.  Since  that  date  there  have  been  lie  robberies 
of  national  banks  and  member  banks  of  the  Federal  Reserve  System,  with  losses 
totaling  $509,000,  which  have  been  reported  to  the  Federal  Bureau  of  Investi- 
gation. 

As  the  result  of  Investigations  conducted  there  are  at  the  present  time  72  indi- 
viduals In  custody  awaiting  further  prosecutive  action  In  connection  with  these 
robberies  und  47  individuals  have  been  convicted  In  Federal  court  In  connection 
with  these  robberies.  Two  received  life  sentences  and  others  have  received 
sentences  totaling  1,095  years,  suspended  sentences  totaling  120  years,  proba- 
tionary sentences  totaling  3S  years,  and  $33,208  in  fines.  One  person  has  been 
acquitted.  In  addition  trials  In  State  courts  have  resulted  In  22  convictions, 
with  2  life  sentences,  13  Indeterminate  sentences,  and  other  sentences  totaling 
130  years.  During  this  period  0  bank  robbers  have  been  killed  by  State  officers 
and  1  adjudged  insane. 

Mr.  O'Connor.  And  there  is  one  other  matter  which  I  shall  ask 
Mr.  Await  to  present. 

STATEMENT  OF  F.  0.  AWAIT,  DEPUTY  COMPTROLLER  OF  THE 
CTJEBEKCY,  WASHINGTON,  D.  C. 

Mr.  Awalt.  Senator,  you  remember  that  under  11  (k)  of  the 
Federal  Reserve  Act,  national  banks  that  exercised  fiduciary  powers 
are  required  to  keep  a  separate  set  of  books  and  records  showing,  in 
detail,  all  transactions  engaged  in. 

Then  the  law  provides: 

Such  books  and  records  shall  be  open  to  Inspection  by  the  State  authorities, 
to  the  same  extent  as  the  books  and  records  of  corporations  organized  under 
State  law  which  exercise  fiduciary  jHiwers  ;  but  nothing  In  this  act  shall  be 
construed  as  authorising  the  State  authorities  to  examine  (be  books,  records, 
and  assets  of  the  national  bank  which  are  not  held  in  trust  under  the  authority 
of  this  subsection. 
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Now,  under  that  a  great  many  of  the  States  have  for  a  long  time 
accepted  the  examinations  made  of  the  national  banks  by  us. 

Recently  some  of  them  have  started  to  examine — which  means  a 
duplication  of  examination.    We  examine,  and  they  examine. 

And  it  has  been  suggested  for  consideration — and  we  should  like 
to  suggest  this  for  the  consideration  of  the  committee — that  the 
committee  amend  that  particular  provision  by  providing  that  the 
State  banking  authorities  may  have  access  to  the  reports  of  exami- 
nations made  by  the  Comptroller  of  the  Currency,  insofar  as  such 
reports  relate  to  the  trust  department  of  such  banks,  instead  of  hav- 
ing a  duplicate  examination. 

(The  above-mentioned  proposed  amendment  relative  to  examina- 
tion of  trust  departments  of  national  banks  is  as  follows:) 

Sec.  — .  The  last  sentence  of  the  third  paragraph  of  subsection  (k)  of 
section  11  of  the  Federal  Reserve  Act,  as  amended  (IT.  S.  C,  title  12,  sec. 
248  <k) ),  is  amended  to  read  as  follows:  "The  State  banking  authorities  may 
have  access  to  reports  of  examination  made  by  the  Comptroller  of  the  Currency 
Insofar  as  such  reports  relate  to  the  trust  department  of  such  bank,  bat 
»iothlng  In  this  Act  shall  be  construed  ns  authorizing  the  State  banking  authori- 
ties to  examine  the  books,  records,  and  assets  of  such  bank." 

Senator  Glass.  That  is  all  for  this  morning,  gentlemen.  We  shall 
adjourn  until  tomorrow  morning  at  10: 30. 

(Thereupon,  at  12:30  p.  m.,  an  adjournment  was  taken  until  to- 
morrow. Thursday,  May  2, 1935,  at  10 :  30  a.  m.) 
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THUBSDAT,  MAT  8,  1935 

United  States  Senate, 
Subcommittee  of  the  Committee  on 

Banking  and  Currency, 

Washington,  D.  C. 
The  subcommittee  met,  pursuant  to  adjournment,  at  10:80  a.  m., 
in  room  301,  Senate  Office  Building,  Senator  Robert  J.  Bulkley 
presiding. 

Present:  Senators  Glass  (chairman  of  the  subcommittee),  Bulkley, 
Bank  head,  Couzens,  and  Townsend. 
Also  present:  Senators  Barbour  and  Moore. 

Senator  Bulkley.  Senator  Glass  says  he  will  be  here  in  a  few 
minutes;  and  in  the  meantime  Mr.  Growtey>  wants  to  supplement 
his  testimony. 

STATEMENT  OS  LEO  T.   CROWLEY,  CHAIRMAN  FEDERAL 
DEPOSIT  INSURANCE  CORPORATION— Resumed 

Mr.  Cbowlet.  Senator  Bulkley,  there  are  three  particular  prob- 
lems of  the  Federal  Deposit  Insurance  Corporation  which  I  should 
like  to  have  included  in  the  record  in  my  remarks.  One  of  those 
is  the  question  of  admission  of  banks  to  the  fund. 

The  House,  in  its  bill,  has  taken  out  that  part  of  subsection  7; 
and  I  should  particularly  like  to  call  your  committee's  attention  to 
that  section  which  gives  us  the  right  to  investigate  the  financial 
history  and  condition  of  the  bank,  the  adequacy  of  its  capital  struc- 
ture, its  future  earnings,  prospects,  the  general  character  of  ite  man- 
agement, the  convenience  and  needs  of  the  community  to  be  served 
by  the  bank,  and  whether  or  not  its  corporate  powers  are  consistent 
with  the  purpose  of  this  section. 

Senator  B  ulkley.  From  what  were  you  reading  ? 
Mr.  Cbowlet.  This  is  the  wording  of  the  subsection  that  the  House 
took  out. 

Senator  Bulkley.  That  was  the  subsection  that  was  in  the  draft 
of  the  bill  as  originally  introduced,  and  the  House  committee  struck 
it  out? 

Mr.  Ceowley.  That  is  correct,  Senator. 
Senator  Bulkley.  And  you  want  it  in  again  I 
Mr.  Crowley.  It  is  in  your  bill  now ;  and  we  want  to  keep  it  in 
if  we  possibly  can. 

Senator  Bulkley.  And  you  want  now  to  have  printed  in  the 
record  a  memorandum  in  support  of  that  addition? 
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Mr.  Crowley.  That  is  correct. 

Senator  Btjlklet.  Very  well;  it  will  go  in. 

(The  memorandum  is  as  follows:) 


16,  as  Introduced  is  the 


As  originally  Introduced,' theWtlon  oh  admissions  read  as  follows  (that 
portion  which  is  Italicized  has  been  deleted  in  the  House  bill)  : 

"  Subsection  7.  (g)  The  factors  to  be  enumerated  in  the  certificate  required 
under  subsection  (e)  and  to  be  considered  by  the  board  of  directors  under 
subsection  (f)  shall  be  the  following;  The  financial  history  and  condition  of 
the  bank,  (he  adequacy  of  Its  capital  structure,  its  future  earning*  prospect*, 
the  general  character  of  its  management,  the  convenience  and  needs  of  the 
community  to  be  served  by  the  btmk,  and  ichvthcr  or  not  its  corporate  power* 
are  consistent  with-  the  purpose  of  this  section.'' 

The  Federal  Deposit  Insurance  Corporation  believes  thnt  the  clauses  In  this 
section,  which  were  deleted  in  the  House  bill  are  of  vital  Importance  and 
should  be  retained.  The  Corporation  was  obliged  under  the  original  Deposit 
UyuTituce  Act  to  take  in  a  considerably  number  of  banks  which  were  certified 
)»j  State  commissioners  to  be  solvent  .but  which',  had  very  slight  prospects  of 
waking' sufficient"  earnings  to  maintain  their  solvency.  Some  of  these  hanks 
had  virtually  no  net  sound  capital ;  that  Is,  the  assets  exceeded  only  slightly,  tf 
.at  all,  riit  deposit  liability.  The  Federal  Deposit  Insurance  Corporation -mid 
the  Reconstruction  Finance  Corporation  assisted  these  banks  to  build  up  their 
capital  structure.  It  is  highly  important  that  these  banks  be  protected  against 
the  adverse  effects  that  would"  result  front  the  organization  and  insurance  of 
ttew  bunks  in  the  same  communities.  In' many  of  these  communities  a  new 
.bunk  would  be  certain  to  take  away  business  from  existing  Insured  banks 
which  are  already  not  very  strong  and  thus  weaken  both  the  Insured  banks  and 
the  insurance  fund. 

There  are.  10  States  in  which  the  minimum  capital  requirement  for  a  new 
bank  in  as  low  as  -ft  8,000  and  in  some  or  the  States  there  is  already  an  obvious 
tendency  to. permit  banks,  to  be  organized  which  hare  no  prospects  of  per- 
manent success.  Unless  the  Corporation  Is  enabled  to  take  future  earning 
prospects  into  consideration  it  may  be  required  to  insure  a  constant  succession 
of  hanks  which  operate  for  a  short  time  and  close  with  substantial  losses  to 
the  Corporation. 

It  is  also  highly  desirable  that  the  Corporation  have  power  to  take  into  Con- 
sideration the  convenience  and  needs  of  the  community  to  be  served  by  the 
.bank.  Changing  conditions,  such  as  improvements  in  transportation,  shifting 
of  Industries  and  business  concerns  from  one  locality  to  another,  and  changes 
In  the  population  and  in  the  Income  of  communities,  may  make  the  organiza- 
tion of  new  banks  superfluous.  Yet  the  constant  attempt  of  individuals  to 
enter  the  banking  bnslness  Is  likely  to  result  in  the  granting  of  corporate 
charters  In  such  communities,  particularly  those  In  which  a  part  or  all  of  the 
banks  In  existence  a  few  years  ago  have  disappeared.  To  give  the  Corporation 
power  to  consider  the  convenience  and  needs  of  the  communities  will  be  of 
material  aid  in  preventing  a  return  to  the  overbanked  condition  of  the  lMCs. 

The  purpose  of  the  last  clause  In  the  section  on  admissions,  as  originally 
introduced,  Is  to  enable  the  Corporation  to  refuse  membership  to  Institutions 
which  are  not  in  reality  banks  of  deposit  but  which  are  primarily  engaged  in 
other  type*  of  business  enterprise  and  receive  deposits  In  connection  with  those 
enterprises. 

Mr.  Cbowlet.  I  should  like  also  to  include  in  the  record  a  state- 
ment regarding  examinations  and  liquidations.  It  is  my  judgment 
that  if  the  Corporation  is  to  be  successful,  then,  where  they  have  70 
percent  of  the  deposited  liability  in  the  13,300  banks  out  of  14,200. 
it  is  utterly  useless  for  our  Corporation  to  go  into  a  bank  after  it  has 
once  been  involved ;  that  we  should  have  the  right  to  be  called  in, 
and  to  keep  the  banks  sound,  and  not  merely  be  called  in  to  pay  the 
losses. 
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Also,  on  the  matter  of  liquidations  of  the  banks  that  have  closed 
today,  we  are  the  largest  creditor,  to  the  extent  of  85  percent  of  the 
banks  closed  up  to  this  time. 

Senator  Bulklet.  Do  I  understand  that  you  want  to  have  the 
power  to  take  over  a  bank,  without  closing  itf 

Mr.  Crowley.  We  want  the  power  of  buying  assets  in  an  open 
bank,  and  we  want  also  to  have  the  power — which  is  given  to  us  in 
the  temporary  act,  and  also  in  the  present,  permanent  act— to  liqui- 
date assets  of  the  closed  banks  that  we  pay  off,  in  order  that  we  may 
control  the  assets  of  the  closed  banks.    • 

Senator  Bulkley.  That  was  in  the  draft  of  the  bill! 
Mr.  Chowley.  That  is  correct;  and  I  simply  just  wish  to  add  my 
testimony  as  to  why  that  should  be  left  as  it  is.  ' 

Senator  Bo.Kr.ET.  That  was  not  stricken  out  in  the  House  bill! 
Mr.  Crowley.  No,  sir. 

Senator  Townsend.  The  Comptroller  rather  favored  that  in  his 
testimony.  And  I  think  that  if  these  men  are  to  pay  the  bills,  there 
is  a  strong  argument  in  favor  of  their  controlling  the  assets. 

Senator  Bulkley.  The  question*  then,  is  whether  you  should  eon> 
trol  it,,  or.  whether  the  Comptroller's  office  should  control  it! 

Mr.  Ckowlet.  Under  the  temporary  act  and  under  the  bill  which 
is  before  you,  the  Comptroller,  in  the  case  of  a  closed  national  bank, 
must  appoint  the  Federal  Deposit  Insurance  Corporation  as  receiver. 
Senator  Bulkley.  I  see. 

Mr.  Crowley.  Also,  we  have  requested  the  various  State  legisla- 
tures to  pass  legislation  providing  that  their  State  banking  depart- 
ments may  appoint  us  receivers;  and  I  believe  that  in  some  30  States, 
we  have  had  favorable  response. 

Our  argument  is  that  we  have  the  liability,  and  consequently  those 
«ssets  should  be  handled  by  us  because  we  are  the  ones  who  must 
get  the  recovery  from  them;  and  in  practically  every  instance,  we 
»re  liable  for  at  least  70  percent  of  the  deposits  of  these  banks. 

I  should  like  to  include  that  statement  in  the  record,  if  there  is 
»o  objection. 

Senator  Bulkley.  All  right;  that  may  go  in  the  record. 
Mr.  Crowley.  That  is  all  I  have,  Senator  Bulkley ;  and  I  appre- 
ciate your  courtesy. 

Senator  Bulkley.  Very  well ;  thank  you,  Mr.  Crowley. 
(The  above-mentioned  statement  is  as  follows:) 
There  are  three  powers  which  we  consider  to  l>e  Indispenslbie  to  the  ultimate 
•access  of  deposit  Insurance;  The  first  Is  the  power  to  refuse  to  admit  hunts 
into  the  Insurance  fund  which  are  fundamentally  unsound  and.  therefore,  cer- 
tain Id  develop  inlo  losses;  the  fecund  lx  the  power  to  examine  Insured  banks; 
»nd  the  third  is  (lie  power  to  liquidate  insured  banks  which  become  Insolvent. 
During  the  period  »f  18  months  ending  December  31,  1934,  over  2,200  banks 
were   licensed    to   do    business.     About    l.iiOO   of   these    hanks    had    less    than 
SWO.000   in  deposits  and   about  4(>0  bad   lews   than  1100,000  In   deposits.     The 
"Wintry  as  a  whole  would  have  been  much  better  off  had  many  of  these  hanks 
sot  l>een  licensed.     It  ludicates  u  tendency  to  return  to  the  overbonked  condi- 
tion i,f  former  years.     Of   the  hanks   licensed   in   1934.   well  over  a   hundred 
"•■ip  primary  organizations  having  no  previous  existence  as  distinguished  from 
"wtllutlons  which  took  over  the  business  of  other  banks. 

Tlie  lndlMrt nil nate  rcchurtei  lug  of  banks  which  have  no  economic  justifica- 
tion will  again  return  tile  country  to  the  overbooked  condition  which  existed 
J"  1820.  Unless  checked,  the  security  of  the  insurance  fund  as  well  as  the 
"■oklDg  system  at  large  will  be  seriously  Jeopardised,     The  board  of  directors 
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of  the  Insurance  Corporation  should  be  given  the  power  to  refuse  the  benefits 
of  insurance  to  banks  which  are  not  now  in  the  fund  wbere  the  applying  hank 
cannot  ever  develop  a  volume  of  deposits  sufficient  to  permit  learnings  wbli-h 
will  ('over  ex[>enseg  and  current  losses. 

We  recommend  that  before  a  bank  la  admitted  to  (he  Insurance  fund  thor- 
ough consideration  be  given  to  the  history,  future  prospects,  and  manage- 
ment of  the  hank  and  the  economic  needs  of  the  community  where  It  pro- 
poses to  engage  in  business.  We  believe  these  to  be  the  determining  factors 
In  the  ultimate  success  of  u  bank  as  an  economically  sound  intitttutiou.  la 
the  Interest  of  protecting  the  funds  of  the  Corporation,  these  Important  fac- 
turs  irfloBld  he  fflvsn  -rsusMeruttbn'  atffl  the  bourt"  'should  'be-  permitted'  to  ac- 
cept or  reject  au  application  tor  insurance  depending  upon  the  result  of  its 
analysis  of  the  facts  In  this  respect. 

The  next  itower  which  we  consider  to  be  necessary  to  safeguard  the  solvency 
of  the  Corporation  is  the  power  to  examine  insured  banks. 

Seventy  percent  or  more  of  the  total  deposit  liabilities  In  over  13,300  of  the 
143)0  Insured  hanks  are  now  protected  by  Insurance.  In  other  words,  In  over 
94  percent  of  ull  insured  hanks  the  Corporation's  risk  is  at  least  equal  to  70 
percent  of  the  total  deposit  liabilities  of  these  banks  and  In  a  large  majority 
the  Corporation's  liability  as  compared  to  the  total  deposit  liability  of  the 
banks  Is  even  greater. 

Included  in  these  banks,  each  of  which  Is  70  percent  or  more  insured,  are 
92  percent  of  all  national  hanks,  81  percent  of  all  State  member  banks  and 
98  percent  of  all  State  iiuiimemtier  bunks.  The  liability  of  the  Corporation 
in  all  Insured  banks  is  estimated  to  be  well  In  excess  of  $17,000,000,000.  The 
direct  liability  of  the  Corporation  to  tlie  depositors  in  these  banks  Is  more 
tangible  than  any  responsibility  which  has  heretofore  existed  in  any  Federal 
or  State  sinter  visa  ry.  authority.  Bank'  wiper  rtsory  rimciabi  are  charged  with 
the  duty  of  enforcing  Compliance  lijr  banks  with  the  statutory  requirements 
Imposed  by  the  laws.  It  is  the  duty  of  these  officials  to  require  bunks  to  cor- 
rect Impairments  of  capital,  to  place  In  liquidation  insolvent  Institutions,  and, 
In  man}'  Instances,  to  supervise  liquidation  In  the  Interest  of  depositors.  With 
the  performance  of  these  functions  their  responsibility  ceases.  No  supervisory 
official  is  required  to  make  good  dollar  losess. 

The  Federal  Deposit  Insurance  Corporation,  on  the  other  hand,  Is  In  the 
position  of  a  guarantor  for  every  Insured  bank.  Since  the  Coronation  must 
supply  to  every  depositor  in  a  closed  insured  bank  the  amount  of  his  insured 
deposit,  it  must  be  concerned  (in  the  interest  of  conserving  its  funds)  with 
protecting  Itself  against  bank  failures.  The  moat  important  instrument  avail- 
able for  effectuating  this  protection  is  the  right  of  examining  insured  hanks. 
Only  by  giving  the  Corporation  the  free  exercise  of  the  right  to  examine  banks 
can  the  directors  of  the  Corporation  hope  adequately  to  discharge  their 
responsibilities. 

We  have  recently  concluded  a  period  of  unprecedented  bank  failures.  It 
Is  of  singular  Importance  that  of  the  13,500  banks  which  failed  during  the 
14-year  period  ending  December  31,  1034,  over  11,000  were  State  banks.  There 
are  many  reasons  Inherent  in  the  system  which  operate  toward  the  lowering 
of  standards  of  the  bank  supervision  which  State  supervisors  exercise.  We 
are  not  concerned  with  this  aspect  of  the  problem.  However,  we  believe  it 
would  be  a  serious  mistake  to  Jeopardize  the  solvency  of  the  Insurance  Corpora- 
tion by  obliging  it  to  accept  the  examinations  made  by  State  agencies,  many 
of  the  Interests  of  which  are  at  times  Inconsistent  with  those  of  the  Insurance 
Corporation.  It  Is  the  Corporation  which  ultimately  beiirs  the  losses  which 
may  often  be  the  consequence  of  Inadequate  examinations.  It  would  seem 
administratively  unsound,  therefore,  to  separate  from  the  Corporation  the 
right  of  examination.  To  oblige  the  Corporation  to  depend  upon  examinations 
performed  by  State  supervisory  authorities  will  not  be  in  the  interest  of 
preserving  the  solvency  of  the  fund. 

Included  by  law  as  insured  banks  are  all  national  banks  and  all  State  bank* 
which  are  members  of  the  Federal  Reserve  System.  National  hanks  ore  ex- 
amined by  the  Comptroller  of  Ibe  Currency,  while  Stale  member  banks  un- 
examined by  the  Federal  Reserve  Board.  However,  as  to  insured  State  ban  kit 
which  are  not  members  of  the  Federal  Reserve  System,  Congress  provided  that 
the  Corporation  should  have  the  right  of  examination.  As  a  consequence  of 
these  provisions  the  Corporation  has  been  engaged  during  the  past  18  months 
in  examining  State  nonmember  banks  In  every  State  iu  the  Union.  On  Decem- 
ber 31,  1934.  there  were  5,482  national  banks,  960  State  banks  members  of  the 
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Federal  Reserve  System,  and  7,600  State  banks  not  members  of  the  Federal  Re- 
serve System.  The  Corporation  now  examines  more  banks,  therefore,  than  does 
either  the  Federal  Reserve  Board  or  the  Comptroller  of  the  Currency,  or  both 
together. 

The  Corporation  lias  now  formulated  a  working  program  for  the  conduct  of 
Its  examinations  In  cooperation  with  State  supervising  authorities.  It  Is  an 
established  practice  .for  the.  examinations,  .of  toe  Corporation  to  be  conducted. 
Jointly  with  examinations  by  the  State  officials.  In  some  States  State  officials 
accept  these  examinations  of  the  Corporation  In  lien  of  their  own  examinations. 
Copies  of  examination  reports  made  by  the  Corporation  are  furnished  to  the 
bank  and  the  State  supervising  authority,  and  to  the  Reconatruction  Finance 
Corporation  where  the  latter  corporation  ha*  a.' capital  Investment.  Constant 
contacts  have  been  maintained  with  State  authorities  and  the  Insured  banks, 
with  the  result  that  a  vast  amount  of  constructive  work  iu  Improving  the  con- 
dition of  these  banks  has  been  achieved.  In  some  Instances  examiners  are  de- 
tailed to  confer  with  the  officers  of  the  bank  in  a  friendly  capacity  for  the  pur- 
pose of  offering  constructive  and  intelligent  assistance  to  the  bank  in  disposing 
of  any  problems  which  may  exist.  This  has  enabled  the  Corporation  greatly 
to  strengthen  the  position  of  many  banks.  The  figures  evidencing  the  vast 
amount  of  progress  which  has  been  made  as  n  result  of  the  examinations  of 
the  Corporation  are  given  elsewhere  In  the  testimony.  They  give  striking  evi- 
dence of  the  constructive  potentialities  of  examinations  and  of  the  Importance 
of  tbls  activity  to  the  Corporation. 

Constructive  results  which  way  follow  from  a  thorough  anil  competent  ex- 
amination constitute  the  most  potent  single  instrument-  which- might  be  given 
the  Cor[<oratlon  to  reduce  loss  through  bank  failures.  Examinations  of  sound 
and  well-managed  banks  accomplish  much  toward  the  continuance  of  these  banks 
Id  good  condition.  The  examination  of  banks  which  are  on  the  border  line  of 
had  management  or  insolvency  is  essential  In  order  that  weaknesses  may  be 
pointed  out  to  the  officers  and  In  order  tltat  their  attention  may  be  directed  to 
approaching  trouble.  Examination  of  banks  which  have  already  become  in- 
solvent is  essential  In  order  that  supervising  authorities  may  be  advised  and 
in  order  that  they  may  be  persuaded  to  close  such  Institutions  before  the  assets 
Hre  depleted,  and,  consequently,  before  the  losses. which  the  Corporation.. will 
(m>  obliged  to  assume  are  magnified.  The  practical  supervisory  powers  which 
aire  Implied  In  and  which  follow  from  examinations  are  essential  to  the  con- 
Vlnaed  success  of  the  Federal  Deposit  Insurance  Corporation. 

In  addition,  It  should  be  pointed  out  that,  through  deposit  Insurance  over  90 
uierrent  of  all  commercial  hanks  are  now  embraced  in  one  Nation-wide  system. 
The  insurance  fund  Is  in  many  ways  a  mutual  undertaking.  All  Insured  banks 
«-ontrlbute  assessments  In  proportion  to  their  deposit  obligations,  and  to  this 
•extent  nil  Insured  banks  are  concerned  with  the  losses  which  the  Corporation 
-win  be  obliged  to  assume.  It  is  only  fitting,  therefore,  that  all  insured  banks 
should  be  subjected  to  the  same  standards  of  examination.  Examinations  con- 
cluded by  60  different  examining  authorities  preclude  the  possibility  of  uniform 
«t  awl  arils. 

Since  It  Is  not  practicable  to  assess  bunks  at  varying  rates  for  the  benefits  of 
insurance,  which  rates  presumably  bear  some  relation  to  the  degree  of  risk 
Involved,  It  Is  important  that  all  bonks  be  subjected  to  uniform  standards  of 
-examination.  In  order  that  an  effort  may  be  made  to  keep  all  banks  on  a  uni- 
formly sound  basts.  This  is  the  only  way  in  which  the  insurance  Corporation 
may  nndertake  to  prevent  what  may  otherwise  be  discrimination  against  those 
banks  which  operate  most  soundly.  In  order  to  minimize  discrimination  against 
the  better-managed  banks  (those  in  which  the  Corporation's  ultimate  risk  factor 
>s  at  u  minimum),  the  Corporation  should  do  everything  within  Its  power  to 
improve  the  condition  of  those  banks  which  are  badly  managed  (or  In  which 
the  Corporation  has  a  high  degree  of  risk).  The  Corporation  can  only  under- 
take to  improve  the  standards  of  management  of  the  weaker  Institutions,  If  It 
li  given  the  right  of  examination. 

Federal  deposit  Insurance  Is  a  new  development.  It  is  still  In  an  experi- 
mental stsge.  We  have  had  a  mere  18  months  of  experience.  That  experience 
has  shown  ns  that  the  right  of  examination  is  the  most  useful  and  most  con- 
tractive activity  upon  which  the  Corporation  bas  engaged  in  order  that  It 
might  preserve  Its  funds  and  keep  losses  through  hank  failures  at  a  minimum. 
Uneh  remains  to  be  done  toward  the  improvement  of  the  banking  situation. 
U  is  singularly  true  that  progress  has  been  made.  We  will  continue  to  make 
Progress,  If  the  right  of  examination  Is  left  with  the  Corporation. 
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The  right  of  the  Federal  Deposit  Insurance  Corporation  to  net.  as  receiver 
or  Insured  banks  where  it  Is  compelled  to  pay  off  the  depositors  is  a  right  of 
major  Importance.  Congress  recognized  this  In  the  original  law  by  requiring 
the  Comptroller  of  the  Currency  to  appoint  the  Corporation  receiver  of  every 
insured  national  bank  which  closed. 

It  also  authorized  the  Corporation  to  net  as  receiver  or  liquidating  agent  of 
any  Insured  State  bank  which  closed,  if  the  appointment  Is  tendered  by  the 
State  authority  having  charge  of  the  liquidation. 

It  Is  now  possible  for  the  Corporation  to  act  as  receiver  or  liquidating  agent 
of  closed  insured  State  banks  in  30  States.  In  13  of  these  States  the  right  is 
accorded  by  express  provisions  of  a  legislative  act,  and  in  the  remaining  17  the 
existing  law  was  Interpreted  as  permitting  the  appointment. 

The  Corporation  has  submitted  to  the  responsible  authorities  of  every  State  a 
bill  to  permit  It  to  act  as  receiver  or  liquidating  agent  for  consideration  of  its 
legislature  and  has  urged  the  passage  thereof  by  the  State  legislatures. 

The  right  of  the  Corporation  to  act  as  receiver  of  national  banks  should  not  be 
changed  beck  to  the  old  system  of  allowing  the  Comptroller  of  the  Currency  to 
appoint  individual  receivers  who  are  to  be  responsible  ouly  to  him.  If  this  is 
done,  It  will  cause  the  States  to  go  back  to  the  old  system  also.  The  States 
cannot  consistently  be  asked  to  appoint  the  Corporation  receiver  where  this 
right  is  taken  away  in  respect  to  national  banks. 

On  December  31  insured  national  banks  had  total  deposits  of  $21,600,000,000. 
Insured  State  banks  (Federal  Reserve  member  and  nonmeinber  banks)  had 
total  deposits  of  $17,400,000,000.  Or,  In  other  words,  all  State  banks  had  ap- 
proximately 45  percent  of  the  total  deposits  In  all  commercial  banks.  As  has 
already  been  shown,  the  present  maximum  limit  of  Insurance  fully  covers  70 
percent  or  more  of  the  deposits  in  94  percent  of  all  insured  banks.  More  than 
43  percent  of  the  deposits  of  all  Insured  banks  are  protected.  Thus  when  the 
Corporation  pays  out  the  Insured  deposits  of  these  banks,  It  wilt  become  the 
largest  creditor  by  an  overwhelming  margin  In  approximately  9  cases  out  of  10, 
and  in  the  remaining  1  case  out  of  the  10  will  be  the  largest  single  creditor, 
with  from  80  percent  to  40  percent  of  the  bank's  liabilities  owing  to  it. 

In  view  of  Its  tremendous  Investment  in  these  closed  insured  bunks,  the 
Corporation  must  have  the  right  to  supervise  the  liquidation  of  their  assets. 

Id  the  prelnsurance  era  the  Interest  of  local  people  who  bad  their  deposits 
tied  up  in  these  assets  supplied  the  necessary  check  on  the  receivers  in  charge 
of  the  liquidations  and  the  debtors  who  owed  the  trust  money.  Now,  that  is 
changed,  and  unless  the  Corporation  Is  given  charge  of  the  liquidations  it  will 
be  compelled  to  stand  by  while  receivers  do  the  Job  to  suit  themselves.  Pro- 
tracted receiverships  will  result  because  the  receivers  will  not  have  any  Incen- 
tive to  work  themselves  out  of  Jobs.  Unnecessary  delay  not  only  increases  the 
expense  of  liquidation  but  cuts  down  the  returns  because  of  the  well-known  fact 
that  the  older  a  claim  becomes  the  more  difficult  it  is  to  collect. 

That  the  creditors  primarily  Interested  in  the  outcome  of  a  liquidation  should 
have  the  first  voice  In  conducting  It  Is  a  well-established  principle  of  law.  The 
bankruptcy  law  provides  for  the  election  of  a  trustee  to  liquidate  the  assets  of 
bankrupt  estates  by  a  majority  in  number  and  amount  of  the  bankrupt's 
creditors. 

Furthermore,  the  courts,  In  appointing  receivers,  frequently  appoint  the  nomi- 
nee of  the  principal  creditors  or  set  a  time  for  hearing  at  which  creditors  may 
present  their  recommendations. 

As  already  stated,  the  laws  of  13  States  expressly  authorize  the  appointment 
of  the  Corporation  as  receiver  of  Insured  Stute  banks.  These  Stales  recognize 
tb Is  principle. 

The  selection  of  the  Corporation  as  receiver  will  tend  to  reduce  the  expense 
of  liquidation.  The  Corporation  will  be  primarily  Interested  In  an  economical 
liquidation  because  Its  average  interest  out  of  every  dollar  collected  in  the 
majority  of  cases  will  be  70  cents,  which  It  will  receive  by  way  of  dividends  on 
the  claims  of  depositors  paid  by  It.  Protracted  receiverships  will  be  avoided 
because  of  the  expense  involved.  On  the  other  hand,  owing  to  the  wide-spread 
Interest  of  the  Corporation  as  Insurer  of  banks  in  every  community  in  the  conn- 
try,  the  Corporation  will  liquidate  In  such  manner  as  not  to  damage  the  credit 
structure  of  the  community.  The  Corporation  la  gradually  building  its  liqui- 
dating staff  by  training  Its  own  liquidators  and  will  gradually  absorb  available 
men  of  ei|ierlencp  and  ability  now  engaged  in  liquidation  work  with  National  or 
State  banking  departments. 
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A  large  portion  of  the  work  preliminary  to  actual  liquidation  must  be  done 
by  thf  Corporation,  whether  it  nets  as  receiver  or  not.  This  work  Is  done  in 
preparing  for  paying  off  the  insured  depositors.  The  Corporation  prepares  a 
complete  record  of  all  of  the  deposit  liabilities  of  the  bank  and  secures  claims 
fiom  the  depositors  covering  the  amounts  of  their  respective  balances.  In 
several  cases  where  this  Corporation  has  palil  the  Insured  deposits  of  closed 
Slate  banks  the  State  law  did  not  permit  the  Corporation  to  act  as  receiver  or 
liquidating  agent.  The  result  wan  that  all  work  of  the  foregoing  character  was 
duplicated  by  State  officials,  and  the  depositors  weie  compelled  to  prove  their 
claims,  not  only  with  the  Corporation  but  with  the  State  officials  also. 

In  addition,  in  order  that  it  may  be  properly  Informed  as  to  the  progress  of 
the  liquidation  under  the  supervision  of  the  State  receiver,  the  Corporation 
makes  an  Inventory  of  all  of  the  batik's  assets,  determines  the  valuation  thereof, 
and  estimates  its  loss,  In  accordance  with  the  requirements  of  the  Bunking 
Act  of  1933.  In  national  banks,  the  Corporation  now  acts  ns  receiver  and  in 
such  cases  all  of  the  foregoing  records  are  available  for  use  of  its  liquidating 
agents,  thereby  eliminating  a  vast  amount  of  preliminary  work  and  expense. 

Senator  Bulkley.  Senator  Barbour  and  Senator  Moore  are  here, 
with  some  gentlemen  from  New  Jersey. 

Senator  Barbour.  Mr.  Chairman  and  members  of  the  committee, 
in  conjunction  with  my  colleague  Senator  Moore  and  the  New  Jer- 
sey delegation  in  the  House,  we  have  had  a  number  of  conferences 
with  bankers  from  the  State  of  New  Jersey;  and  the  banking  fra- 
ternity of  our  State  has  designated  the  following  committee  to  come 
before  you  gentlemen  and  to  discuss  our  ideas  with  respect  to  the 
landing  bill. 

The  committee  consists  of  the  following  gentlemen:  Mr.  William 
»T.  Field,  Commercial  Trust  Co.  of  New  Jersey,  of  Jersey  City;  Mr. 
I?.  C.  Ferguson,  Hudson  County  National  Bank,  of  Jersey  Cityj  Hon. 
-X^dward  C.  Stokes,  of  Trenton,  former  Governor  of  the  State; 
"JNlr.  Harry  H.  Pond,  of  Plainfield;  Mr.  F.  Morse  Archer,  of  Camden; 
*=s*.nd  Mr.  Spencer  S.  Marsh,  of  Newark. 

Mr.  Field  would  like  to  testify  on  titles  I  and  III,  and  Mr.  Fergu- 
^son  would  like  to  testify  regarding  title  II.  So  we  should  be  pleased 
*  f  the  chairman  would  call  either  one  of  these  two  gentlemen. 

Senator  Bulklet.  Do  they  represent  the  State  Bankers'  Associa- 
tion? 

Senator  Barbour.  Yes;  they  do. 

Senator  Bulklet.  Very  well.  It  does  not  matter  who  speaks 
drst;  we  shall  leave  that  to  their  preference. 

Senator  Barbour.  I  would  suggest,  then,  Mr.  Chairman,  that  Mr. 
X'ields  speak*  first,  and  then  have  Mr.  Ferguson  follow,  if  that  is 
agreeable  to  you. 

STATEMENT  OF  WILLIAM  7.  FIELD,   PRESIDENT  OF  THE  COM- 
KERCIAL  TRUST  CO.  OF  HEW  JERSEY,  JERSEY  CITY,  H.  J. 

Mr.  Field.  Mr.  Chairman  and  gentlemen,  I  represent  the  New 
Jersey  Bankers'  Association,  and  my  job  is  to  ask  you  to  reconsider 
somo  of  the  suggestions  in  title  I  ana  III  of  the  bill. 

Senator  Townsend.  As  written  in  the  Senate  or  the  House  bill  as 
Passed?   ' 

Mr.  Field.  The  original  bill  and  some  of  the  proposed  amend- 
ments of  the  House. 

Senator  Bank  head.  With  what  bank  are  you  connected  1 

Mr.  Field.  The  Commercial  Trust  Co.,  of  Jersey  City. 
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Senator  Banbhead.  You  are  the  president  of  that  bank! 

Mr.  Field.  Yes ;  the  president  of  it 

Presuming  the  probability  of  titles  I  and  III  of  the  Banking  Act 
of  1935  being  enacted  at  the  present  session,  and  also  the  possibility 
of  the  Congress  enacting  title  II,  we  wish  to  take  this  opportunity 
of  bringing  to  your  attention  several  sections  of  the  bill  which  we 
believe  should  either  be  modified  or  clarified. 

The  following  suggestions  apply  to  title  I  of  the  proposed  law. 

Section.  12B  of  the  Federal  Reserve  Act  is  further  amended,  para- 
graph 23Y,  to  provide  that  all  State  nonmember  banks  must  become 
members  of  the  Federal  Reserve  System  by  July  1,  1937,  or  discon- 
tinue membership  in  the  Federal  Deposit  Insurance  Corporation. 

One  of  the  requirements  at  such  time  is  assets,  in  excess  of  capital 
requirements,  adequate  to  meet  liabilities  to  depositors  and  other 
creditors. 

The  rule  adopted  by  Government  financial  authorities — Federal 
Reserve  bank,  Federal  Deposit  Insurance  Corporation,  and  Recon- 
struction Finance  Corporation — for  adequate  capital  is  the  10-to-l 
rule ;  that  for  every  $10  of  deposits  there  must  be  $1  of  capital  assets. 

Section  308  is  amended  to  require  banks  to  have  a  surplus  of  SO 
percent  before  opening  for  business. 

These  sections  may  mean  rulings  to  the  effect  that  nonmember 
State  institutions,  when  joining  the  Federal  Reserve  System,  in  order 
to  qualify  for  insurance  with  the  Federal  Deposit  Insurance  Cor- 
poration, must  have  good  capital  assets  of  at  least  10  percent  of 
deposits,  of  which  the  surplus  fund  shall  be  at  least  20  percent  of 
the  capital. 

Our  fear  under  this  situation  is  that  when  we  consider  the  un- 
reasonable value  of  assets  by  some  of  our  banking  supervisors,  many 
of  the  present  nonmember  State  institutions  will  be  unable  to  meet 
these  requirements. 

To  refuse  them  membership  in  the  Federal  Reserve  System,  and 
thus  place  them  in  a  position  where  they  would  be  obliged  to  advise 
their  depositors  they  were  no  longer  an  insured  bank,  would,  under 
existing  conditions,  result  in  many  such  banks  closing  their  doors. 
Again,  to  start  closing  banks  would  undoubtedly  cause  serious 
trouble  in  the  general  banking  situation. 

We  believe  this  situation  has  been  considered  by  the  House,  and 
the  bill  amended  to  eliminate  compulsory  membership  in,  the  Federal 
Reserve  System,  leaving  qualifications  for  membership  in  the  Fed- 
eral Deposit  Insurance  Corporation  to  the  discretion  of  the  Federal 
Deposit  Insurance  Corporation.  While  membership  in  the  Federal 
Reserve  System  may  eventually  be  highly  desirable  for  all  insured 
banks,  it  is  our  opinion  that  for  the  next  few  years  many  State 
banking  institutions  will  be  unable  to  make  the  grade  for  such 
membership. 

Under  this  same  section,  12-B,  in  paragraph  8-H  1  and  2,  it  is 
provided  "  that  each  insured  bank  shall  be  assessed  at  not  to  exceed 
one-twelfth  of  1  percent — since  increased  to  one-eighth  of  1  per- 
cent—of its  total  deposits  based  on  the  average,  determined  from 
such  total  as  of  the  close  of  business  on  the  last  day  of  June  and  the 
last  day  of  December  of  each  year." 

Further  on  in  this  section,  it  is  provided  that  on  or  before  the  Uth 
day  of  July  of  each  year,  each  insured  bank  shall  file  with  the  Cor- 
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poratiou  a  certified  statement  under  oath  showing  the  total  amount 
of  its  liability  tot  deposits  as  of  the  close  of  business  on  the  30th 
day  of  June  last  preceding,  and  shall  pay  to  the  Corporation  the 
portion  of  the  annual  assessment  equal  to  one-half  of  the  annual 
rate.  This  same  wording  applies  to  the  assessment  for  the  last  half 
of  each  year. 

Our  presumption  is  that  the  intent  of  this  wording  is  to  assess 
banks  on  their  average  deposits  for  each  6  months,  according  to 
statements  prepared  of  such  average  as  of  June  30  and  December 
31  of  each  year,  and  we  ask  that  this  part  of  the  bill  be  clarified  so 
there  will  be  no  question  that  the  assessment  will  be  made  against 
such  average  deposits. 

It  would  not  be  fair  or  reasonable  to  the  banks  to  assess  them  on 
total  deposits  as  shown  on  these  particular  days,  and  disregard  aver- 
age deposits,  for  the  reason  that  many  banks  pay  dividends  and  in- 
terest for  depositors  on  July  1  and  January  1  from  deposits  made  a 
few  days  prior  to  such  dates  by  corporations,  counties,  cities,  and  so 
forth,  and  really  have  no  investment  use  of  such  funds.  The  cost  of 
premiums  for  insurance  of  such  deposits  would  be  prohibitive.  It 
would  be  necessary  for  banks  to  refuse  such  deposits,  and  such  re- 
fusal would  case  much  disturbance  in  the  orderly  distribution  of 
income. 

The  House  amendment  has  endeavored  to  clarify  this  section  by 
showing  it  is  clearly  the  intent  to  make  premium  assessments  on 
average  deposits.  However,  the  method  of  determining  such  aver- 
age, as  suggested  by  the  House  amendment,  is  neither  fair  nor  equit- 
able. They  suggest  the  amount  to  be  assessed  for  each  6  months,  be 
determined  by  selecting  three  arbitrary  dates  during  such  period, 
and  averaging  the  deposits  of  such  dates.  How  the  dates  are  to  be 
selected  is  not  determined  and  they  may  well  be  selected  from  a  hat. 
Should  January  1,  March  30,  and  June  30  be  selected,  the  banks 
would  show  deposits  much  in  excess  of  their  true  average. 

A  simple  and  true  method  of  determining  average  deposits  would 
be  to  average  the  daily  deposits  for  6  months9  periods  ending  June 
30  and  December  31.  This  method  would  give  the  average  of 
actual  deposits;  and  as  each  bank  has  records  so  prepared,  this 
would  simplify  the  work  for  the  banks. 


When  figuring  these  deposits,  to  arrive  at  the  basis  of  assessment, 
it  wonld  appear  fair  and  reasonable  to  permit  a  deduction  of  all 
deposits  that  are  otherwise  insured  or  secured:  Bankruptcy  funds, 
deposits  by  a  trust  department  of  the  depository  bank,  postal  sav- 
ings funds,  Federal  Reserve  moneys,  and  other  Government  moneys. 
T*hese  moneys  are  all  secured  by  insurance  or  by  the  bank's  securi- 
-ies,  and  the  Federal  Deposit  Insurance  Corporation  would  not  have 
;o  be  considered  for  payment.  If  you  will  consider,  for  instance,  the 
leposits  of  postal  savings:  Banks  now  have  to  secure  such  moneys 
^ith  a  deposit  of  securities  and  at  the  same  time  pay  a  prohibitive 
"ft  to  of  interest  on  them.  If  such  deposits  had  to  be  included  in  the 
L'verage  the  Government  would  soon  be  without  a  depository  bank. 

It  is  further  provided  in  this  section  that  a  separate  rate  of  assess- 
ment may  be  fixed  for  mutual-savings  banks. 

TVe  ask  your  consideration  of  this  situation,  as  we  believe  that  if 
■-*■»}■  different  rate  of  assessment  is  made  on  deposits  of  savings  banks, 
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such  rate  should  apply  to  time  or  savings  deposits  in  National  and 
State  bank  and  trust  companies.  Deposits  should  be  classified  as  to 
insurance  rates  rather  than  the  kind  of  banks  having  such  deposits. 
Savings  banks  are  all  State  institutions,  and  each  State  has  different 
laws  governing  savings. 

All  of  the  several  kinds  of  banking  institutions  are  in  competition 
for  savings  deposits,  but  many  savings  banks  are  not  insured  by 
the  Federal  Deposit  Insurance  Corporation;  and  as  time  elapses 
comparatively  few  savings  banks  will  be  insured.  In  New  Jersey 
we  have  a  savings  institution  with  capital  stock.  This  institution 
is  organized  under  a  special  charter  and  is  partly  mutual.  It  would 
be  difficult  to  classify  such  a  bank  under  the  proposed  law. 

The  assessment  of  the  Federal  Deposit  Insurance  Corporation  at 
the  maximum  rate  permitted  is  a  very  serious  charge  on  the  earnings 
of  a  bank,  especially  in  these  times  of  exceptionally  low  interest 
returns  from  proper  investments.  And  if  this  rate  should  be  assessed 
on  savings  or  time  deposits  of  all  commercial  banks,  the  result  would 
be  a  higher  cost  for  such  money  and  a  consequent  lessening  of  the 
safety  of  investments  in  order  to  obtain  additional  income  or  a  reduc- 
tion of  interest  rates  on  such  deposits. 

Senator  Glass.  Do  you  think  that  all  mutual-savings  banks  go 
into  the  insurance-deposit  fund? 

Mr.  Field.  Not  if  they  are  well  located.  If  they  are  located  near 
banks  that  are  on  the  verge  of  being  upset  it  might  be  reasonable 
for  them  to  go  in. 

Senator  Glass.  As  a  matter  of  fact,  have  they  not,  almost  en  bloc, 
determined  not  to  go  in  1 

Mr.  Field.  Yes ;  many  of  them  have.  And  I  think  that  as  time  goes 
on  many  of  them  will  get  out. 

Senator  Townsend.  Are  you  speaking  of  the  insurance  or  of  the 
Federal  Reserve? 

Mr.  Field,  Insurance. 

Senator  Glass.  Yes;  insurance. 

I  say  that  the  mutual-savings  banks,  almost  en  bloc,  have  declined 
to  go  into  the  insurance  fund.  And  they  ought  to  have  declined, 
and  they  ought  to  stay  out. 

Mr.  Field.  If  the  deposits  of  a  savings  bank  are  not  insured,  or, 
if  insured,  are  assessed  at  a  lower  rate  than  similar  deposits  in  com- 
mercial banks,  such  savings  bank  can  naturally  pay  more  interest 
than  commercial  banks,  and  thus  enter  into  unfair  and  unwise 
competition. 

The  House  has  endeavored  to  make  a  distinction  between  "  savings 
banks "  and  "  mutual-savings  banks."  In  some  States,  there  may 
possibly  be  a  slight  distinction,  but  there  is  very  little  difference. 
And  when  you  consider  the  savings  departments  of  national  and 
State  banks  and  trust  companies,  the  very  little  difference  still  ap- 
plies. This  endeavor  to  make  these  fine  distinctions,  will  only  lead 
to  confusion  and  unfairness. 

We  ask  that  all  such  deposits,  regardless  of  the  kind  of  depository, 
be  assessed  at  the  same  rate. 

Now  in  regard  to  an  assessment  of  the  limit  permitted;  that  is, 
one-twelfth  of  1  percent  per  annum,  and  now  increased  to  one-eighth 
of  1  rcent,  it  wilt  undoubtedly  be  found  that  this  rate  is  excessive 
im        '  as  the  general  funds  of  the  Federal  Deposit  Insurance  Cor- 
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poration  are  concerned,  and  wilt  be  prohibitive  insofar  as  many 
banking  institutions  are  concerned.  For  instance,  as  to  the  funds  of 
the  Federal  Deposit  Insurance  Corporation,  there  should  be  prac- 
tically no  loss  or  depletion  of  the  amounts  contributed,  and  conse- 
quently there  should  be  a  limit  to  the  proposed  accumulation  of 
surplus. 

When  an  insured  bank  fails  and  the  Federal  Deposit  Insurance 
Corporation  is  called  upon  to  pay  insured  deposits,  the  Federal  De- 
posit Insurance  Corporation  takes  over  all  assets  of  such  closed  bank 
and  is  reimbursed  from  the  liquidation  of  such  assets. 

It  would  be  difficult  to  find  many  banks  whose  total  deposit  lia- 
bility would  be  insured,  because  of  all  its  deposits  being  for  $5,000 
or  less.  Consequently,  the  margin  of  assets  covering  deposits  over 
$5,000  per  depositor,  plus  capital  end  surplus  liabilities,  or  what  is 
left  of  them,  should  always  insure  the  Federal  Deposit  Insurance 
Corporation  against  ultimate  loss. 

The  House  suggests  that  depositors  having  on  deposit,  in  a  closed, 
insured  bank,  an  amount  in  excess  of  $5,000,  should  share  pro  rata 
in  recovery  from  the  assets  of  the  closed  bank.  This,  of  course,  will 
somewhat  reduce  the  margin  of  safety  of  the  Federal  Deposit  Insur- 
ance Corporation,  but  is  certainly  an  equitable  arrangement. 

An  investigation  of  assessments  already  made  on  insured  banks 
"will  disclose  mat  most  good  banks  paid  sucn  assessment  from  reserves 
and  did  not  accrue  the  amount  as  a  charge  against  current  income. 
ISrfany  other  banks — and  there  are  many — are  carrying  the  amount 
j»s  an  asset,  which,  of  course,  is  a  doubtful  and  unsafe  procedure. 
^Subsequent  assessments  should  naturally  be  paid  from  earnings;  and 
■earnings  will  show,  in  many  cases,  an  inability  to  meet  the  assess- 
*-nents. 

The  Government,  through  the  R.  F.  C,  has  endeavored  to  safe- 
jtmiard  many  banks  by  increasing  their  capital  with  preferred  stock. 
-Sfany  find  it  difficult  to  service  such  preferred  stock  with  present 
earnings.  Where  such  banks  will  obtain  money  to  meet  Federal 
IDeposit  Insurance  Corporation  assessments  is  a  very  serious  question 
»nd  one  to  which  you  gentlemen  should  give  your  earnest  considera- 
tion. 

The  House  has  changed  this  rate  of  assessment  from  one-twelfth 
of  1  percent  to  one-eighth  of  1  percent,  or  from  $833.33  per  $1,000,000 
of  deposits  to  $1,250  per  $1,000,000,  and  has  eliminated  the  provision 
that  assessments  shall  not  be  less  than  such  rat*.  It  would  seem  rea- 
sonable to  give  the  Federal  Deposit  Insurance  Corporation  power  to 
assess  at  a  smaller  rate,  if,  in  their  judgment,  the  circumstances 
■^arrant  such  action. 

In  this  same  section  of  the  bill,  paragraph  22-6.  there  is  provided 
that  the  Federal  Deposit  Insurance  Corporation,  after  the  examina- 
tion of  a  member  bank,  may  make  certain  recommendations  to  such 
niember:  and  failure  to  comply  with  such  recommendations  gives 
the  Corporation  power  to  publish  any  part  of  the  report  of  such 
lamination  of  any  bank  other  than  a  national  bank. 
We  cannot  see  why  all  banks  should  not  be  considered  on  a  like 
i        basis  in  this  contingency,  and  why  there  should  be  an  exception  in 
1       the  case  of  a  national  bank.     But  we  further  believe  that  even  if 
I      there  were  no  exceptions,  the  publication  provided  for  might  work 
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material  harm,  and  should  be  eliminated.    A  proper  system,  of  fines 
might  be  much  wiser  in  such  cases,  and  would  avoid  publicity. 

A  situation  to  be  considered  under  title  X  is  the  question  of  insur- 
ing deposits  of  beneficiaries  of  trust  estates.  Under  the  present  law 
banks  are  required  to  report  ail  insured  deposits;  and  each  bene- 
ficiary is  safeguarded  to  the  insured  limit. 

Under  the  proposed  law  a  trust  estate,  as  such,  is  insured  to  $5,000, 
regardless  of  the  number  of  beneficiaries,  although  banks  are  re- 
quired to  pay  an  assessment  on  total  deposits. 

It  is  impractical  for  executors  and  trustees  to  break  up  an  estate 
bo  as  to  deposit  separate  amounts  according  to  the  number  of  bene- 
ficiaries interested.  It  is  our  suggestion  that  this  situation  be  modi- 
fied so  that  each  beneficiary  will  De  protected  up  to  the  insured  limit 

We  are  firmly  of  the  opinion  that  insurance  should  be  based  on 
the  amount  insured,  and  that  each  bank  should  pay  for  the  insurance 
benefits  which  it  receives;  in  other  words,  we  believe  that  the  larger 
and  better  banks  should  not  be  asked  to  pay  for  insurance  on  deposits 
in  smaller  institutions.  This  result  is  not  accomplished  when  total 
deposits  are  assessed  instead  of  actual  insured  deposits.  This  charge 
is  a  socialistic  principle  with  which  we  are  not  in  accord  and  against 
which  we  enter  our  sincere  protest. 

Title  II  of  the  act  provides  mostly  for  a  clarification  of  many  moot 
questions,  and  insofar  as  we  have  been  able  to  study  it  we  believe  it 
should  be  favorably  considered. 

There  is  one  paragraph  which  should  be  further  considered  from 
the  standpoint  of  the  tune  limit  imposed.  We  refer  to  the  matter 
of  loans  made  prior  to  June  16,  1933,  to  executive  officers.  The  act 
permits  the  extension  of  such  loans  to  5  years  from  June  16,  1933. 

This  situation  would  be  better  safeguarded  if  such  loans  might  be 
extended  for  5  years  beyond  the  date  of  enactment  of  the  proposed 
law.  Many  of  these  loans  to  executives  are  secured  by  bank  Btook 
and  mortgages  which  in  all  probability  will  take  at  least  6  years  to 
show  any  substantial  recovery.  Such  loans  cannot  be  removed  to 
other  banks,  and  the  time  allotted  is  too  short  to  permit  orderly 
liquidation  without  damage  to  the  borrower  and  the  lending  bank 
As  new  loans  of  this  kind  are  prohibited,  it  is  only  reasonable  to  grant 
ample  time  to  clean  up  the  present  situation. 

Gentlemen,  we  hope  that  you  will  give  heed  to  the  request  of  the 
New  Jersey  bankers.  We  think  that  we  are  practical  people.  We 
want  to  help  this  new  legislation,  and  we  should  like  very  much  to 
see  titles  I  and  III  passed- — of  course,  with  the  modifications  we  have 
suggested. 

We  think  it  is  very  important  to  the  country  that  title  I,  espe- 
cially— the  Federal  Deposit  Insurance  Corporation— -should  be  set  up 
properly,  and  the  amounts  limited  so  that  they  are  within  reason, 
and  are  within  reach  of  the  banks. 

Under  the  R.  F.  C.  the  banks  have  been  taking  much  preferred 
stock.  I  am  a  member  of  the  New  York  advisory  committee  of  the 
B.  F.  C,  and  I  have  seen  many  cases  where  they  cannot  service  fl» 
preferred  stock.  This  large  assessment — and  the  assessment  coming 
regularly  every  year— will  put  many  of  those  banks  out  of  business-- 
They  cannot  stand  the  pressure.  It  must  be  either  a  lenient  assess — 
ment,  or  they  will  be  put  out  of  business. 

>.™=.Google 


BANKING  ACT   OF    103B  198 

Senator  Bankead.  I  notice  that  you  are  especially  interested  in 
titles  I  and  HE. 

In  the  event  that  title  II  is  not  retained  in  the  bill,  do  you  advo- 
cate defeating  the  bill  f 

Mr.  Field.  No. 

Senator  Bankhead.  Then,  if  title  II  is  put  in,  you  oppose  the 
whole  bill ( 

Mr.  Field.  I  think  that  title  II  should  be  eliminated.  If  title  II 
is  retained,  we  oppose  the  whole  bill.  Title  II  is  so  radically  out  of 
order  that  we  do  not  stand  for  it  for  a  minute. 

STATEMENT    OF    FRANK.    C.    FERGUSON,    PRESIDENT    HUDSON 
COUNTY   NATIONAL  BAKE,  JERSEY   CITY,   N.   J. 

Mr.  Ferguson.  Mv  name  is  Frank  C.  Ferguson.  I  am  president  of 
the  Hudson  County  "National  Bank,  Jersey  City,  N.  J„  and  chairman 
cf  the  committee  on  Federal  legislation  of  the  New  Jersey  Bankers' 
Association,  in  which  capacity  I  appear  before  this  committee  to 
speak  on  title  II  of  the  proposed  act. 

Senator  Glass.  On  title  II? 

Mr.  Ferguson.  On  title  II. 

I  approach  this  subject  with  a  considerable  amount  of  trepidation, 
because  I  want  to  say  at  the  outset  that  I  do  not  pose  as  an  expert 
on  money  or  credit  currency.  The  views  that  I  am  going  to  express 
in  this  memorandum,  which  has  also  been  submitted  to  the  executive 
committee  of  the  New  Jersey  Bankers'  Association,  are  based  on  the 
theories  which  I  learned  in  school  25  years  ago,  and  which  25  years 
of  active  commercial  banking  experience  have  not  caused  me  to 
change. 

I  might  also  add,  before  I  start  on  the  memorandum,  that  the  views 
which  I  am  going  to  express  in  this  memorandum  are  much  better 
expressed  in  the  writings  and  teachings  of  such  men  as  Dr.  lvem- 
merer,  of  Princeton ;  H.  Parker  Willis,  of  Columbia ;  Walter  E 
Spahr,  of  New  York  University;  and  Dr.  Sprague,  of  Harvard. 

With  your  permission,  I  shall  proceed  with  my  memorandum. 

Title  II  of  the  proposed  banking  bill  of  1935  contemplates  funda- 
mental changes  in  our  money  and  banking  systems  and  is  the  most 
important  division  of  the  bill. 

There  are,  unquestionably,  serious  weaknesses  in  our  money  and 
banking  structures,  as  our  experiences  during  the  past  years  have 
shown  us.  Legislative  steps  should  be  taken  to  eliminate  the  known 
defects  and  to  provide  the  Nation  with  the  proper  type  of  money 
Mid  banking  systems.  However.  Mich  legislation,  affecting  the  most 
vital  and  important  cog  of  our  economic  system — our  money  and 
banking  mechanism — should  be  the  outgrowth  of  a  careful,  deliberate, 
•nd  impartial  study,  and  analysis  of  our  money  and  banking  prob- 
'em-j  should  be  conducted  by  our  most  competent  experts. 

The  lust  great  banking  legislative  step  undertaken  by  this  Nation 
»as  the  present  Federal  Reserve  System.  The  Federal  Reserve  Act 
Was  the  result  of  years  of  study-conducted  by  Congress,  banking 
Associations,  industry,  economists,  and  others — of  the  banking  sys- 
tems of  the  world  and  of  our  money  and  banking  problems. 

The  present  situation  may  well  be  compared  to  toe  situation  which 
existed  before  the  passage  of  the  Federal  Reserve  Act    Then, 
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now,  we  knew  that  our  monetary  and  credit  machinery  was  in  need  of 
overhauling  and  reconstruction,  but  how  to  accomplish  this  and  to 
make  the  changes  fit  the  needs  of  business  and  commerce  was  and  is 
the  problem.  Any  meddling  with  our  monetary-  and  credit  systems 
may  have  serious  effects  on  our  business  life  and  may  aggravate  the 
present  evils.  Changes  in  our  monetary  and  credit  systems,  such  as 
may  be  accomplished  by  title  II  of  the  Banking  Act  of  1935,  should 
be  made  only  after  the  most  careful  and  painstaking  inquiry  con- 
ducted by  a  nonpartisan  monetary  commission — composed,  as  sug- 
gested by  Dr.  Walter  E.  Spahr : 

First,  of  those  members  of  the  Senate  and  House  Committees  on  Banking 
and  Currency  who  have  devoted  years  to  the  study  of  problems  of  money  and 
banking; 

Second,  of  the  most  outstanding  and  experienced  economists  and  professors 
of  money  and  banking  In  our  leading  universities — men  whose  reputation,  in- 
tellectual Integrity,  and  capacity  are  beyond  question ; 

Third,  of  outstanding  bankers  who  are  men  of  experience,  maturity,  and  . 
nodal  vision ;  and 

Fourth,  other  students  of  money  and  banking,  drawn  from  other  fields  of  - 
activity,  If  they  are  recognized  as  thorough  students  of  money  and  banking  'Z 
problems. 

An  impartial  analysis  of  title  II  reveals  most  conclusively  thaUr: 
it  does  not  contain  the  solution  for  our  problems.  Title  III  would  J 
make  possible  political  control  and  consequent  possible  manipulations 
of  the  banking  mechanism  of  the  Nation.  The  bill,  in  this  title^- 
also  provides  for  drastic  changes  in  the  basis  of  issuance  of  Federal! 
Reserve  notes,  throws  wide  open  the  rediscounting  and  advancing^ 

fowers  of  the  reserve  banks  increases  the  emergency  powers  of  thee 
'ederal  Reserve  Board  with  respect  to  required  reserves,  and  letse 

down    the   bars    considerably    with    respect    to   the    mortgage-loan 

powers  of  national  banks. 

aragraph  3  of  section  203,  because  of  its  provisions  will  inevita — 
bly — despite  all  protestations  to  the  contrary — bring  about  political— 
control  of  the  Federal  Reserve  Board.    It  states — 

that  of  the  six  appointive  members  of  the  Board,  one  shall  be  designated  bj — 
the  President  as  Governor  and  one  as  Vice  Governor  of  the  Federal  Reserved- 
Board,  to  serve  as  such  until  the  further  order  of  the  President  *  •  •__- 
The  term  of  office  of  the  member  deslmiated  as  Governor  shall  be  the  perlouW 
during  which  he  shall  continue  ps  Governor  and.  upon  the  termination  of  hla- 
deslRnatlon  us  Governor,  he  shall  be  deemed  to  have  served  the  fall  term  lotr 
which  he  wns  appointed." 

Under  the  provisions  of  this  paragraph  the  Governor  of  the  Fed- 
eral Reserve  Board  would  hold  office  only  at  the  pleasure  of  the 
President.  He  would,  in  effect,  take  office  only  by  submitting  an 
undated  letter  of  resignation  to  the  President.  This  provision  would 
enable  a  President  to  advance  any  member  of  the  Board  to  the 
governorship,  remove  him,  and  thus  in  a  short  time  completely  turn 
over  the  appointive  personnel  of  the  Board,  despite  the  fact  that 
the  four  appointive  members,  other  than  the  Governor  and  the  Vice 
Governor,  are  chosen  for  a  term  of  13  years. 

Because  of  these  provisions,  the  Federal  Reserve  Board  will  at  all 
times  be  subject  to  residential  control. 

Paragraph  1  of  section  203  provides  that  the  President — 
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The  result,  as  a  consequence  of  paragraphs  1  and  3,  may  be  that 
political  expediency  will  be  the  prime  consideration  in  the  selection 
of  the  appointive  members  of  the  Board.  These  political  appointees 
may  be  men  of  wide  experience  in  banking  and  finance;  nevertheless, 
they  may  have  been  appointed  because  their  beliefs  are  compatible 
with  those  of  the  administration.  The  power  of  removal  being  at 
the  disposal  of  the  President,  independent  action  by  the  Federal 
Reserve  Board  will  not  be  possible,  and  thus  membership  in  the 
Board  will  be  restricted  to  those  men  who  will  fully  comply  with 
the  wishes  of  the  administration. 

This  section  is  the  most  dangerous  section  in  the  entire  bill.  It 
gives  the  political  party  iu  power  the  power  to  dictate  the  policies 
of  the  Federal  Reserve  Board — which  Board,  once  appointed,  should 
be  absolutely  free  of  political  domination.  The  Federal  Reserve 
System  constitutes  the  central  banking  organism  of  the  country. 
Tne  governing  body  of  the  System,  the  Federal  Reserve  Board,  has  a 
position  of  the  utmost  importance  in  influencing  the  economic  life  of 
the  Nation.  Therefore,  the  independence  of  the  Board  should,  if 
possible,  be  strengthened,  and  not  weakened.  It  should  be  the  main 
function  of  the  Board  to  conduct  the  Federal  Reserve  System  as 
"  a  neutral  apent  to  finance  commerce,  agriculture,  and  industry " 
to  the  mutual  benefit  of  all  concerned.  Since  title  II  provides  for 
a  Federal  Reserve  Board  which  might  become  a  political  instru- 
ment, it  is  obvious  that  the  independence  of  the  Board,  is  in  jeopardy. 
Senator  Bankhead.  Let  me  ask  you,  there,  if  there  has  ever  been 
a  time  when  they  were  not  subject  to  the  influence  of  the  adminis- 
tration in  power? 

Mr.  Ferguson.  They  certainly  have  been  subject  to  the  influence  in 
the  last  10  years. 

Senator  Glass.  Yes ;  I  can  name  a  time  when  they  were  not :  Dur- 
ing the  8  years  of  the  administration  of  Woodrow  Wilson,  he  would 
not  even  have  social  contact  with  the  members  of  the  Federal  Reserve 
Board  for  fear  that  it  might  be  suggested  that  he  was  undertaking 
to  influence  the  Board. 

Senator  Bankhead.  My  question,  if  the  Senator  will  note,  was  not 
if  there  has  ever  been  a  time  when  they  were  not  influenced,  but 
when  they  were  not  subject  to  the  influence. 

Senator  Glass.  Well,  there  were  other  times  when  they  were  not 
influenced  in  a  political  way,  in  any  sense,  as  I  recall.  President 
Coolidge  reappointed  two  of  the  Democratic  members  of  the  Federal 
Reserve  Board' during  the  term  of  his  service  as  President;  and 
although  my  contact  with  the  Board  may  not  have  been  as  intimate 
as  that  of  some  others,  I  do  not  recall  any  instance  in  which  President 
Coolidge  ever  sought  to  control  the  action  of  the  Board,  or  to  influ- 
ence it  in  any  respect. 

Mr.  Febottson.  Section  201  provides  the  means  by  which  the  Fed- 
eral Reserve  banks  would  be  brought  under  the  control  of  the  Federal 
Reserve  Board.  The  most  important  feature  of  this  section  relates  to 
the  office  of  governor  of  the  Reserve  bank.  It  provides  that  the 
present  offices  of  governor  and  chairman  of  the  board  of  directors 
of  each  Federal  Reserve  bank  should  be  combined.  The  governor, 
under  the  new  act,  shall  be  appointed  annually  by  the  board  or 
directors  of  the  Reserve  bank,  subject  to  the  approval  of  die  Federal 
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Reserve  Board.  He  shall  not  take  office  until  approved  by  the  Board, 
and  upon  approval,  he  is  to  be  designated  by  the  Board  as  one  of  the 
class  C  directors  of  the  Beserve  bank.  The  governor  is  to  be  the  chief 
executive  officer  of  the  bank,  chairman  of  the  executive  committee, 
and  "  all  other  officers  and  employees  of  the  bank  shall  be  directly 
responsible  to  him." 

The  appointment  of  a  vice  governor  for  each  Federal  Beserve  bank 
is  to  be  made  in  the  same  manner  as  the  governor.  The  vice  governor 
may  be  appointed  by  the  Federal  Reserve  Board  as  a  class  C  director 
and,  in  such  cases,  he  may  be  appointed  deputy  chairman  of  the  board 
of  directors.  Class  C  directors,  appointed  by  the  Federal  Beserve 
Board,  shall  hold  office  for  a  term  of  3  years ;  but  this  does  not  apply 
to  the  governor's  term,  or  to  the  vice  governor's  term  if  he  is  ap- 
pointed a  class  C  director.  As  stated  before,  these  officers  are  to  be 
■  appointed  annually.  Another  requirement  that  class  C  directors 
must  have  been  residents  of  their  districts  for  at  least  2  years,  like- 
vise  does  not  apply  to  the  offices  of  governor  and  vice  governor.  A 
class  C  director,  other  than  the  vice  governor,  may  be  appointed 
deputy  chairman  of  the  board  of  directors.  The  duties  of  the  present 
Federal  Reserve  agent  are  to  be  performed  by  "  such  person  as  the 
Federal  Beserve  Board  may  designate." 

The  provisions  of  section  201,  therefore,  would  bring  the  Federal 
Reserve  banks  under  the  complete  control  of  the  Federal  Beserve 
Board,  which,  under  the  provisions  of  section  203,  might  become  po- 


litically controlled.  The  executive  offices  of  governor  and  vice  gover- 
nor will  come  under  the  direct  control  of  the  Federal  Beserve  Board 
because  their  tenure  of  office  will  depend  upon  the  Board's  approval. 
The  powers  and  status  of  the  board  of  directors  of  each  Federal 
Beserve  bank  will  be  practically  nil,  because  the  senior  officers  of  the 
bank  will  not  be  responsible  to  them.  These  boards  will  lose  still 
more  of  their  power,  in  that  the  rank  and  file  of  the  Reserve  banks 
will  be  directly  responsible  to  the  various  governors.  As  a  result, 
any  political  party  in  power,  through  the  medium  of  setting  up  a 
subservient  Federal  Beserve  Board — and  which  it  would  be  able  to 
accomplish  without  any  difficulty — would  not  only  be  in  a  position  to 
control  the  filling  of  the  executive  offices  of  the  Reserve  banks,  bat 
also  the  rank  and  file  positions  in  these  bunks.  In  this  manner  the 
political  party  in  power  could  use  the  Federal  Reserve  System  and 
the  Federal  Beserve  banks  to  its  own  advantage.  It  is  evident,  there- 
fore, that  better  banking  cannot  and  will  not  result  from  the  pro- 
visions of  sections  201  and  203. 

Section  205,  title  II,  proposes  to  create  a  new  type  of  a  Federal 
open-market  committee.  The  new  committee  would  consist  of  the 
Governor  of  the  Federal  Reserve,  who  is  to  be  chairman  of  this 
committee;  2  members  of  the  Federal  Reserve  Board,  selected  bj 
the  Board;  and  2  governors  of  the  Federal  Beserve  banks,  selected 
by  tlie  governors  of  the  Federal  Reserve  bante.  With  the  excep- 
tion of  the  Governor  of  the  Federal  Beserve  Board,  the  terms  01 
the  members  of  this  committee  would  expire  annually.  The  two 
important  duties  of  the  committee  would  be: 

First:  "To  consider,  adopt,  and  to  transmit  to  the  Federal  B*1 
serve  banks,  resolutions  setting  forth  policies  which,  in  the  judgment 
of  the  committee,  should  be  followed  with  respect  to  open-market 
operations  of  the  Federal  Reserve  banks  ",  and, 
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Second :  To  "  make  recommendations  to  the  Federal  Reserve  Board 
regarding  the  discount  rates  of  the  Federal  Reserve  banks." 

Another  important  provision  in  this  section  is  that  the  Federal 
Reserve  banks  would  be  required  to  conform  their  open-market  op- 
erations to  the  recommendations  of  the  committee. 

The  changes  contemplated  in  this  section  can  be  better  appreciated 
when  one  realizes  that  the  present  Federal  open-market  committee 
is  composed  of  12  members.  1  from  each  Federal  Reserve  district, 
and  selected  by  the  Reserve  bank  in  such  district.  The  present  com- 
mittee performs  the  same  functions  as  proposed  for  the  new  com- 
mittee, hut  its  open-market  recommendations  are  not  mandatory,  in 
that  a  Federal  Reserve  bank  not  wishing  to  participate  in  the  open- 
market  operations  recommended  may  refuse  to  do  so  by  filing  notice 
with  the  Federal  Reserve  Board  within  30  days  of  its  decision. 

This  section  would  bring  under  the  absolute  control  of  the  new 
committee  the  open-market  operations  of  all  the  Federal  Reserve 
banks.  The  committee,  in  turn,  would  come  under  the  complete 
control  of  the  Federal  Reserve  Board,  because  3  of  its  members 
would  be  Board  members  and  the  remaining  2  members  would 
hold  office  as  Governors  of  their  Reserve  banks  subject  to  the  ap- 
proval of  the  Board.  If  the  Federal  Reserve  Board  were  to  be  an 
independent  body,  free  from  political  influence,  this  section  would 
be  desirable,  for  it  ia  highly  desirable  that  a  central  banking  system 
respond  in  its  entirety  to  actions  involving  the  adjustment  of  the 
rediscount  rate  or  open-market  operations. 

Senator  Glass.  But  do  we  have  a  central  banking  system  1  My 
recollection  of  the  history  of  banking  legislation  is  that  Congress 
very  definitely  rejected  a  central-banking  system,  and  created  a 
regional-banking  system  with  the  central-supervisory  power  here 
at  Washington. 

Mr.  Ferguson.  That  is  so.  But,  of  course,  we  approach  that  cen- 
tral-banking system  through  the  regional  banks. 

Senator  Glass.  Yes ;  but  we  have  no  central  banking  system.  We 
have  a  regional-banking  system  with  supervisory  control  by  a  cen- 
tral body,  altruistic  in  its  character,  with  no  acquisitive  considera- 
tions, whatsoever. 

Mr.  Ferguson.  You  have  a  central-banking  system  under  this 
proposed  1935  bill. 

Senator  Glass.  But  I  am  talking  about  the  existing  system. 

Of  course,  we  have  a  central-banking  system  here,  wherein  the 
Government  would  control  a  central  bank,  and  yet  not  own  one  dollar 
of  proprietary  interest  in  the  banks  that  it  proposes  to  manage. 

There  have  been  propositions  for  central  banks  to  be  owned  by 
the  Government;  and  that  is  one  thing.  But  do  you  not  observe 
that  this  bill  sets  up  a  central  bank,  to  be  managed  by  the  Govern- 
ment, without  the  Government  owning  a  dollar  of  proprietary 
interest  in  the  banks  ? 

Mr.  Ferguson.  Yes;  the  member  banks  own  the  Reserve  banks. 
May  I  go  ahead  ? 

Senator  Glass.  Oh,  yes. 

Mr.  Ferguson.  It  is  the  function  of  a  central  banking  system,  such 
as  the  Federal  Reserve  System,  through  its  open-market  operations 
and  the  discount  rate,  to  control  the  monetary  and  credit  mecha- 
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nisms  of  the  Nation  for  the  mutual  benefit  of  commerce,  industry, 
and  agriculture. 

It  is  not  the  function  of  a  central  banking  system  to  concern  itself 
primarily  with  Government  financing,  as  now  exists  and  will  be 
further  encouraged  by  the  provisions  of  this  section  and  of  the  bilL 
This  section  provides  the  means  whereby  any  administration, 
through  a  controlled  Federal  Reserve  Board,  can  initiate  such  open- 
market  operations  as  will  suit  its  purposes.  At  the  present  time, 
through  pressure  from  the  Treasury,  the  Federal  Reserve  System  is 
maintaining  an  easy  money-market  condition  of  an  extremely  artifi- 
cial nature,  to  aid  the  financing  of  Government  expenditures  through 
the  banks.  Excess  reserves  have  skyrocketed  to  record  levels  and,  if 
this  bill  is  passed,  is  there  any  reason  to  believe  that  an  open-market 
committee,  which  might  be  subject  to  political  influence,  would  un- 
dertake open-market  operations  to  counteract  the  inflationary  poten- 
tialities of  the  excess  reserves? 

Section  206  provides  that,  subject  to  regulations  as  to  maturity 
and  such  other  matters  as  the  Federal  Reserve  Board  may  prescribe, 
any  Federal  Reserve  bank  may  discount  for  any  member  bank,  upon 
its  endorsement,  "any  commercial,  agricultural,  or  industrial 
paper  ",  and  may  make  advances  to  any  such  member  bank  secured 
by  "  any  sound  assets  "  of  such  member  bank.  This  amendment 
would  open  the  way  toward  converting  our  commercial  banking 
system  into  a  nonliquid  noncommercial  system.  As  this  provision 
is  intended  to  be  permanent,  it  would  in  tune  make  the  Federal  Re- 
serve System  a  nonliquid  system,  when  by  all  means  it  should  main- 
tain its  liquidity  if  it  is  to  properly  function  as  a  depository  of  the 
Nation's  reserves. 

Section  207  of  the  bill  proposes  to  widen  the  scope  of  the  Sys- 
tem's open-market  operations  so  that  obligations  fully  guaranteed 
by  the  United  States  as  to  principal  and  interest  may  be  purchased 
by  the  Federal  Reserve  banks  without  regard  to  maturities.  Keep- 
ing in  mind  the  proposed  reorganization  of  the  open-market  com- 
mittee, this  section  would  enable  the  committee,  possibly  dominated 
by  factors  of  political  expediency,  to  force  the  Federal  Reserve 
banks  to  increase  their  scope  ofpurchases  of  "  governments  "  and 
thus  tend  to  become  nonliquid.  The  import  of  this  amendment  and 
of  section  206  will  be  more  fully  discussed  in  that  section  of  this 
statement  dealing  with  the  proposed  issuance  of  Federal  Reserve 
notes  under  section  208  of  the  bill. 

By  means  of  section  206  the  bill  proposes,  first,  to  issue  Federal 
Reserve  notes  under  such  rules  and  regulations  as  a  possibly  politi- 
cally controlled  Federal  Reserve  Board  may  prescribe;  second,  to 
maintain  the  present  reserve  requirements  of  at  least  35  percent 
against  deposits  in  lawful  money  and  at  least  40  percent  in  gold 
certificates  against  Federal  Reserve  notes;  third,  to  abolish  the 
5-percent  redemption  fund  now  maintained  with  the  Treasurer  of 
the  United  States;  and,  fourth,  to  permit  one  Reserve  bank  to  pay 
out  the  notes  of  other  Reserve  banks,  without  anv  penalties.  In 
general,  this  section  would  permit  the  issuance  of  Federal  Resem 
notes  against  the  general  assets  of  the  Federal  Reserve  banks,  which, 
under  the  provisions  of  title  II,  may  wall  consist  of  mortgage  paper, 
bonds,  Government  securities,  and1  so  forth. 
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Prior  to  the  enactment  of  the  Federal  Reserve  Act,  the  Nation's 
bank  note  and  deposit  currency  did  not  meet  the  required  needs  of 
industry,  commerce,  and  agriculture,  and,  as  a  matter  of  fact,  proved 
to  be  detrimental.     Bank  notes,  as  represented  by  national  bank 
notes,  backed  by  certain  issues  of  United  States  Government  bonds 
purchased  by  national  banks  and  deposited  with  the  United  States 
Treasury,  did  not  permit  elasticity  of  contraction  or  expansion 
insofar  as  the  needs  of  business  were  concerned.     The  issuance  of 
these  notes  was  dependent  upon  the  price  of  "  governments  "  and 
the   profitability  of  their  use  on  the  part  of  the  national  banks. 
Then,  again,  as  the  National  Government  reduced  its  funded  debt, 
as  it  did  between  1881  and  1891,  the  supply  of  bonds  available  for 
note-circulation  purposes  was  seriously  reduced.     Because  of  these 
factors,  national -bank- note  circulation  did  not  expand  or  contract 
as    necessary.    During  periods  of  stress,  when  expansion  of  note 
circulation  would  be  desirable  to  ease  the  currency  strain,  national- 
bank-note  circulation  would  decline,  because  the  price  of  "  govern- 
ments "  would  be  so  prohibitive  as  to  make  note  issue  unprofitable. 
.And  during  periods  of  easy  money  conditions,  when  additional  note 
circulation  was  not  needed  or  warranted,  national-bank-note  circu- 
lation would  increase  because  of  the  favorable  price  of  "govern- 
■■"nonts." 

Senator  Glass.  Even  if  the  price  of  "  governments  "  were  not  pro- 
inibitive,  the  extent  to  which  bank  notes  might  be  issued  was  less 
•ihan  a  billion  dollars. 

Mr.  Ferouson.  Yes,  sir;  limited  to  the  amount  of  "governments" 

^ZHlt. 

The  failure  of  national-bank  notes  to  expand  and  contract  as 

^Mieeded,  during  the  period  prior  to  the  passage  of  the  Federal  Re 

■^sserve  Act,  tended  to  add  to  the  inelasticity  of  our  deposit  currency. 

^Other  major  factors  tending  to  make  the  deposit  currency  inelastic 

"were  the  prevailing  system  of  scattered  reserves  and  the  lack  of 

-^central  banking  facilities.    The  country  was  urgently  in  need  of  an 

elastic  note  and  deposit  currency  which  would  prevent  the  money 

"panics  occurring  with  more  or  less  certain  regularity. 

"The  enactment  of  the  Federal  Reserve  Act  remedied  these  defects 
in  that  it  provided  for  the  issuance  of  an  clastic  bank  note — the 
Federal  Reserve  note — and,  through  a  system  of  mobilized  reserves 
and  of  rediscounting  facilities,  elasticity  was  imparted  to  our  deposit 
currency. 

The  act  provided  for  a  note  issue  subject  to  both  automatic  and 
manipulative  control.  The  automatic  control  asserts  itself  in  the 
retirement  of  Federal  Reserve  notes  through  the  maturing  of  the 
short-term  self -liquidating  eligible  paper  used  as  collateral  tor  pur- 
poses of  note  issue.  The  manipulative  check  is  operated  through  the 
medium  of  open-market  operations  by  means  of  which  the  Federal 
Reserve  System  can  expand  or  contract  the  supply  of  money  out- 
standing. Deposit  currency  likewise  became  subject  to  these  checks. 
So  long  as  both  note  and  deposit  currency  are  issued  against  reserves 
and  self-liquidating  paper,  which  in  turn,  are  based  upon  transac- 
tions that  will  by  their  nature  pay  off  the  loans  which  gave  rise  to 
the  deposit  or  note  currency,  redeemability  and  elasticity  are  pro- 
vided and  inflation  is  avoided. 
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Senator  Glass.  Right  there,  Mr.  Ferguson,  let  me  say  to  you  that 
the  manipulative  aspect  of  Federal  Reserve  transactions  was  never 
contemplated  by  the  proponents  of  the  Federal  Reserve  Act.  In  the 
first  place,  at  that  time  there  were  less  than  $200,000,000  of  United 
States  bonds  available  for  purchase  on  the  open  market.  I  venture 
to  say  that  there  was  less  than  $100,000,000  of  United  States  bonds 
available  for  purchase  in  the  open  market.  Therefore,  any  manipu- 
lative practice  that  might  have  ensued  would  have  been  accordingly 
circumscribed. 

Mr.  Ferguson.  Yes;  limited  to  the  buying  of  bills,  and  so  forth. 

Senator  Glass.  Yes;  but  it  was  never  intended  that  the  open- 
market  transactions  of  a  Federal  Reserve  bank  were  to  be  made  with 
a  view  to  controlling  credit.  It  was  intended  that  it  should  be  used 
to  enable  the  Federal  Reserve  bank — any  Federal  Reserve  bank — 
analogous  to  the  transactions  of  the  Bank  of  England;  to  enforce  its 
rediscount  rate,  or  to  enable  any  given  Federal  Reserve  bank,  if  it 
had  a  surplus  of  funds  on  hand,  to  make  money  enough  to  pay  its 
overhead  charges.  For  a  long  period  of  time  some  of  the  banks  wen 
not  able  to  pay  their  overhead  charges  and  to  pay  their  interest  to 
the  member  banks. 

So  that  this  manipulative  aspect  of  the  Federal  Reserve  banking 
activities  was  never  contemplated. 

Mr.  Ferguson.  As  a  matter  of  fact,  you  fnuners  of  the  Federal 
Reserve  Act  never  contemplated  Government  financing,  except  when 
taxes  failed  to  come  in,  and  you  temporarily  loaned  t£e  Government 


Mr.  Ferguson.  May  I  go  ahead! 

Senator  Glass.  Yes,  Bir. 

Mr.  Ferguson,  In  the  following  passages  Dr.  Walter  E.  Sp&hr, 
the  economist  who  predicts  that  inflation  may  be  the  result  of  a 
change  in  the  rediscount  base,  has  very  ably  described  the  economic 
consequences  of  issuing  Federal  Reserve  notes  against  Government 
securities,  mortgage  paper,  or  nonliquid  paper,  which  would  be 
possible  under  title  II : 

Inflation  is  always  to  be  avoided  because  It  Is  an  extension  of  purchasing 
power,  either  in  the  form  of  paper  money  or  credit,  which  is  not  secured  br 
reserves  or  commodities  that  will  liquidate  it  at  the  proper  time;  and  this, of 
course,  means  losses  for  someone. 

Therefore  when  Federal  Reserve  notes  are  issued  against  honils,  the  desired 
and  appropriate  feature  of  elasticity  is  destroyed,  and  the  inflationary  pro- 
cedure Ib  being  followed.  Elasticity  la  destroyed  because  there  Is  nothing  U 
the  nature  of  the  bund  security  which  automatically  liquidates  the  notes  after 
the  exchange  transaction  is  completed.  When  such  notes  are  issued  against 
commercial  paper  they  are  an  advance  to  business  men  who  will.  In  30.  60,  or 
80  days,  sell  goods,  retire  the  paper  lying  behind  the  notes,  and,  consequent!}, 
retire  the  notes.  Thus  the  notes  effect  the  exchanges,  which  could  not  be  com- 
pleted for  30,  IK),  or  IK)  days,  and  then  they  disappear.  When,  on  the  othor 
haud.  such  antes  are  issued  against  bonds,  the  exchange  is  completed,  the 
notes  remain  outstanding,  there  is  nothing  in  the  nature  of  the  transaction  that 
remains  to  lie  completed,  and  there  is  nothing  to  take  place  which  will  retire 
the  notes. 

Thus  there  is  a  net  addition  to  the  currency,  the  price  level  tends  to  be  dis- 
turbed, the  currency  goes  Into  circulation  without  any  new  wealth  being  pro- 
duced to  liquidate  the  notes,  and  the  procedure,  therefore,  Is  Inflationary. 
Bonds  should  represent  a  transfer  of  savings  from  the  bond  buyer  to  toe  bond 
seller,  and  the  currency  supply  should  remain  undisturbed.    Bnt  the  li 
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of  currency  against  the  bonds  has  the  effect  of  creating  an  additional  supply 
of  currency  with  no  new  creation  of  wealth. 

As  the  Federal  Reserve  hanks  purchase  bonds,  by  creating  a  deposit  to  the 
credit  of  the  Government,  a  deposit  currency  is  created  which  Is  Inelastic  and 
Inflationary  In  natnre.  The  banks  receive  the  bonds  and  the  Government  re- 
ceive*! the  deposit.  But  the  currency  supply  does  not  remain  unchanged ;  it  is 
increased  by  the  amount  of  the  deposit,  less  any  reserve  which  might  be  needed. 
If  there  is  a  surplus  of  reserves,  then  there  is  n  full  net  increase  in  currency, 
equal  to  the  value  of  the  bonds.  If  the  withdrawal  of  deposits  gives  rise  to 
the  withdrawal  of  Federal  Reserve  notes,  the  effect  is  the  same.  There  is  a 
net  increase  in  the  Reserve  notes  without  any  additional  reserves  or  com- 
modities being  created  to  liquidate  them.  This  is  an  Inflationary  procedure 
and  one  that  can  continue  as  bonds  are  purchased  until  the  reserves  of  the 
Federal  Reserve  banks  are  reduced  to  the  legal  limit.  Thus  the  price  level 
tends  to  rise  against  the  available  wealth. 

Senator  Glass.  Of  what  account  is  a  reserve  that  is  irredeemable 
in  itself  1 

Mr.  FsKDDBON.  Well,  my  old  boss  used  to  tell  me  that  a  reserve  was 
something  that  you  should  use  when  you  needed  it. 

"  What  is  it  for,  otherwise!  "  he  used  to  say. 

Senator  Glass.  But  I  am  asking  you,  of  what  account  is  an  irre- 
deemable reserve!    What  is  it  fori 

Mr.  Ferguson.  It  is  used  to  create  confidence  in  the  depositors. 

Senator  Glass.  Under  existing  circumstances,  it  is  merely  psycho- 
logical, is  it  not! 

Mr.  Febouson.  Yes. 

The  assets  held  by  the  barils  against  these  notes  will  not  retire  the  notes 
automatically,  and  It  Is  doubtful  if  any  management  group  would  force  such  a 
retirement.  People  pay  higher  prices  for  things  not  because  there  has  been 
an  increased  production  and  a  resulting  increase  In  Income  but  because  of  a 
defect  in  the  currency  Itself.  It  is  a  depreciating  currency,  and  the  general 
public  loses  in  the  form  of  trading  the  existing  goods  nt  the  higher  prices 
because  of  a  defect  in  the  currency. 

If  an  effort  Is  made  later  to  retire  such  a  currency,  it  will  be  necessary  for 
the  Government  to  raise  taxes  to  pay  off  the  bonds.  Taxes  are  a  burden  to  all 
people  and  have  a  depressing  effect  Thus  additional  burdens  must  be  Incurred 
as  a  means  of  retiring  the  currency  which  in  itself  caused  the  public  losses. 

The  same  line  of  reasoning  Is  applicable  to  the  creation  of  a  currency  against 
mortgage  paper  as  an  asset.  Such  paper  should  represent  a  transfer  of  savings 
from  one  group  to  another  so  ihat  the  currency  supply  will  remain  unchanged. 
And  when  the  mortgage  is  paid  off,  it  should  be  paid  out  of  savings.  Hence 
it  is  proper,  within  certain  limits,  to  use  savings  deposits  for  investment  in  such 
paper.  But  If  a  commercial  bank  creates  deposit  currency  against  such  in- 
vestment paper,  it  Is  deflating  the  currency,  because  the  currency  is  not  self- 
liqaldatlng,  and  it  Is  Inelastic  for  the  same  reason.  When  Federal  Reserve 
aotes  are  drawn  into  circulation  as  a  consequence  of  the  creation  of  deposits 
against   such  assets,   the  note  currency  becomes   inflated   and  Inelastic. 

In  connection  with  these  considerations,  especially  when  considering  the 
relations  of  currencies  to  rising  prices,  It  is  very  Important  to  remember  that 
there  are  two  types  of  rising  prices — the  sound  and  the  unsound.  The  causal 
factors  In  each  case  are  different;  the  reactions  of  people  to  them  are  different; 
and  the  economic  effects  are  different. 

The  sound  rise  In  the  price  level  is  caused  by  business  men,  especially  in  the 
heavy  Industries,  who  And  it  profitable  to  expand  their  productive  activities; 
the  unsound  rise  in  the  price  level  Is  caused  by  the  act  of  inflating,  or  of 
threatening  to  Inflate,  the  currency.  The  sound  rise  in  prices  generates  con- 
fidence because  it  is  pulled  up  by  a  confident  buying,  which,  in  turn,  rests 
upon  an  Increased  purchasing  power  derived  from  the  Increased  production. 
The  unsonnd  rise  In  prices  generates  fears,  and  people  rush  to  purchase — not 
because  they  have  more  income,  or  because  there  Is  more  production  or  more 
employment — but  because  of  fear  of  a  depreciating  currency.  The  soand  price 
level  leads  to  economic  equilibrium  and  widespread  prosperity.  The  unsound, 
caused  by  inflation,  leads  to  disasters. 
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Section  208  would  permit  the  Federal  Reserve  Board  to  change 
reserve  requirements  as  it  sees  fit  during  periods  of  "  injurious  credit 
expansion  and  contraction."  The  question  arises  as  to  whether  or 
not  this  power  would  be  exercised  wisely  by  a  potentially  politically 
controlled  Federal  Reserve  Board,  or  if  it  would  be  used  to  aid  the 
carrying  out  of  administration  policies.     In  the  hands  of  an  inde- 

Sendent  Board,  this  power  to  change  reserve  requirements  would  be 
esirable — as  they  would,  theoretically,  during  periods  of  "  injurious 
credit  expansions",  increase  the  reserve  requirements;  and,  during 
periods  of  "  injurious  credit  contraction  ",  decrease  the  reserve  re- 
quirements. However,  this  section  does  not  satisfactorily  solve  the 
problem  of  reserves,  in  that  the  question  would  still  exist  as  to 
whether  or  not  the  distinction  between  time  and  demand  deposits 
should  be  maintained  and  as  to  whether  or  not  the  distinction  be- 
tween central  reserve  cities,  reserve  cities,  and  others,  should  be 
maintained. 

Finally,  title  II  proposes  to  eliminate  geographical  limitations 
on  mortgage  loans  made  by  national  banks,  to  increase  the  amount 
of  such  loans  up  to  75  percent  of  the  property  value,  if  the  loan 
is  to  be  amortized  within  20  years,  or  up  to  60  percent  of  the  prop- 
erty value  for  a  3-year  period,  and  to  increase  the  aggregate  amount 
of  such  loans  to  an  amount  equal  to  the  capital  ana  surplus  of  the 
bank,  or  60  percent  of  the  time  and  savings  deposits,  whichever  is 
greater.  In  view  of  the  fact  that  during  the  past  years  real-estate 
loans  of  a  far  more  restricted  nature  have  caused  great  losses  for 
the  commercial  banks  of  the  country,  this  section  entirely  disregards 
the  disastrous  experiences  of  the  past  with  respect  to  such  loans. 

Haste  should  not  prevail  in  the  passage  of  title  II.  Under  the 
Federal  Reserve  Act  at  the  present  time  any  emergency  can  be  met 
In  the  meanwhile  a  National  Monetary  Commission,  as  proposed 
earlier  in  this  statement,  should  be  formed  to  study  our  problems  of 
money  and  banking;  and  then  a  bill  should  be  drafted,  based  upon 
its  conclusions  as  a  result  of  its  findings  and  observations.  Such  a 
commission  ma}'  well  include  in  its  agenda  the  following: 

First.  How  and  why  has  the  Federal  Reserve  System  failed  to 
function  as  a  properly  managed  central  bank  should,  and  how  can 
this  situation  be  corrected? 

Second.  Why,  if  it  is  so,  have  the  present  reserve  requirements 
proved  to  be  inadequate,  and  how  can  this  be  corrected? 

Third.  The  Nation  has  approximated  15,000  banks  and  49  different 
State  banking  systems.  Has  our  banking  and  monetary  structure 
been  weakened  because  of  this;  and,  if  so,  what  is  the  best  practical 
solution? 

Fourth.  How  can  the  complex  and  confusing  money  system  of  the 
Nation  be  simplified! 

Fifth.  Is  there  a  need  for  a  central  mortgage  bank! 

Sixth.  To  what  extent  has  business  financing  changed,  and  how 
can  the  commercial  banks  meet  this  change,  if  any,  without  sacrific- 
ing their  soundness  and  liquidity? 

Seventh.  Consider  the  advisability  of  the  creation  of  a  permanent 
institution,  along  the  lines  of  the  present  R.  F.  C,  to  make  loans  to 
banks  on  a  long-term  basis  on  their  secondary  reserves  during  periods 
*f  emergencies. 
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Title  II  of  the  proposed  banking  bill  of  1935  does  not  supply  the 
solution  to  these  fundamental  problems,  and  therein  lies  its  defects. 
The  title  provides  for  Government  control  of  the  currency  and  credit 
mechanism.  So  it  would  not  help  to  promote  a  sound  business  recov- 
ery because  of  its  potentially  inflationary  provisions,  and  it  will  not 
tend  to  strengthen  fundamentally  the  banking  structure  of  the 
country. 

Senator  Couzens.  I  was  absent  when  you  started  your  statement, 
Mr.  Ferguson  and,  if  you  have  answered  this  question,  you  do  not 
need  to  repeat. 

Have  you  expressed  any  views  as  to  why  the  Federal  Reserve  Sys- 
tem broke  down  or  fell  down  in  the  late  twenties  1 

Mr.  Ferguson.  No:  I  have  not.    And  I  prefer  not  to. 

Senator  Couzens.  You  prefer  not  to  what! 

Mr.  Ferguson.  Express  my  views. 

Senator  Couzens.  Oh,  I  thought  you  said  you  did  not  have  any? 

Mr.  Ferguson.  You  asked  me  if  I  had  expressed  my  views,  and 
I  said  that  I  had  not:  no  one  had  asked  me. 

Senator  Couzens.  Do  you  have  in  mind  what  kind  of  a  monetary 
commission  ought  to  be  set-up  f 

Mr.  Ferguson.  Yes,  sir;  I  shall  read  it  again  to  you  if  you  wish. 

Senator  Couzens.  No  ;  I  have  to  go  to  the  Finance  Committee. 

Senator  Glass.  Of  course,  there  is  a  very  serious  question  as  to 
whether  the  Federal  Reserve  System  broke  down  or  has  broken  down 
at  any  period  in  its  existence.  There  may  be  a  question  as  to  whether 
it  was  mal administered,  but  in  my  personal  view,  the  System  itself 
has  never  broken  down.  I  think  it  has  been  badly  administered  at 
times. 

Senator  Couzens.  I  recognize  the  fact  that  the  Senator  from  Vir- 
ginia is  not  on  the  witness  stand.  But  I  was  wondering  if  the  wit- 
ness, Mr.  Ferguson,  could  tell  us  in  what  manner  he  had  observed 
this  maladministration. 

Mr.  Ferguson.  No;  I  ducked  the  question,  Senator. 

Senator  Glass.  I  am  not  going  to  duck  it,  when  it  comes  to  the  time 
to  discuss  this  bill. 

Senator  Couzens.  That  only  raises  the  question  in  my  mind ;  and 
it  does  not  seem  to  be  answered  by  the  statement  of  this  witness, 
or  by  anybody  else  whom  I  have  heard  so  far :  That,  no  matter  what 
system  you  set  up,  how  are  you  going  to  assure  the  proper  adminis- 
tration, or  the  avoidance  of  maladministration  ( 

Mr.  Ferguson.  I  think  tihat  a  great  deal  of  our  trouble  could  have 
been  avoided  had  we — at  the  outset  of  the  panic — had  some  place 
where  the  banks  could  lay  down  their  secondary  reserves — what  we 
call  "  secondary  reserves  — which  consist  of  bonds  for  which  there 
was  no  market  because  of  the  condition  of  the  exchanges;  and  also  a 
place  where,  upon  the  exhaustion  of  those  secondary  reserves,  we 
could  lay  down  our  mortgages.  But  we  were  obsolutely  stumped; 
we  had  no  place  to  go.  Our  available  commercial  paper  was  lower 
than  it  had  ever  been  because  business  did  not  require  any;  and  the 
Federal  Reserve,  until  the  passage  of  the  Glass-Steagall  Act,  was 
helpless  to  help  us  out  in  an  emergency. 

Senator  Bulkley.  Do  you  mean  borrowing  against  assets,  when 
you  refer  to  "  laying  them  down  "  1 

Mr.  Ferguson.  Yes,  sir. 
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Senator  Glass.  May  I  ask  if  there  was  no  way  in  which  the  crash 
could  have  been  prevented?  I  ask  that  question  because  Mr.  Fergu- 
son seems  to  suggest  a  remedy  for  the  conditions  after  the  crash  and 
not  before. 

Mr.  Ferguson.  Well,  I  think  that  it  could  have  been  very  much 
mitigated,  so  far  as  the  banks  were  concerned,  if  we  had  had  some 
place  where  we  could  borrow  on  our  assets  which  were  not  eligible 
at  the  Federal  Reserve  banks. 

Senator  Bulkley.  Those  borrowings  would  have  been  at  the  then 
market  price,  would  they  not? 

Mr.  Ferguson.  I  think  they  should  have  been  very  liberal  in  their 
allowance  to  the  banks  on  those  assets. 

Senator  Bulexey.  In  an  effort  to  maintain  the  prices  that  then 
existed? 

Senator  Couzens.  And  that  without  regard  to  how  much  the  banks 
had  discounted  for  the  Wall  Street  brokers ! 

Mr.  Febouson.  I  hold  no  brief  for  the  Wall  Street  brokers. 

Senator  Couzens.  No;  they  are  not  to  blame.  It  is  the  banks 
which  made  the  loans.  And  I  am  wondering  whether,  in  view  of 
that,  the  Government  should  provide  some  reserve  on  which  you 
could  unload  your  secondary  securities. 

Mr.  Ferguson.  I  do  not  know  how  to  answer  you,  Senator.  I  had 
no  loans  to  Wall  Street  brokers  in  my  institution ;  but  yet  I  would 
have  been  very  glad  to  have  a  place,  when  they  were  running  our 
institutions,  where  I  could  go  and  lay  down  my  bonds  or  mortgages. 
But  I  had  no  place  to  go. 

Senator  Glass.  It  seems  to  me  that  the  question  could  be  answered 
by  taking  the  simple  facts :  That  the  banks  should  not  have  engaged 
in  this  riot  of  speculation;  and,  particularly,  the  Federal  Reserve 
banks  should  not  have  permitted  the  facilities  of  the  Federal  Reserve 
banks  to  be  used  to  encourage  this  riot  of  speculation. 

And  that  difficulty — as  it  seems  to  me,  at  least — was  cured  by  the 
Banking  Act  of  1933. 

Senator  Couzens.  May  I  suggest  to  the  witness,  if  he  can  answer 
this  question :  That  the  Senator  from  Virginia  says  he  thinks  the 
difficulty  was  cured  by  the  Banking  Act  of  1933.  And  may  I  ask — 
and  not  in  any  desire  to  go  into  the  personal  portfolio  of  the  wit- 
ness' bank — but  could  you  enumerate  the  class  of  securities  that  you 
would  have  liked  to  have  disposed  of,  or  borrowed  on,  at  the  tune 
of  the  crash  ? 

Mr.  Ferguson.  Yes. 

Senator  Couzens.  Will  yon  please  do  so? 

Mr.  Ferguson.  Bonds  of  railroads,  industrials,  and  public  utility 
corporations  of  the  United  States. 

Senator  Coczens.  What  do  you  mean  ? 

Mr.  Febouson.  Those? listed  on  the  stock  exchange. 

Senator  Townsend.  You  are  speaking  of  bonds,  now,  are  you? 

Mr.  Ferguson.  Yes;  I  am  speaking  of  bonds. 

And  obligations  of  municipalities,  created  in  financing  tax  pay- 
ments. 

After  those  had  been  exhausted,  then  we  should  have  liked  to  have 
had  an  advance  on  our  first  mortgages,  which  we  took  under  the 
National  Banking  Act,  and  in  strict  conformity  with  the  National 
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Banking  Act,  but  on  -which  it  was  not  possible  to  borrow  a  5-cent 
piece. 

Senator  Couzens.  Could  that  occur  again? 

Mr.  Ferguson.  My  understanding  is  that  the  R.  F.  C.  is  a  tempo- 
rary institution. 

Senator  Couzens.  Ho;  but  I  meant  with  respect  to  your  discount- 
ing of  the  high-class  first  mortgage. 

Is  it  likely  that  you  would  encounter  that  condition  again,  where 
you  would  want  to  borrow  on  them! 

Mr.  Febguson.  Surely. 

Senator  Couzens.  Does  not  the  Eccles  bill  provide  that! 

Mr.  Ferguson.  I  admit  that  there  should  be  an  agency — and  I  have 


stated  it  in  the  last  paragraph  of  my  letter  suggesting  a  central  mort- 
gage bank — or  a  permanent  B.  F.  C.  where  a  Dank  can  borrow  on  its 
bonds  and  can  borrow  on  its  mortgages. 


But  where  I  differ  from  the  Eccles  bill  is  that  under  the  Eccles  bill 
those  loans  on  bonds  and  on  mortgages  can  be  made  the  basis  of  deposit 
currency  or  note  currency. 

Senator  Bankhead.  Under  your  suggestion,  where  would  the 
H.  F.  C.  or  the  central  bank  get  the  money  to  make  the  loans  f 

Mr.  Ferguson.  My  idea  is  that  the  R.  F.  C,  a  permanent  institu- 
tion, would  sell  its  obligations,  guaranteed  by  the  United  States  Gov- 
ernment, in  the  open  market ;  and  I  would  further  provide  that  those 
bonds  of  the  R.  ¥.  G,  guaranteed  by  the  United  States  Government, 
could  not  be  purchased  by  any  bank  or  by  any  Federal  Reserve  bank. 

Senator  Glass.  Let  me  ask  you  this  question:  What  would  you 
have  done  with  your  money  if  you  could  have  borrowed  on  those  notes! 

Mr.  Ferguson.  Paid  it  out  over  the  counter  to  the  throngs  of  deposi- 
tors who  came. 

Senator  Glass.  And  would  they  have  loaned  it  to  brokers  to  increase 
the  unprecedented  brokerage  loans — to  gamble  on  Wall  Street! 

Mr.  Ferguson.  No  ;  I  am  talking  about  the  days  of  the  gold  rush, 
when  they  took  it  home  and  put  it  in  the  old  sock. 

Senator  Glass.  But  I  am  talking  about  the  days  when  the  Federal 
Reserve  System  was  supposed  to  have  broken  down,  but  when  it  had 
not  been  broken  down,  but  its  facilities  were  used  for  stock  -gambling 
purposes. 

Mr.  Febquson.  I  am  talking  about  a  different  time;  and  I  thought 
the  Senator  was  asking  me  about  the  days  of  the  calls  on  the  banks. 

Senator  Glass.  Yes;  that  was  partly  in  my  question. 

But  I  am  shocked  that  you  want  a  politically  controlled  R.  F.  C-, 
but  do  not  want  a  politically  controlled  Federal  Reserve  Board. 

Mr.  Fergubon.  But  I  do  not  want  a  politically  controlled  R.  F.  C. 

Senator  Glass.  But  the  R.  F.  C,  under  the  theory  of  you  gentle- 
men, is  a  politically  controlled  body.  So  it  shocks  me  that  you  want 
a  politically  controlled  R.  F.  C. 

And  it  also  shocks  me  that  the  Government  wants  to  run  things 
that  the  Government  does  not  own. 

Mr.  Ferguson.  I  recognize  the  fact,  Senator,  that  it  is  necessary 
that  there  be  an  appointing  power. 

Senator  Couzens.  Tee. 

Mr.  Ferguson,  And  that  has  to  be  in  the  President. 
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What  I  should  like  to  see,  with  respect  to  the  Federal  Reserve 
Board,  is  a  bipartisan  board  appointed  for  a  term  of,  let  us  say,  15 
years,  and  the  members  of  the  Board  removable  only  upon  charges 
to  be  preferred  for  malfeasance,  misfeasance,  or  nonfeasance,  and 
heard  on  those  charges. 

And  under  those  circumstances  I  do  not  care  where  you  get  your 
men ;  you  can  get  them  from  any  source.  They  feel  secure  in  their 
office. 

And,  following  your  argument,  I  would  make  my  proposed  K.  F.  C. 
the  same  way. 

Senator  Glass.  What  is  the  matter  with  the  existing  law  t 

Mr.  Ferguson.  I  am  not  kicking  about  the  existing  law. 

Senator  Glass.  As  to  the  appointment  of  the  Federal  Reserve 
Board,  has  any  member  of  the  Board  ever  been  removed  by  a  Presi- 
dent of  the  United  States  J 

Mr.  Ferguson.  Well,  perhaps  you  will  not  think  it  impertinent  of 
me  if  I  ask  you  whether,  under  the  existing  law,  in  the  past  10  years 
the  Federal  Reserve  Board  has  been  brought  under  the  domination 
of  the  political  party  in  control. 

Senator  Glass.  Of  course,  it  has  been  brought.  It  has  been  abso- 
lutely dominated  by  the  political  party  in  control.  But  the  law  does 
not  make  it  so.  It  is  the  violation  of  the  whole  spirit  and  intent  of 
the  law  that  has  made  it  so. 

Mr.  Ferguson.  Well,  Senator,  under  my  plan,  I  want  to  remove  it 
from  politics,  if  I  can — recognizing  the  fact  that  the  President  of  the 
United  States  must  "  start  the  ball  rolling  "  by  making  the  appoint- 
ments. 

I  want  to  keep  these  men  in  there,  secure  in  their  positions,  regard- 
less of  what  they  do — provided  they  are  not  guilty  of  malfeasance, 
misfeasance,  or  nonfeasance — in  the  same  manner  that  the  members 
of  the  Supreme  Court  of  the  United  States  are  kept  secure  in  their 
positions. 

Senator  Glass.  Under  the  existing  law  the  President  of  the  United 
States  cannot  remove  a  member  of  the  Board  except  for  cause,  in 
writing  to  the  Senate. 

Mr.  Ferguson.  It  seems  to  me  that,  within  the  last  several  weeks, 
I  have  read  that  it  is  contended  that  the  President  of  the  United 
States  has  the  power  of  removal  of  Federal  Reserve  Board  members. 

Senator  Glass.  Well,  he  has  the  power  of  removal  for  cause,  in 
writing,  to  the  Senate. 

Mr.  Ferguson.  I  did  not  know  that  the  President  had  to  prefer 
charges  against  them. 

Senator  Glass.  Well,  he  does  not  necessarily  have  to  prefer 
charges  against  them;  he  has  to  give  his  reason  for  the  removal. 

Senator  Couzens.  Both  the  chairman,  the  Senator  from  Virginia, 
and  the  witness  admit  that  the  Federal  Reserve  Board  has,  in  the 
past,  been  politically  controlled;  at  least,  the  record  so  shows. 

Mr.  Ferouson.  I  did  not  say  that;  that  is  going  too  far. 

Senator  Couzens.  Well,  the  question  you  asked  the  Senator  from 
Virginia  inferred  that,  at  least. 

Senator  Glass.  I  do  not  mean  that  it  has  been  politically  con- 
trolled; and  I  doubt  if  Mr,  Ferguson  means  that  it  has  been  polit- 
ically controlled,  in  the  sense  of  party  politics. 

Mr.  Ferguson.  No  ;  I  did  not  mean  that,  at  all. 
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Senator  Glass.  And  I  did  not  mean  that,  at  all. 
I  mean  that  there  have  been  times  when  there  has  been  gross  mal- 
administration of  the  act. 

Senator  Codzens.  Due  to  political  influence. 

Senator  Glass.   Well,  I  would  not  call  it  political  influence. 

Senator  Couzens.  I  do  not  know  what  you  call  the  Secretary  of 
the  Treasury,  or  any  other  publicly  appointed  officer — whether  he 
is  not  a  politically  appointed  man. 

Senator  Glass.  The  Secretary  of  the  Treasury  and  the  Comptrol- 
ler of  the  Currency  were  intended,  by  the  proponents  of  the  act,  to 
represent  in  a  broad  sense,  and  not  in  the  sense  which  you  employed. 

Senator  Couzens.  How  do  you  know  my  implication! 

Senator  Glass.  Well,  because  I  have  some  sense. 

Senator  Codzens.  Of  course,  we  cannot  very  well  repeat  private 
conversations  that  take  place. 

Senator  Glass.  You  can  repeat  anything  that  I  have  said  to  you. 

Senator  Couzens.  You  do  not  recall  condemning  the  greatest  Sec- 
retary of  the  Treasury  since  Hamilton's  time? 

Senator  Glass.  Yes ;  I  do.  < 

Senator  Codzens.  Do  you  recall  condemning  him  for  his  influence 
on  the  Federal  Reserve! 

Senator  Glass.  Yes;  certainly. 

Senator  Codzens.  Is  not  that  political  control? 

Senator  Glass.  It  is  maladministration. 

Senator  Codzens.  It  was  due  to  political  control  by  party  politics. 

Senator  Glass.  No;  it  was  due  to  governmental  control,  and  not 
to  party  politics,  at  all. 

It  was  due  to  the  desire  of  the  Secretary  of  the  Treasury  to  facili- 
tate the  issuance  of  Government  credit;  that  is  what  it  was. 

It  was  not  due  to  party  politics  at  all.  It  was  a  maladministration 
of  the  text  and  the  intent  of  the  Federal  Reserve  Act;  that  is  what 
it  was. 

Senator  Codzens.  Of  course,  I  cannot  agree  to  such  a  limited  de- 
gree of  control,  as  defined  by  the  Senator  from  Virginia. 

But,  then,  we  are  supposed  to  hear  witnesses,  and  not  hear  our- 
selves. 

Senator  Glass.  Well,  we  can  have  that  out  among  ourselves. 

Senator  Codzens.  Are  you  stopping  for  the  day  now! 

Senator  Bulkley.  Have  you  finished,  Mr.  Ferguson  ? 

Mr.  Febguson.  Yes. 

Senator  Glass.  We  are  very  much  obliged  to  you,  gentlemen. 

I  will  say  this,  Mr.  Ferguson :  That  I  had  not  supposed  you  wished 
to  discuss  title  II,  or  I  should  have  familiarized  myself,  perhaps, 
more  definitely  with  the  provisions  of  that  title  of  the  bill.  I  had 
been  told  by  Senator  Barbour  that  you  gentlemen  wanted  to  discuss 
titles  I  and  III. 

Senator  Barbour.  Senator  Glass,  I  know  that  the  fault  must  be 
mine. 

Senator  Glass.  It  was  not  any  great  fault. 

Senator  Bakboub.  I  sent  you  a  memorandum,  and  we  spoke  about 
it  on  the  telephone.  In  the  memorandum  there  was  an  inadvertence — 
that  one  gentleman  was  going  to  speak  on  titles  I  and  III  and  that 
the  other  gentleman  was  to  speak  on  title  III. 
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But  we  spoke  on  the  telephone,  and  I  thought  I  corrected  that  and 
that  you  understood  it. 

I  know  that  Senator  Moore  and  myself  are  very  grateful  to  the 
chairman  and  to  the  committee  for  their  attention  and  interest. 

Senator  Glass.  We  are  very  much  obliged  to  the  gentlemen  for 
their  testimony. 

(Thereupon,  at  12 :  15  p.  m.,  an  adjournment  was  taken  until  to- 
morrow. Friday,  May  3, 1935,  at  10: 80  a.  m.) 
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FBXDAY,  KAY  3,  1936 

United  States  Sbnate, 
subcommittee  of  thb  couhttteb  on 

Banking  and  Ctjbsincy, 

Waehington*,  D.  C. 
The  subcommittee  met,  pursuant  to  adjournment,  at  10:  SO  a.  m., 
in  room  301,  Senate  Office  Building,  Senator  Carter  Glass  presiding. 
Present:  Senators  Glass  (chairman  of  the  subcommittee),  Bnlkley, 
Couzens,  McAdoo,  and  Townsend. 

Senator  Glass.  We  have  Dr.  Sprague  with  us  this  morning. 
We  wanted  to  hear  from  you  on  title  II  of  the  impending  banking 
bill,  S.  1715 ;  and  we  should  be  glad  to  have  you  make  any  statement 
that  you  may  care  to,  in  connection  with  it. 

STATEMENT   OF   DR.    OLIVER   H.   W.   SPRAGTTE,   PROFESSOR   OF 
BANKING  AND  FINANCE,  HARVARD  UNIVERSITY,  CAMBRIDGE, 


Dr.  Sprague.  I  shall  confine  what  I  have  to  say  to  title  II ;  and  the 
first  matter  that  I  should  wish  to  bring  up  is  as  to  whether  the  pas- 
sage of  that  part  of  this  bill  may  be  regarded  as  an  emergency  or 
recovery  measure. 

In  my  opinion,  it  has  little  value  from  that  point  of  view.  There 
is  practically  nothing  that  the  Federal  Reserve  System  might  not 
do  under  existing  law,  as  a  contribution  to  trade  recovery,  that  it 
will  be  able  to  do  if  title  II  becomes  law. 

I  look  upon  title  II  primarily,  then,  as  a  means  of  improving  the 
Federal  Reserve  System  over  the  years.  There  are  only  two  features 
ing  title  II  that,  as  far  as  I  can  judge,  might  have  a  bearing  upon  the 
immediate  situation :  The  first  is  that  which  will  empower  the  Federal 
Reserve  banks  to  lend  to  member  banks  on  sound  assets,  rather  than 
exclusively  on  eligible  paper.  That  change,  in  its  immediate  effects, 
does  not  seem  to  me  to  be  of  any  importance  whatever,  partly  be- 
cause the  banks  are  not  borrowing  at  the  present  time,  except  to 
an  insignificant  extent;  and  secondly,  because,  as  a  matter  of  fact, 
the  Reserve  System  has  always  loaned  to  member  banks  on  the  basis 
of  sound  assets.  Wherever  the  eligible  paper  of  a  member  bank, 
when  offered,  was  not  regarded  as  a  good  asset,  the  member  banks 
have  taken  additional  collateral — sometimes  styled  "  excess  collate- 
ral " — because  the  particular  bits  of  eligible  paper  offered  for  redis- 
count were  not  regarded  as  a  very  good  asset. 

It  does  not,  therefore,  seem  to  me  that  the  immediate  effect  of 
this  change  will  be  very  great. 
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Senator  Bulklet.  But  suppose  they  do  not  have  sufficient  eligible 
paper :  They  cannot  borrow,  under  present  law,  on  sound  assets,  can 
they? 

Dr.  Sprague.  If  they  had  no  paper  that,  by  any  stretch  of  the 
imagination,  could  be  styled  "  eligible ",  then  you  are  quite  right, 
sir. 

Senator  Bulklet.  Or  if  they  did  not  have  enough  for  their  needs! 

Dr.  Sfraoub.  Yes. 

Senator  McAdoo.  They  could  borrow  on  Government  bonds,  of 
course — if  they  had  Government  bonds. 

Dr.  Sprague.  They  are  eligible. 

I  am  not  saying  that  it  is  an  undesirable  change;  I  am  simply 
saying  that  it  does  not  appear  to  me  that,  at  the  moment,  it  will 
contribute  very  much. 

Now,  on  the  whole,  I  am  inclined  to  think  that  it  is  a  desirable 
change — for  the  reason  that  I  do  not  believe  that  there  is  any  close 
relationship  between  the  eligible  paper  that  a  hank  may  have  and 
the  safe  or  desirable  limits  of  borrowing,  for  the  individual  bank. 
Nor  do  I  believe  that  there  is  any  close  relationship  between  the 
amount  of  eligible  paper  that  may  be  offered  and  the  desirable 
amount  of  credit  to  be  extended  by  Federal  Reserve  banks. 

Senator  Glass.  Under  the  existing  statute,  the  Federal  Reserve 
Board  has  very  broad  powers  in  defining  the  eligibility  of  paper. 

Dr.  Sprague.  Yes;  that  is  so. 

Senator  Glass.  It  is  only  restricted  by  statute,  when  it  comes  to 
speculative  matters;  is  not  that  true? 

Dr.  Sfraoub.  Well,  the  eligible  paper  may  be  broadly  defined  as 
loans  which  serve  to  provide  funds  for  immediate  working  capital 
requirements  of  a  business  concern. 

Senator  Glass.  That  I  understand. 

But  the  only  restriction  upon  the  Board,  in  its  definition  of  eligi- 
ble paper — which  must  relate  itself  to  commerce,  industry,  and  agri- 
culture— is  that  it  shall  not  accept  speculative  investment  paper. 

Dr.  Sfhague.  It  cannot  accept  a  real-estate  mortgage,  as  such,  for 
rediscount. 

Senator  Glass.  Under  the  existing  law,  Doctor,  it  is  not  allowed 
to  accept  any  paper  that  is  presented  for  discount  for  speculative 
purposes. 

Dr.  Sprague.  No;  that  is  another  restriction;  and  that  might  be 
put  into  the  sound  assets,  if  you  wish  to  include  the  purpose. 

Well,  I  look  at  this  sound  asset  proposition  mainly  with  reference 
to  those  activities  of  the  Federal  Reserve  banks  that  have  to  do 
with  their  lending  to  the  individual  member.  And  the  problem 
has  not  yet  been  solved,  to  determine  the  wise  limits  within  which 
to  lend  to  a  particular  member  bank.  If  a  member  bank's  loans 
were  entirely  liquid — all  gilt-edge  commercial  paper  of  the  open- 
market  type — it  would  then  be  reasonable  and  safe  to  lend  that 
bank  a  very  large  amount,  by  way  of  rediscount. 

On  the  other  hand,  if  a  bank  is  not  very  liquid,  and  if  its  loans 
are  purely  local,  then  to  rediscount  the  assets  that  it  has  may  weaken 
that  bank,  leaving  very  little  for  the  shareholders  or  depositors,  in 
the  event  of  failure. 

I  do  not  think  we  solve  the  problem  of  the  proper  use  for  Federal- 
Reserve  credit,  in  relation  to  the  member  bank,  by  any  method  of 
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definition.  You  can  rediscount  an  undesirably  large  amount,  for 
a  member  batik,  whether  it  be  that  you  rediscount  its  eligible  paper 
or  whether  you  grant  it  advances  on  the  basis  of  its  sound  assets. 
And  it  is  one  of  the  things  which  the  Federal  Reserve  authorities 
need  to  work  out  far  more  than  they  have  yet,  on  the  basis  of  past 
experience — what  amount,  in  the  varying  situations  of  different 
banks,  it  is  helpful  and  desirable  to  lend  to  the  particular  institution. 

Therefore,  on  the  whole,  I  am  inclined  to  favor  this  change,  which 
emphasizes  the  sound  assets  and  recognizes  that  it  must  be  through 
management  that  you  determine  what  the  wise  limit  of  advances  to 
a  particular  member  bank  may  be. 

Senator  Glass.  Do  not  the  brokers  on  the  stock  exchange  claim 
that  their  loans  are  the  soundest  and  the  best  loans  that  are  made, 
at  all? 

Senator  Glass.  And  yet  the  existing  law  prohibits  those  loans — 
and,  I  think,  very  ■wisely. 

Dr.  Sprague,  I  think  so,  too. 

And  that  relates  very  much  more  to  the  other  activities  of  our 
Federal  Reserve  banks — their  operations  in  the  money  market. 

Senator  Glass.  But  does  not  this  proposed  change  textually  au- 
thorize the  Federal  Reserve  bank  to  make  discounts  on  brokers' 
loans,  or  anything  else  it  pleases,  that  it  may  regard  as  sound f 

If  it  accepts  the  brokers'  views  that  the  brokers'  loans  are  the 
soundest  loans  that  may  be  made,  and  involve  the  fewest  losses  of 
any  loans  that  may  be  made,  would  it  not  be  authorized  to  engage 
in  speculative  transactions  1 

Dr.  Sprague.  It  is  possible  that  you  are  right,  even  though  there 
are  provisions  in  the  Glass-SteagaLl  bill  which  I  had  supposed 
covered  that  point. 

Senator  Glass.  Well,  they  do  cover  that  point,  but  this  uncovers  it. 

Senator  Townsend.  The  only  question  to  be  considered  here  is 
whether  it  is  considered  sound  or  not;  is  that  it f 

Dr.  Sprague.  Yes. 

Senator  McAnoo.  Doctor,  let  me  ask  you  this  question :  There  are 
many  banks  of  the  United  States  where  the  opportunity  for  making 
what  we  call  self-liquidating  loans — that  is,  I  mean  eligible  com- 
mercial paper— does  not  exist  to  such  an  extent  that  those  banks  can 
employ  a  sufficiently  large  part  of  their  assets  in  such  loans. 

On  the  other  hand,  they  can  make  many  loans  that  are  perfectly 
sound,  that  are  not  commercial  or  self-liquidating  loans ;  for  instance, 
the  loans  to  a  customer  who  can  secure  them,  let  us  say,  by  municipal 
or  State  bonds,  or  other  security  which  is  perfectly  satisfactory  and 
which  makes  the  loan  perfectly  safe. 

Now.  that  bank,  also,  may  not  have  any  Government  bonds  in  its 
portfolio. 

In  such  a  condition  as  that,  the  banker  needs  to  rediscount  but  has 
an  insufficient  amount  of  eligible  paper,  for  the  reasons  that  I  have 
stated,  and  has  no  Government  bonds:  and  the  other  paper  that  he 
has,  that  might  be  perfectly  good — as  I  have  described  it— -would  not 
be  available  for  rediscount. 

Dr.  Spbaoui.  That  illustrates  my  point  that  there  are  banks  in 
every  sort  of  position  and  that  a  given  amount  of  accommodation  that 
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may  be  quite  appropriate  and  desirable  for  one  bank  may  not  be  for 
another. 

For  example,  there  is  a  very  interesting  document  prepared  on  the 
banks  in  Arkansas  and  their  failures.  And  it  is  quite  clear,  from  that 
analysis,  that  the  banks  that  failed — to  a  rather  large  extent — were 
banks  that  had  borrowed  extensively,  whether  from  city  correspond- 
ents or  from  the  Federal  Reserve. 

It  is  very  clear,  on  the  basis  of  the  experience  of  the  last  16  years, 
that  it  would  have  been  better  for  the  people  of  Arkansas  if  their 
banks  had  not  borrowed  quite  as  much  as  they  did  borrow^  And  it 
is  not  a  question  of  the  kind  of  assets  that  they  used  for  borrowing; 
the  trouble  was  that  they  exhausted  their  more  liquid  assets  in 
the  process  of  borrowing  and  had  very  little  margin  left  to  take 
care  of  the  situation  of  deposit  withdrawals. 

Now.  you  can  either  leave  the  matter  to  the  intelligence  of  the 
Federal  Reserve  or  you  can  attempt  to  describe,  by  the  law,  a 
sufficient  variety  of  situations  to  cover  the  varying  situations  of 
different  banks. 

But  I  am  clear  in  this :  That  eligibility,  as  we  have  it,  has  not  been 
a  satisfactory  safeguard.  It  has  led  a  great  many  banks — or,  at  least, 
made  it  possible  for  a  great  many  banks — to  borrow  more  than  it 
was  desirable  that  they  should  borrow,  given  their  entire  situation. 

Senator  McAnoo.  But  if  you  widen  the  field  for  borrowing,  by 
extending  it  to  cover  sound  assets,  do  you  not  increase  the  temptation 
to  overborrow  instead  of  decreasing  iti 

Dr.  Sfkaoue.  You  do,  unless  the  public  and  the  management  of  the 
Reserve  banks  recognize  the  necessity  of  restraint  varying  with  re- 
gard to  the  situation  of  the  various  banks. 

Senator  Glass.  Doctor,  I  can  call  your  attention  to  the  fact — which 
I  am  sure  you  know — that  the  existing  law  charges  the  Federal 
Reserve  Board  with  the  exclusive  right  to  determine  or  define  the 
character  of  paper  eligible  for  discount,  always  relating  it  to  busi- 
ness transactions  of  a  commercial,  industrial,  or  agricultural  nature. 

Dr.  Sprague.  Yes. 

Senator  Glass.  And  that  the  only  restriction  on  the  Board,  in 
making  its  definition,  is  in  this  language: 

bnt  such  definition  shall  not  include  notes,  draft*,  or  hills  covering  merely  In- 
vestments or  issued  or  drawn  for  the  purpose  of  carrying  on  trade  In  stock*, 
bonds,  or  other  Investment  securities,  except  bonds  and  notes  of  the  Govern- 
ment of  the  United  States. 

That  is  the  only  restriction  upon  the  Board,  in  its  definition  of 
eligible  business  paper. 

Now,  what  I  am  asking  you  is  that  if  we  substitute  for  that  the 
words  that  you  have  had  under  discussion,  we  would  simply  super- 
sede this  restriction,  as  it  seems  to  me,  and  the  bank  could  go  in  the 
open  market  and  gamble  to  its  heart's  content,  in  any  security  on  the 
stock  exchange  that  it  might  desire. 

Dr.  Sphaqux.  Well,  I  would  suggest  that  you  substitute  the  sound 
assets  for  the  first  part  of  that  provision,  and  then  add  the  limits* 
tion  which  is  there  contained. 

Senator  Glass.  But  therein — according  to  the  brokers,  who  have 
repeatedly  testified  before  our  committee — you  preclude  the  most 
liquid  assets,  and  the  soundest  assets  known  to  banking. 

>.™=.Google 


BANKING    ACT    OF    1B35  213 

Dr.  Spragux.  You  are  precluding  them  from  a  general  reason: 
That  is,  because  it  is  thought  that  they  foment  undesirable  specula- 
tion ;  it  is  not  with  regard  to  the  safety  and  appropriate  amount  of 
borrowing  to  which  a  particular  bank  may  resort. 

They  seem  to  me  to  be  two  fairly  distinct  problems:  That  there 
are  banks  that  do  not  have  very  much  of  the  paper  of  the  sort  in- 
cluded in  the  regulations  of  the  Federal  Reserve  Board. 

Senator  Glass.  Is  that  not  largely  due  to  the  fact  that  we  have 
gone  back  to  a  bond-secured  currency,  instead  of  a  commercial 
currency? 

Dr.  Sphague.  Well,  if  you  have  60  billions  of  deposits,  you  simply 
do  not  have  available  an  evenly  and  sufficiently  well-distributed 
mass  of  these  business  loans,  to  provide  all  banks  with  a  variable 
amount  of  material  for  rediscount  at  the  Federal  Reserve  banks. 

Senator  Glass.  How  many  banks  would  you  guess,  as  of  this 
date,  that  there  are  without  eligible  paper  for  discount! 

Dr.  Hpraque.  Well,  if  you  include  the  United  States  Government 
bonds — not  very  many. 

But,  again,  I  would  say  that  I  regard  this  feature  primarily  with 
reference  to  the  years  ahead.  And  anything  that  will  emphasise  the 
responsibility  of  the  Federal  Reserve  to  limit  borrowings  to  what  is 
safe — from  the  viewpoint  of  the  particular  borrowing  bank — is 
desirable. 

If,  however,  you  take  the  view  that  a  bank  has  a  right  to  secure 
accommodation,  because  what  it  offers  is  good,  then  the  more  re- 
strictions you  have  upon  what  it  mav  offer  for  rediscount,  the 
better. 

Hut  I  do  not  feel  that  it  is  wise,  if  you  feel  that  the  bank  is 
not  very  well  managed  or  if  you  feel  that  75  percent  of  its  assets 
are  slow  and  doubtful,  for  the  bank  in  that  condition  to  secure  ac- 
commodation, ordinarily,  from  the  Federal  Reserve  or  from  any- 
where else. 

But  I  repeat  that  I  do  not  say  that  it  is  likely  to  have  very  much 
effect,  immediately,  on  what  the  banks  are  prepared  to  do.  It  is 
like  many  other  provisions  of  this  bill,  that  may  be  wise,  or  that 
may  not  be  wise,  but  are  unimportant  as  regards  what  the  banks  are 
going  to  be  doing  in  the  next  6  or  12  months. 

Senator  McAnoo.  Outside  of  brokers'  loans — which  can  easily  be 
defined  and  can  easily  be  excluded  from  that  which  is  available  for 
rediscount  at  Federal  Reserve  banks — there  is.  of  course,  a  wide 
field  of  individually  good  loans  secured  by  collateral  that  is  abso- 
lutely sound. 

Dr.  Sfbagde.  Yes. 

Senator  McAnoo.  Some  of  it  may  be  stock  exchange  securities,  or 
other  bonds  or  stocks — first  class,  and  always  finding  a  ready  market. 

Xow,  with  respect  to  that  large  field  of  loans,  there  is  no  pro- 
vision under  existing  law  by  which  they  can  be  used  even  as  a 
supplement  to  commercial  loans,  by  a  bank  which  wants  to  borrow 
from  a  member  bank. 

Dr.  Spraoue.  Yes. 

Senator  McAdoo.  It  seems  to  me  that  if  we  can  draft  this  pro- 
vision in  such  a  way  that  paper  of  that  character  would  not  be 
denied  eligibility,  it  would  extend  the  field  of  operations  for  many 
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of  these  banks  which,  as  you  have  just  stated,  do  not  find,  in  the  area 
of  purely  commercial  loans  or  self-liquidating  paper,  as  you  de- 
nominate it,  a  sufficient  opportunity  to  rediscount  their  funds. 

Is  that  correct  ? 

Dr.  Sphaoux.  Yes. 

Senator  Glass.  Under  existing  law,  is  not  the  Board  authorized  to 
make  such  definitions ! 

Dr.  Spbaoub.  I  do  not  think  so,  except  in  view  of  the  temporary 
definition  made  in  view  of  the  emergency! 

Now,  if  I  may  go  on  to  the  next  matter  that  has  a  bearing  upon 
the  immediate  situation — the  provision  regarding  real-estate  loans; 
and  I  am  taking,  for  purposes  of  discussion,  not  the  original  draft 
presented  to  the  Senate  but  rather  the  modified  House  Bill,  which, 
so  far  as  real-estate  loans  are  concerned,  has  made  a  change  which 
renders  the  provision  far  more  satisfactory  from  my  point  of  view. 
I  think  it  highly  desirable  that  we  develop  in  this  country  the  prac- 
tice of  borrowing  on  real  estate  for  longish  terms  rather  than  for 
the  3-  or  5-year  period  that  has  been  so  customary,  and  with  an 
amortization  feature. 

Senator  MoAdoo.  Doctor,  may  I  interrupt  you  for  a  moment! 

Dr.  Sfbagde.  Yes. 

Senator  MoAdoo.  I  should  like  to  ask  to  what  particular  pro- 
vision, page,  and  line  you  are  referring  in  House  bill  7617! 

Dr.  Sfbaook.  That  is  almost  at  the  end  of  title  II. 

Senator  McAdoo.  Section  24,  on  page  57,  I  presume,  is  it  not! 

Dr.  Sfraqce.  Yes. 

Senator  McAdoo.  Let  us  look  at  that  and  see  if  that  is  the  pro- 
vision to  which  you  have  reference. 

Dr.  Spraoue.  "Yes. 

Senator  McAdoo.  All  right. 

Dr.  Sphagux.  Now,  that  is  now  set  out  in  very  broad  terms,  with 
authority  in  the  Federal  Reserve  Board  to  issue  regulations;  and  it 
seems  to  me  that  it  might  be  used  for  the  purpose  of  improving  the 
practice  in  the  matter  of  real-estate  loans,  whether  they  be  of  urban 
or  agricultural  character. 

Senator  McAdoo.  You  are  not  expressing  approval  of  that  section 
of  the  House  bill  ? 

Dr.  Sfeagde.  I  am  expressing  approval  of  that  section,  on  the 
whole. 

Senator  McAdoo.  Yes. 

Dr.  Sfbaode.  But  also,  I  am  pointing  out  that  it  .does  not  seem  to 
me,  again,  to  be  a  feature  that  is  going  to  contribute  very  much  to 
change  the  present  situation. 

As  with  the  case  of  most  of  the  features  of  this  bill,  I  am  looking 
at  it  primarily  from  a  long-run  point  of  view. 

Senator  Glass.  You  have  already  stated  that  you  do  not  think 
they  contribute  to  the  present  recovery  from  the  depression ! 

Dr.  Spbague.  Yes. 

Senator  Glass.  And  you  have  already  stated  that  they  are  not 
emergency  requirements  at  all! 

Dr.  Spbaoce.  Yes.  And  they  are  the  only  features  of  the  bill 
that,  by  any  stretch  of  the  imagination,  so  far  as  I  can  see,  can  be 
regarded  as  affecting  the  immediate  situation. 
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Senator  Glass.  Do  you  see  any  disadvantage  in  banks'  investing 
demand  deposits  in  long-term  real-estate  loans! 

Dr.  Sprague.  It  depends  upon  the  situation  of  the  bank,  and  upon 
the  proportion  thereof.    It  is  largely  a  matter  of  proportion. 

A  well-managed  bank  will  continue  in  operation  indefinitely.  It 
must  have  a  good  proportion  of  assets  that  are  near  cash — which 
proportion  will  vary  with  all  sorts  of  situations. 

But  in  this  particular  proposal,  it  only  has  to  do  with  the  invest- 
ment of  a  proportion  of  the  time  deposits,  in  real-estate  loans. 

Senator  McAdoo.  You  insist,  of  course,  upon  the  essential  element 
that  such  loans,  including  the  amortization,  be  soundly  secured? 

Dr.  Sprague.  I  think  that  is  highly  important. 

Senator  McAdoo.  It  is  essential,  is  it  not? 

Dr.  Sprague.  I  think  so. 

Senator  Glass.  Do  you  think  it  important  to  combine  commercial 
banking  with  investment  banking?  Is  not  a  reserve  system  intended 
to  meet,  at  all  times  and  promptly,  the  requirements  of  commerce, 
industry,  and  agriculture? 

Dr.  Sprague.  It  seems  almost  unavoidable  that  there  be  some  inter- 
relation or  fusion,  because  the  banks  have  far  more  funds  than  can 
possibly  be  employed  commercially. 

Senator  Glass.  Right  now  I 

Dr.  Sprague.  Or  at  any  time. 

They  had  far  more  funds  in  1928  than  could  be  employed  in  that 
fashion. 

It  is  possible  to  reduce  that  total  sum,  under  the  influence  of  those 
provisions  that  empower  the  Reserve  Board  to  fix  the  maximum  rate 
of  interest  that  a  bank  may  pay  upon  deposits;  and  that  should  tend 
to  force  people  to  do  more  of  their  own  investing — which  would  be 
all  to  the  good. 

In  the  1920s  banks  were  paying  -i  and  5  percent  for  the  time 
deposits — giving  us  a  call  on  dollars,  and  paying  us  5  percent,  or  so, 
for  those  funds. 

And  they  had  such  a  volume  of  funds  that  they  could  not  possibly 
employ,  even  in  a  liquid  fashion. 

It  would  have  been  far  better  for  the  community,  if  ten  or  twenty 
billions  of  those  funds  had  been  invested  by  their  owners,  thus  tak- 
ing out  of  the  situation  ten  or  twenty  billions  of  a  call  on  dollars. 

Senator  Glass.  Do  you  think  it  at  all  feasible  to  establish  a  uni- 
form rate  of  pavment  on  time  and  savings  deposits  throughout  the 
United  States?  " 

Dr.  Sprague.  I  think  it  might  better  be  by  districts  than  for  the 
entire  country;  just  ns  I  feel  that  it  is  a  desirable  feature  of  the 
Federal  Reserve  Act,  that  we  may  have  differential  rates  of  dis- 
count in  different  parts  of  the  country. 

Senator  Glass.  Precisely;  and  there  is  no  more  reason  why  there 
should  be  a  uniform  rate  of  payment  on  time  deposits  than  on  other 
deposits. 

Dr.  Sprague.  Precisely ;  and  the  modification  of  variation  by  dis- 
tricts might  be  a  desirable  addition  to  the  Federal  Reserve  Act. 

Senator  Glass.  The  Federal  Reserve  Act  provides  that  now, 
Doctor. 

Dr.  Sprague.  By  districts  ? 
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Senator  Glass.  But  it  has  not  been  followed. 

Dr.  Sphaoue.  It  has  been  done  generally. 

Well,  there  we  come  to  something  that  I  want  to  take  up  a  little 
later — that  there  is  not  much  use  giving  powers  to  an  agency  if  those 
powers  are  unlikely  to  be  used  because  of  the  character  or  per- 
sonality of  the  people  making  up  that  agency. 

You  can  very  easily  give  people  powers  that  are  so  great  that  they 
are  terrified  when  they  come  to  use  them. 

But  that  is  at  the  end  of  my  story. 

Senator  Glass.  It  is  easy  enough  to  give  them  powers  that  will 
terrify  everybody  else,  if  they  are  used,  is  it  nott 

Dr.  Sprague.  Yes. 

Senator  McAdoo.  Quite  right. 

Doctor,  let  me  take  you  back  for  a  moment,  to  this  question  of 
rates  of  interest  in  different  districts  of  the  country. 

There  are  many  of  our  States  which  have  a  legal  rate  of  interest, 
established  more  than  100  years  ago,  and  the  same  rate  prevails 
today. 

Dr.  Sphaoue.  Yes. 

Senator  McAdoo.  Those  rates  are  fixed  without  any  reference 
whatever  to  the  economic  conditions  prevailing  in  the  different 
States.  And  they  are  purely  arbitrary  prices  established  by  law 
for  the  use  of  money.    Some  have  legal  rates  as  high  as  7  percent. 

Senator  Glass.  Some  are  as  high  as  10  percent. 

Senator  McAix>o.WelI,  I  do  not  recall,  at  the  moment,  any  as  high 
as  10  percent. 

But  they  are  as  high  as  10  percent,  by  contract. 

Senator  Glass.  Well,  they  are  as  high  as  18  percent,  by  contract. 

Senator  McAdoo.  In  some  States;  yes. 

Now.  I  think  that  constitutes  a  real  abuse,  and  I  think  that  is  a 
field  for  reasonable  reformation. 

Of  course,  the  Federal  Government  would  have  the  power  to  estab- 
lish the  legal  rate  only  as  respects  national  bank^.  But  would  you 
consider  it  wise,  for  instance,  for  the  Federal  Government  to  legis- 
late with  respect  to  the  legal  rate  of  interest  to  be  charged  by  the 
national  banks  throughout  the  United  States? 

Before  you  answer,  I  should  like  to  say  that,  of  course,  this  sug- 
gestion presents  this  situation  :  The  State  banks,  you  may  say,  would 
of  course  be  able  to  charge  a  higher  rate,  and  therefore  they  would 
be  having  an  advantage  over  the  national  banks.  But  as  a  matter 
of  fact,  the  national  banks  would  have  the  advantage,  because  they 
would  be  charging  a  reasonable  rate  for  money ;  and  the  State  banks 
would  have  to  come  to  it. 

So  I  think  it  is  advisable  to  establish  a  reasonable  charge,  here, 
provided  we  do  not  go  so  low  as  to  be  beneath  a  reasonable  price 
for  money. 

Senator  Glass.  The  existing  law  provides  that  a  national  bank 
may  prescribe  the  »ume  rate  as  the  State  bank. 

Senator  McAdoo.  Yes. 

But,  as  it  stands  today,  if  a  State  has  a  legal  rate  of  interest 
which  is  excessive,  or  unjustified,  rather,  by  the  economic  situation — 
either  the  established  legal  rate,  or  a  rate  which  may  be  made  by 
contract  between  the  parties — why.  the  national  bank  is  permitted 
to  charge  the  same  rate  as  that  established  in  that  State. 
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If,  on  the  other  hand,  there  were  a  Federal  law  restricting  the 
national  banks  to  charging  a  reasonable  interest  charge,  regardless 
of  the  State  law,  then  the  question  is  whether  or  not,  in  your  opin- 
ion, that  would  be  a  desirable  reform  ? 

Dr.  Sphag.uk.  I  should  hesitate  to  answer  that  question,  Senator, 
without  a  good  deal  of  reflection.  It  is  something  about  which  I 
have  not  thought. 

Senator  McAdoo.  It  requires  study,  of  course. 

Senator  Glass.  Before  answering,  let  me  point  out  to  the  Senator 
from  California,  just  one  difficulty  with  a  suggestion  of  that  sort: 

The  State  capital  requirements  vary  greatly  among  the  States, 
and  afford  such  a  departure  from  Federal  capital  requirements,  that 
there  are  hundreds,  if  not  thousands,  of  communities  which  cannot 
afford  a  national  bank.  And  in  those  communities,  the  State  law 
will  prevail. 

Senator  McAdoo.  That  is  true  in  any  case,  of  course. 

But  the  question  is  whether  or  not  an  effective  measure  of  that 
kind  would  not  benefit  the  general  economy  to  such  an  extent  that 
it  would  be  justified. 

Now,  I  am  not  proposing  this ;  I  am  merely  suggesting  it  as  a  sub- 
ject for  exploration. 

Dr.  Spbaoue.  I  should  not  wish  to  answer  it  at  the  moment. 

However,  I  am  prepared  to  say  that  interest  rates  are  undesirably 
rigid,  and  that  a  lowering  of  interest  rates,  very  generally,  would, 
I  think,  be  a  contribution  to  a  trade  recovery,  if  it  could  be  brought 
about. 

But  I  should  look  for  it  to  be  brought  about,  more,  through  the 
moderate  rate  of  interest  that  the  banks  may  pay  on  deposits,  and 
through  the  accumulation  of  funds  seeking  investment. 

Whereas,  a  change  such  as  you  suggest,  although  it  might  prove 
desirable,  I  should  suppose  would  be  very  difficult  to  carry  out. 
And  I  should  suppose  that  it  might  affect  public  sentiment  rather 
unfavorably,  during  its  early  stages  of  operation. 

So  that  I  would  not  regard  it— though  I  am  speaking  quite  off- 
hand— as  very  helpful. 

Senator  McAdoo.  You  reserve  judgment! 

Dr.  Spbaoue.  Yes. 

Senator  McAdoo.  May  I  say,  Doctor,  with  reference  to  your  state- 
ment, that  you  know  that  Congress  has,  by  law,  prohibited  the  na- 
tional banks  and  the  member  banks  of  the  Federal  Reserve  System, 
from  paying  interest  on  demand  deposits.  I  think  that  was  a  very 
effective  reform. 

Dr.  Spbague.  Yes. 

Senator  McAdoo.  And  I  think  that  has  relieved  them  from  heavy 
charges,  and  has  stopped  abuses  of  a  very  grave  character  in  our 
banking  system. 

Dr.  Spraoue.  Yea. 

Senator  McAdoo.  Now,  in  consideration  of  that,  they  might  very 
^vell  reduce  the  price  of  money  to  borrowers.  But  wherever  a  high 
legal  rate  of  interest  prevails— as  in  most  of  the  States,  regardless  of 
Economic  considerations  or  situations — the  legal  rate  is  always 
required. 
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Dr.  Sfbaoue.  I  think  it  might  be  desirable  for  some  of  the  States 
to  lower  their  usury  rate,  which  was  established  many  years  ago. 
But  that  is  something  about  which  I  do  not  feel  qualified  to  express 
a  definite  opinion. 

Senator  Glass.  Here  is  a  very  simple  question  that  you  ought  to- 
feel  qualified  to  answer:  If  we  should  persist  in  the  original  purpose* 
of  the  Banking  Act  of  1933,  and  require  all  State  banks,  the  deposits, 
of  which  are  insured,  to  become  members  of  the  Federal  Reserved- 
Banking  System,  could  not  that  matter  be  better  adjusted  in  that 
way,  if  at  all! 

Dr.  Sphaoue.  That  would  affect  at  least  a  very  large  amount  otT 
funds — those  funds  that  are  employed  by  banks. 

It  would  not  affect  all  funds  that  are  lent,  of  course.  But  it  would. 
go  a  long  way  in  that  direction. 

Senator  Glass.  In  other  words,  would  it  not  be  within  the  power 
of  the  Federal  Reserve  Board  to  make  regulations  with  respect  to 
interest  charges  of  member  bunks  i 

Dr.  Sphaoue.  Not  unless  the  power  were  given.  I  do  not  think 
it  exists,  under  the  existing  law.  At  present,  their  power  relates 
entirely  to  the  rate  of  interest  that  the  banks  may  pay  to  depositors. 

Senator  McAdoo.  On  time  deposits? 

Dr.  Sphaode.  On  time  deposits. 

Senator  McAdoo.  There  is  no  provision,  as  I  understand  it,  by 
which  the  Federal  Reserve  Board  could  regulate  the  rates  of  interest 
charged  to  borrowers. 

Senator  Glass.  I  understand  that  thoroughly. 

But  if  you  wished  to  authorize  all  the  banks  of  the  Federal 
Reserve  System  to  do  that,  that  would  undoubtedly  be  a  constitu- 
tional act. 

Senator  McAdoo.  You  are  quite  right.  It  could  be  reached 
through  that  method,  and  effectively. 

Dr.  Speaoue.  I  wish  to  make  one  suggestion  about  the  section 
relating  to  real-estate  loans:  I  think  that  real-estate  loans  ought  to 
be  limited  to  loans  within  the  district,  or  at  least  within  100  miles 
of  the  district,  in  which  a  member  bank  is  situated. 

I  do  not  believe  that  a  member  bank  in  Massachusetts  is  ordi- 
narily in  a  position  intelligently  to  make  real-estate  loans  in  Kansas 
or  in  Idaho;  nor  do  I  believe  that  a  bank  in  those  States  is  in  a 
position  intelligently  to  make  them  in  Massachusetts. 

Senator  McAdoo.  But  do  you  think  that  they  could  intelligently 
make  them  in  California? 

Dr.  Spragce.  I  picked  my  States. 

Senator  Glass.  Do  you  think  that  any  bank  could  intelligently 
make  a  real-estate  loan  under  existing  conditions,  when  the  Gov- 
ernment, itself,  has  gone  into  the  real -estate  business? 

Dr.  Sprague.  I  take  it  that  that  is  a  rhetorical  question. 

Senator  Glass.  No;  it  is  a  very  practical  question. 

Senator  Townsend.  May  I  ask  if  you  would  put  any  limitation  to 
the  character  of  real-estate  loans?  Is  there  not  a  great  deal  of 
difference,  in  real-estate  loans,  as  to  whether  the  loan  is  on  a  theater 
or  on  a  hotel,  or  on  a  house,  where  the  loan  runs  more  or  less  in 
perpetuity  ? 

Dr.  Sprague.  There  is;  but  you  must  leave  something  to  the  judg- 
ment of  the  lender. 
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And  I  should  despair  of  attempting  to  safeguard,  by  legislative 
provisions,  the  particular  type  of  loans  that  might  be  regarded  as 
fairly  safe,  and  those  that  might  not  be  so  regarded. 

Senator  McAdoo.  You  do  not  believe  that,  by  legislative  action, 
you  can  invest  the  human  being  with  intelligence  1 
Dr.  Spbaoue.  Only  in  a  very  broad  fashion. 
Senator  Glass.  Under  the  decision  of  the  Supreme  Court,  in  the 
Minnesota  case,  do  you  think  any  real-estate  loan  of  a  bank,  or 
anybody  else,  is  very  secure? 

t)r.  Sfrague.  Oh,  they  are  in  business,  and  will  make  loans  of  one 
sort  or  another,  in  any  event. 

So  far,  I  have  considered  only  changes  in  the  statute,  that  may 
tiave  some  effect  on  the  immediate  situation.  That  influence  is  so 
slight  that  legislation  along  the  lines  of  title  II  does  not  seem  to  me 
to  De  urgently  needed  at  this  session  of  Congress.  Now,  I  come  to 
provisions  of  title  II  that  are  significant  only  in  the  long  run. 

The  first  of  these  about  which  I  should  like  to  say  a  few  words,  is 
x  hat  relating  to  collateral  behind  Federal  Reserve  notes. 

Senator  McAdoo.  Will  you  state  the  page  and  line,  Doctor,  if 
jv'ou  have  it*  Are  you  dealing  with  the  House  bill  or  with  the 
^Senate  bill! 

Or.  Sfrague.  Well,  the  two  bills  are  similar,  as  regards  the  changes 
Regarding  Federal  Reserve  notes. 
Senator  McAdoo.  Yes. 
Senator  Glass.  Page  46. 

Senator  McAdoo.  In  the  Senate  bill,  or  in  the  House  bill? 
Senator  Glass.  In  the  Senate  bill,  page  46. 
Senator  McAnoo.  Very  well. 

I)r.  Spraoue.  The  provisions  of  the  Federal  Reserve  Act  relating 
(o  Federal  Reserve  notes  were  apparently  designed  to  limit,  in  certain 
A~»ys,  the  total  amount  of  credit  that  might  be  extended  by  the  Fed- 
er-»l  Reserve  banks.  There  was  the  general  limitation,  which  is 
retained  in  this  new  bill,  of  a  40-percent  gold  reserve ;  and  then  there 
*v»s  the  additional  provision  that  the  remaining  60  percent  must 
e«^*nsist  of  rediscounted  paper,  or  in  its  absence,  the  place  must  be 
t  **.  ken  by  gold. 

Now,  there  is  not  any  particular  relationship  between  the  amount 
°^tr  rediscounts  granted  by  Federal  Reserve  banks  and  the  desirable 
*rnount  of  notes  in  circulation.  Under  our  system  of  the  use  of 
<--liecks,  the  amount  of  notes  in  circulation,  or  the  total  amount  of 
***oney  in  circulation,  is  an  incidental  result  of  the  level  of  prices, 
tl~ie  activity  of  trade,  and  our  habits  in  making  payments,  whether 
**y  check  or  by  actual  currency. 

It  does  not  seem  to  me  that  in  the  operation  of  the  Federal  Reserve 
System  these  special  restrictions  on  note  issue  have  had  any  practical 
Effect,  whatever. 

They  finally  were  modified  to  permit  Government  bonds  to  be  used 
*s  collateral  back  of  the  Federal  Reserve  notes,  because  it  became 
clearly  evident  that  the  total  requirements  for  currency  could  not 
Very  well  be  met  if  the  original  restrictions  were  maintained.  We 
"would  practically  have  been  in  the  situation  of  meeting  the  increased 
currency  requirements  by  the  issue  of  what  would  have  been  little 
l  more  than  a  gold  certificate — virtually  the  situation  we  were  in 
i       before  the  Federal  Reserve  Act  was  established. 
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On  the  whole,  I  am  inclined  to  think  that  a  large  proportion  of 
the  total  circulating  medium  of  the  country  can  be  issued  against 
the  Government  securities,  as  backing — always  provided  you  do  not 
attempt  to  use  the  note-issuing  power  as  a  means  of  financing  Gov- 
ernment requirements. 

Obviously  and  quite  clearly,  there  is  need  in  this  country  for  4  or  5— 
billions  of  currency.  It  is  inconceivable  that  we  should  ever  drop- 
down to  2  billions  of  currency  in  use. 

Senator  MoAdoo.  Doctor,  Just  at  that  point.  How  do  you  establish-** 
in  your  mind  the  desirable  amount  of  circulating  notes  required  tc«M 
meet  the  needs  of  business! 

Dr.  Sprague.  In  just  about  the  same  way  that  you  determine  the*— ■ 
amount  of  subsidiary  silver.    If  there  is  more  subsidiary  silver  thanaa 
is  required  under  given  circumstances,  it  comes  drifting  into  the 
banks.    They  find  mat  they  have  more  on  hand.    They  ship  it  to  the* 
Federal  Reserve.    And  the  Federal  Reserve  ships  it  to  Washington.. 

The  same  is  true  of  currency! 

Senator  McAnoo.  They  get  currency  for  it! 

Dr.  Spraous.  No;  they  get  deposits,  rather  than  currency. 

Senator  McAnoo.  Yes. 

Dr.  Spragob.  Similarly,  in  the  matter  of  currency.  If  there  is  an 
excess,  outstanding,  relative  to  the  activity  of  trade,  and  all  the  rest, 
the  banks  all  over  the  country  will  find  that  they  are  receiving  more 
currency  over  the  counter  than  they  are  paying  out  over  the  counter; 
and  it  wilL  be  shipped  to  the  Federal  Reserve,  to  strengthen  the 
balances  of  the  shipping  banks. 

The  active  factor  in  determining  the  circulation  or  the  total  of 
the  purchasing  medium  comes  through  the  demand  for  loans  which, 
initially,  will  take  the  form  of  deposits. 

If  business  becomes  more  active  and  borrows  more  from  the  banks, 
in  the  first  instance,  that  will  take  the  form  of  balances  against 
which  checks  are  drawn.  And  then,  as  more  labor  and  materials  are 
employed,  there  may  be  increased  requirements  for  more  currency. 

But  the  initiating  force  or  process  is  through  bank  loans — taking, 
initially,  the  form  of  checking  balances. 

Senator  McAnoo.  Of  course.  Doctor,  we  all  realize  that,  under  our 
system  in  this  country,  the  bank  chock  constitutes  the  largest  part  of 
our  circulating  medium.  The  great  bulk  of  the  business  of  this 
country  is  done  on  bank  checks.  And,  of  course,  when  you  get  a 
contraction  of  credit  in  banks,  you  get  a  contraction  of  the  bank- 
check  circulation. 

Dr.  Spragck.  That  is  followed  by  the  contraction  of  the  currency 
circulation,  after  a  bit. 

Senator  McAnoo.  Exactly;  it  has  a  relation. 

Now.  this  is  a  theoretical  question.     We  have  outstanding  in  the 
country  today,  I  think,  about  4V£  billion  dollars  in  circulation — in 
notes  of  nil  kinds;  that  is,  bank  circulating  medium. 
Dr.  Sprague.  Yes. 

Senator  McAnoo.  I  am  asking  a  hypothetical  question,  merely 
because  I  have  an  object  in  view.  Would  you  say  it  would  be  infla- 
tionary to  add  a  billion  dollars  to  our  circulating  medium  today! 

Dr.  Spragt.e.  It  would  depend  upon  the  reaction  of  the  com- 
munity thereto. 
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Senator  McAdoo.  You  mean,  of  the  country  ¥ 

Dr.  Spbague.  Of  the  country. 

If  in  the  future,  it  did  not  at  all  affect  confidence  in  the  money 
f  the  counrty,  that  additional  currency,  after  making  1  or  2 
ayments,  would  drift  into  the  banks,  and  then  to  the  Federal  Be- 
irve.  increasing  the  balances  of  the  member  banks. 

If  it  excited  a  fear  of  inflation,  then  the  outcome  would  be  dif- 
erent;  because  people  all  over  the  country  might  then  begin  to  fly 
rom  currency,  to  buy  tangible  things — 5  acres  and  a  mule,  or 
'hat  not;  and  you  would  get  an  upward  movement  of  prices, 
trough  fear. 

There  are  two  kinds  of  inflation,  as  I  see  it :  A  business  inflation 
nd  a  fear  inflation.  You  cannot  get  a  business  inflation  except 
'hen  that  is  initiated  by  the  process  of  securing  loans. 

Senator  BuLULEr.  Are  you  ready  to  predict  what  would  happen, 
ight  now,  if  we  should  put  out  a  couple  of  billion  dollars  of  cur- 
ency,  to  pay  the  bonus  ? 

Dr.  Spragoe.  Why,  no. 

I  might  be  willing  to  put  it  in  this  way :  That  if  it  were  done 
;rudgingly  by  the  administration,  and  if  everyone  knew  that  it 
^as  distasteful  to  the  administration,  and  that  the  administration 
ras  disposed  to  offset  it,  to  some  extent,  then  no  fear  inflation  would 
ollow. 

Senator  McAdoo.  Suppose  an  amortization  provision  were  made 
hat  would  retire  it,  over  a  period  of  years? 

Dr.  Si'haguH.  There,  again,  that  is  in  the  same  line. 

On  the  other  hand,  if  a  bonus  were  paid  in  currency,  as  just,  one 
f  a  succession  of  devices  designed  to  force,  through  expansion,  an 
pward  movement  of  prices,  then  I  think  a  fear  inflation  would 
evelop. 

Senator  McAdoo.  Do  you  think  a  people,  as  a  whole,  would  be 
oncerned,  one  way  or  the  other,  about  an  addition  of  2  billion 
ollars  to  tbe  currency?  Do  you  think  that  would  create  appre- 
ension  among  the  people  of  the  country? 

Dr.  Spbague.  As  I  said  a  moment  ago,  if  it  were  regarded  as  a 
accession  of  steps,*  so  that  if  that  does  not  work  in  the  direction  of 
-rice  increase,  some  other  payments  will  be  made  for  some  other 
■urposes,  then  I  think  that  you — again  at  some  stage  which  is  diffi- 
ult  to  predict — induce  a  fear  of  inflation. 

Up  to  the  present  time,  our  policy  has  been  that  of  endeavoring, 
■y  one  means  or  another,  to  induce  a  more  active  business  demand 
'or  credit.  It  has  not  come  yet;  and  when  it  will  come,  I  do  not 
)  re  tend  to  know. 

Senator  McAdoo.  We  are  just  issuing  4  to  5  billion  dollars  of 
junds — which,  of  course,  have  a  decided  inflationary  tendency,  and 
ire  bound  to  create  inflation,  eventually. 

Dr.  Spbague.  I  do  not  agree  to  that,  Senator. 

Senator  McAdoo.  Don't  you? 

Dr.  Spbague.  No,  sir. 

Senator  McAdoo.  I  should  think  that  we  would  get  a  very  large 
measure  of  inflation. 

Dr.  Spraque.  I  am  afraid  that  I  differ  from  my  sound-money 
friends,  on  that  point.     You  can   increase  the   Government   debt, 
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without  inflation,  so  long  as  the  increase  does  do  no  more  than  absoit: 
current  savings.  You  can  increase  the  Government  debt  to  th« 
point  at  which  the  people  begin  to  be  doubtful  of  the  credit  of  th« 
country.     But  that  is  a  point  that  is  far  away,  of  course. 

But  the  mere  increase  of  $4,000,000,000  of  Government  debt,  ia 
itself,  is  no  more  inflationary  than  a  similar  increase  of  privat— 
investments  arising  out  of  an  increase  in  the  bonds  and  shares  o 
stock  of  industrial  companies  all  over  the  country. 

Senator  McAdoo.  I  am  inclined  to  agree  with  you  on  that  poinifc 
I  put  the  question  that  way  because  I  wanted  to  get  your  view. 

And  I  want  to  say  that  that  is  in  line  with  the  same  doctrin.  « 
which  you  have  just  expressed — about  an  increase  in  circulating 
medium;  that  is,  the  fear  that  something  more  might  be  done. 

The  same  kind  of  fear  might  be  induced  by  increased  govern- 
mental indebtedness;  and  the  same  consequences  might  follow. 

Dr.  SPRAGttE.  I  am  willing  to  say  that  if  a  year  hence  the  situa- 
tion is  such  that  you  need  to  borrow  even  more  than  was  borrowed 
this  year  for  work  relief  and  other  purposes,  and  if  at  that  time 
we  see  no  light  at  the  end  of  the  tunnel  and  no  date  at  which  these 
needs  will  diminish,  then  I  think  you  get  into  a  situation  in  which 
Government  credit  may  be  weakened  and  in  which  a  fear  inflation 
might  start. 

In  other  words,  while  you  might  go  up  to  $1)0.000,000.000  of 
Government  debt,  it  seems  to  me  that  the  process  will  be  very  dif- 
ferent if,  for  example,  next  year  you  had  to  increase  the  debt  a 
billion  dollars  over  the  debt  increase  this  year,  and  the  year  after 
that,  two  billions  more  than  this  year. 

Whereas  if  you  have  by  next  year  evidence  of  an  improvement, 
so  that  the  deficit  will  naturally  decline  somewhat,  then  you  can 
go  on  with  that  deficit  for  quite  some  longer  time.  Because  it  will 
be  at  a  diminishing  rate  of  increase. 

Senator  McAdoo.  Doctor,  I  was  interested  in  your  observations  that 
if  we  created  a  fear  inflation  by  the  issuance  of  a  billion  or  more  of 

•rrency  the  people  would  be  disposed  to  take  their  savings  and  invest 
-nem  in  40  acres  of  land  and  a  mule. 

Now,  that  is  one  of  the  things  that  some  people  here  are  anxious  to 
see  done.  Would  that  not  have  a  generally  stimulating  effect  upon 
the  real-estate  situation  of  the  country  that  might  be  of  value  in 
rendering  liquid  a  vast  mass  of  stuff  which  is  now  hopelessly  frozen  J 

Dr.  Spbaqce.  It  is  the  same  kind  of  liquidity  which,  it  seems  to  me, 
was  present  in  brokers'  loan  and  stock -exchange  securities  in  1928  ana 
1929 — a  liquidity  which  presupposes  an  indefinite  continuance  of  the 
upward  movement. 

I  do  not  believe  that  that  kind  of  fear  inflation  would  land  us  in  a 
condition  under  which  we  could  go  forward  in  a  sound  and  healthy 
fashion. 

Senator  McAdoo.  Of  course,  you  understand  that,  for  the  purpose 
of  discussion,  I  am  merely  putting  hypothetical  questions;  I  am  not 
expressing  views. 

Senator  Bui-klet.  Do  I  understand  you  to  say  that  to  put  out,  say. 
a  quarter  of  a  billion  dollars  of  Treasury  notes  to  pay  the  bonus  would 
not  necessarily  result  in  an  increase  of  the  price  level! 

Dr.  Spraode.  Not  much  more  than  resulted  in  the  previous  bonus. 
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Senator  Bulkley.  What  do  you  mean  by  "  the  previous  bonus  "? 

Dr.  Sprague.  That  of  1930  or  1931. 

Senator  Bulkley.  That  was  simply  an  increase  in  the  loan  value. 

Dr.  SntAorrs.  Well,  it  created  a  large  amount  of  additional  funds. 

Senator  Bulkley.  But  not  any  new  Treasury  notes;  there  was  no 
ew  issue  as  a  result  of  it. 

Dr.  Sprague.  But  it  does  not  seem  to  me  that  the  new  issues  prom- 
se  anything  permanent  in  the  way  of  a  price  change.  They  either 
!o  or  do  not  induce  a  fear  inflation.  If  they  do  not,  and  do  not 
nduce  a  business  inflation  of  a  continuing  sort,  then  the  Treasury 
otes  drift  back  to  the  banks  and  increase  excess  reserves  of  member 
anks. 

So  that  you  might  have,  as  a  result,  3  billions  or  more  of  excess 
eserves  rather  than  the  2V&  or  2i/i  that  we  now  have.  But  if  it  were 
imply  regarded  as  the  first  of  a  series  of  measures  that  were  goim; 
a  be  pursued  until  there  was  some  action  in  the  line  of  a  price 
dvance,  then  I  think  you  could  have  the  fear  inflation  begin,  with  a 
lore  or  less  early  collapse. 

I  do  not  know  that  I  need  to  go  further  into  this  change  in  Federal 
teserve  cotes.  For  I  do  not  believe  that  it  would  make  any  great 
ractical  difference  in  the  functioning  of  the  Federal  Reserve  System. 

Now  we  come  to  open-market  operations. 

Senator  Glass.  Before  you  start  to  discuss  open-market  operations, 
)oetor,  I  have  a  question  about  the  increased  currency  medium. 

What  is  the  existing  capacity  of  the  Federal  Reserve  banks  to 
fford  credits  in  new  issues  for  legitimate  business  transactions? 

Dr.  Sfrague.  Why.  they  can,  I  should  say,  increase  by  something 
ke  three  billions  of  dollars,  in  granting  credit  to  member  banks, 
r  in  buying  bills  or  in  buying  "governments." 

They  nave  plenty  of  funds.  And  that  is  true,  whether  the  exist- 
lg  arrangements  about  Federal  Reserve  notes  are  retained,  or  not. 

If,  however,  yon  eliminate,  or  wish  to  lessen,  the  power  of  the 
'ederal  to  grant  credit,  you  could  do  so  by  eliminating  the  provision 
Uowingthem  to  use  "governments  "  as.  cover  for  Federal  Reserve 
:>tes.  That  would  absorb  quite  a  tidy  portion  of  the  gold  certificates 
tat  the  banks  now  hold. 

Senator  Glass.  And  that  are  not  worth  more  than  the  paper  they 
•e  printed  on,  so  far  as  redemption  is  concerned. 

I  am  not  talking  about  limiting  the  powers  of  the  Federal  Reserve 
ystem  to  meet  the  requirements  of  business.  What  I  am  trying  to 
■ing  out,  for  the  record,  is  that  the  Federal  Reserve  banks  have 
nple  facilities  to  meet  all  of  the  requirements  of  legitimate  business. 
Dr.  Sprague.  Quite. 
Senator  Glass.  Is  that  not  so! 

Dr.  Spraoue.  That  is  true.  They  have  them,  with  or  without  this 
■ange  in  Federal  Reserve  notes. 

Senator  Glass.  It  may  be  a  matter  of  interest  to  the  record  here- 
'ter  to  state  that  the  authority  to  loan  on  United  States  *'  govern- 
ents ",  instead  of  on  commercial  paper,  was  granted  upon  the 
stinct  understanding  and  repeated  assertion  that  it  never  would  be 
iiized. 

Dr.  Spraout!.  Now,  going  on  to  the  matter  of  open-market  opera- 
nts: They  obviously  are  of  no  consequence  at  the- present  time  for 
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the  purpose  of  extending  credit,  for  the  reason  that  we  have  in  the- 
United  States  Treasury  a  situation  which  is  unique,  so  far  as  I  am 
aware,  in  the  history  of  governments — since  our  Treasury  has  honest— 
to-goodness  physical  cash  available  for  use  amounting  to  something — 
like  3  billion  dollars. 

The  ordinary  position  of  a  government  treasury  is  that  it  has  a_ 

moderate  working  balance,  and  is  obliged  to  go  into  the  market  and 

borrow  if  its  needs  increase  over  and  above  current  revenue. 

Our  situation  is  unique,  and  will  continue,  I  suppose,  for  a  goodaV 
many  years,  until  the  Treasury  gradually  has  transferred  to  the—- 
Federal,  in  the  form  of  gold  certificates,  the  equivalent  of  the  goloV 
which  it  now  holds. 

But  that  places  the  responsibility  for  the  conduct  of  our  affairs, 
more  largely  than  is  normally  the  ease,  with  the  Treasury  Depart- 
ment. 

Since  the  revaluation  of  the  dollar,  a  year  or  more  ago,  the  Federal 
has  been  quiescent  in  the  matter  of  open-market  operations,  the  in- 
crease in  member-bank  reserves  being  brought  about  as  a  result  of 
gold  imports  and  the  deposit  of  gold  certificates  by  the  Treasury 
with  the  Federal  Reserve  banks. 

Senator  McAdoo.  This  3-bilIion  balance,  Doctor,  in  the  Treasury, 
to  which  you  now  refer,  consists  largely  of  the  results  of  the  devalua- 
tion of  gold,  does  it  not? 

Dr.  Spraoue.  Yes;  quite. 

Senator  McAdoo.  Almost  wholly,  is  it  not? 

Dr.  Spragoe.  Almost  wholly,  two  billion  eight. 

Senator  McAdoo.  That  was  my  recollection. 

Dr.  Sphagtte.  Some  of  it  is  being  employed  in  connection  with  the 
retirement  of  the  national-bank  notes. 

Senator  Glass.  I  am  glad  that  you  did  not  make  the  mistake  of 
calling  it  profit ;  you  called  it  the  result  of  the  devaluation  and  not 
profit. 

Senator  McAdoo.  I  wished  to  be  meticulous  about  it. 

Dr.  Spragoe.  The  time  may  come  when  there  will  be  general  agree- 
ment that  expansion  has  been  such  that  restraint  may  be  desirable. 
And  with  our  existing  set-up  it  will  be  necessary,  if  restraint  is  to  be 
exercised,  that  it  be  through  close  cooperation  between  the  adminis- 
tration, the  Treasury  Department,  and  the  Federal  Reserve  System. 
I  think  that  it  k  possible  to  prevent  the  development  of  an  excessive 
business  demand  for  credit,  if  there  should  be  close  cooperation 
between  those  two  agencies— but  hardly  otherwise. 

Senator  Glass.  Do  you  know  of  any  failure  on  the  part  of  the 
banks  to  cooperate? 

Dr.  Spraoue.  I  do  not.  But  I  simply  bring  out  this  point  to  em- 
phasize the  point  that  the  open-market  changes  are  not  of  a  type, 
under  existing  circumstances,  that  possibly  could  have  any  important 
bearing  upon  the  situation. 

Senator  McAdoo.  How  about  the  future?  We  are  talking  about 
this  from  a  long-range  standpoint,  as  you  expressed  it. 

Dr.  Sprarue.  That  is  what  I  am  constantly  trying  to  emphasize: 
That  I  am  judging  this  bill  from  the  long-range  point  of  view. 

Senator  McAdoo.  From  the  long-distance  point  of  view,  do  vou 
think  that  change  is  desirable,  or  not? 
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Dr.  Spbaoue.  Now,  that  brings  us  to  the  real  heart  of  the  problem. 
All  of  these  changes — that  relating  to  the  open  market,  and  those 
relating,  I  should  say,  to  real-estate  loans,  and  the  provision  relating 
to  the  power  of  the  Federal  Reserve  Board  to  change  reserve  re- 
quirements of  member  banks — all  enormously  increase  the  power  of 
the  Federal  Reserve  Board.  There  has  been  a  decided  tendency  for 
the  power  of  the  Federal  Reserve  Board  to  be  increased — certainly 
ever  since  the  death  of  Governor  Strong.  It  is  probably  inevitable, 
and  for  this  reason :  The  major  function  of  a  central  banking  or- 
ganization is  to  influence  the  supply  and  cost  of  credit. 

Now,  11  of  the  Federal  Reserve  banks  cannot  greatly  increase  the 
cost  and  supply  of  credit.  Their  business,  in  the  main,  is  that  of 
meeting,  or  not  meeting,  the  requests  fur  accommodation,  on  the 
part  of  the  individual  member  bank. 

The  activities  of  the  Dallas  Reserve  Bank,  or  the  Minneapolis  Re- 
serve Bank,  are  not  different,  in  essence,  from  those  which  were  per- 
formed, before  the  Federal  Reserve  System  was  established,  by  cer- 
tain city  banks  with  numerous  country  correspondents — banks  like 
'iie  First  National  and  the  Continental  in  Chicago.  The  Federal 
very  likely  does  it  better ;  but  in  essence,  the  business  is  similar  in 
character. 

If  vou  are  going  to  influence  the  cost  and  supply  of  credit  through- 
out the  country,  it  can  only  be  done  through  open-market  operations; 
**nd  those  open-market  operations  must  necessarily  be  executed 
*  Imost  entirely  to  New  York. 

All  over  the  world  the  tendency  is  for  central  banks  to  make  use, 
**lore  and  more,  of  open-market  operations  in  the  execution  of  their 
policies.  Now,  this  is  the  reason  why  the  New  York  bank  has  been 
*ar  more  important  than  all  the  other  Federal  Reserve  banks  put 
together. 

One  of  the  hopes  of  some  of  the  proponents  of  the  original  Federal 
Reserve  Act  was  that  the  System  would  serve  to  decentralize  many 
things. 

Well,  it  has  not  and  cannot.  It  is  inevitable  that  there  be  a  central 
money  market  in  every  country,  the  place  where  idle  funds  go  and 
where  business  goes,  that  is  susceptible  of  contraction  or  expansion 
under  the  impact  of  changes  in  interest  rates. 

Now,  the  Federal  Reserve  Board  has  tended — and  I  think  will 
tend — to  receive  more  power  and  more  authority,  because,  apparently, 
the  people  of  this  country  are  not  willing  that  the  central  banking 
business  be  conducted  primarily  by  a  New  York  institution. 

I  think,  then,  on  the  whole,  that  it  is  probably  inevitable  that  the 
Federal  Reserve  Board  acquire  more  and  more  power  in  the  conduct  of 
the  Federal  Reserve  System. 

If  one  admits  that,  it  would  seem  to  me  to  follow  that  it  is  of  vital 
consequence  that  the  Congress  establish  a  Federal  Reserve  Board  that 
shall  have  independence  of  the  administration  in  a  large  degree — as 
large  a  degree  as  is  practicable. 

It  cannot  be  expected  that  it  shall  have  that  degree  of  independ- 
ence that  is  possessed  by  the  United  States  Supreme  Court.  The 
final  decision  must  necessarily  be  made  by  the  government  that  is  in 
authority,  on  matters  of  monetary  policy.  That  is  true  in  every 
country.    The  Bank  of  England,  for  example — which,  perhaps,  en- 
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joys  greater  independence  and  prestige  than  any  other  central  bank — 
cannot  veto  a  definite  decision  reached  by  the  British  Cabinet,  and 
supported  by  the  British  Parliament;  but  it  is  unthinkable  that  any 
important  monetary  action  could  be  taken,  in  that  country,  without 
thorough -going  consideration  of  the  matter  with  the  authorities  at 
the  Bank  of  England. 

Now  that,  we  do  not  have.  Decisions  have  been  made  in  this- 
■jounrry,  without  anything  that  you  can  style  thorough-going  dis- 
cussion of  the  proposal  or  the  policy  with  either  the  Federal  Reserves 
Board  or  with  governors  of  the  Federal  Reserve  banks.  And  that^ 
as  it  seems  to  me,  is  the  central  question  raised  by  this  bill. 

Senator  McAdoo.  You  speak  of  its  independence,  Doctor.  Hov 
would  you  make  it  independent  to  the  degree  that  you  have  in  mind, 
as  against  the  way  in  which  the  Board  is  now  constituted? 

Dr.  Spraoue.  In  the  first  instance,  I  would  not  include  the  Secre- 
tary of  the  Treasury  as  a  member  of  the  Board.  The  Secretary 
of  the  Treasury  will  always  be  in  position  to  exert  an  influence  and 
to  secure  cooperation  from  the  Federal  Reserve  Board. 

This  is  not  a  new  thought  of  mine;  I  have  been  urging  it  for  a 
great  many  years. 

Senator  McAdoo.  My  recollect  inn  is  that  you  were  opposed  to  the 
inclusion  of  the  Secretary  of  the  Treasury,  in  the  original  Federal 
Reserve  set-up. 

Dr.  Rpragi'e.  I  was,  sir. 

Senator  Glass.  Oh,  yes;  I  had  considerable  correspondence  with 
you  on  that  subject. 

Dr.  Spraoie.  I  do  not  know  of  any  specific  instance  in  which 
the  Treasury  influence  has  been  exerted  to  secure  action  of  a  de- 
sirable sort,  that  would  not  have  been  taken  by  the  Reserve  Board, 
of  its  own  initiative. 

I  do  know  of  a  number  of  instances  in  which  the  Treasury  in- 
fluence has  been  exerted  in  directions  which  seem  to  me  to  have  been 
shown,  by  what  happened,  to  have  been  regrettable. 

I  also  believe  that  you  can  secure  better  men,  as  members  of  the 
Board,  if  the  Secretary  of  the  Treasury  is  not  included  in  the  mem- 
bership. 

I  would  also  take  the  Comptroller's  office  out  from  the  Treasury 
Department,  and  make  the  duties  of  the  Comptroller  of  the  Cur- 
rency the  duties  of  one  designated  member  of  the  Board. 

Those  changes  would  seem  to  me  to  be  calculated  to  give  the 
Board  somewhat  of  a  more  independent  status  titan   it  now  has. 

Senator  McAdoo.  Am  I  correct  in  understanding  your  suggestion 
to  be  that  the  Comptroller  of  the  Currency,  as  such,  and  his  office,  as 
such,  should  be  taken  out  of  the  Treasury? 

Dr.  Spraoie.  Yes. 

Senator  McAdoo.  And  should  become  a  bureau — so  to  speak— or  a 
department  of  the  Federal  Reserve  Board? 

Dr.  Spraoie.  Yes. 

Senator  McAdoo.  And  the  Comptroller  to  sit  as  a  member  of  the 
Board,  in  that  capacity? 

Dr.  Spraode.  Yes;  and  in  no  sense  be  a  subordinate  of  the  Secre- 
tary of  the  Treasury. 

Senator  Glass.  As  a  matter  of  fact.  Doctor,  the  Comptroller  of  the 
Currency  is  not,  in  the  sense  that  you  indicate,  subordinate  to  the 
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Secretary  of  the  Treasury.  He  does  not  even  have  to  make  a  report 
to  the  Secretary  of  the  Treasury ;  he  is  required,  by  law,  to  make 
his  report  to  the  Congress  of  the  United  States.  And  his  term 
usually  overlaps  that  of  the  Secretary  of  the  Treasury. 

Senator  McAdoo.  As  a  matter  of  fact,  Mr.  Chairman,  if  you  will 
permit  me  to  interject  this  thought  here :  He  is  a  pure  subordinate  of 
the  Secretary  of  the  Treasury  because  no  Comptroller  of  the  Cur- 
rency can  hold  his  office  against  the  wish  of  the  Secretary  of  the 
Treasury  and  the  President  of  the  United  States. 

Senator  Glass.  Neither  can  any  member  of  the  Federal  Reserve 
Board. 

Senator  McAdoo.  I  think  that  the  Comptroller  of  the  Currency  is 
perhaps  more  subordinate  to  them. 

Senator  Glass.  I  think  that  the  present  Comptroller  of  the  Cur- 
rency has  been  less  subject  to  that  domination. 

Senator  McAdoo.  I  think  that  is.  true.    We  are  not  speaking  of  it 

from  the  viewpoint  of  domination,  but  from  the  aspect  of  influence. 

Senator  Glass.  You  are  a  little  more  diplomatic  than  I  am. 

Dr.  Spragtte.  I  am  not  thinking  of  it  with  respect  to  its  effect  on 

the  Comptroller,  but  with  regard  to  the  influence  on  the  public: 

That  we  need  to  establish  a  board  that  has  such  prestige  and  status 

'bat  it  will  be  regarded  by  the  public,  as  the  appropriate  agency 

with  which  the  administration  will  consult,  in  taking  any  important 

Monetary  action. 

And  that,  it  seems  to  me,  would  be  somewhat  improved  if  the 
bx^ard  ceased  to  have  any  direct  relations  with  the  Treasury  Depart- 
^k^nt. 

Senator  Glass.  Doctor,  for  the  last  half  hour,  you  have  proceeded 
14  Jion  the  theory  that  the  Federal  Reserve  System  is  a  central  banking 
^i^stem,  and  that  the  New  York  Federal  Reserve  Bank  is  the  whole 
"friing. 

If  we  must  have  a  central  bank,  to  be  owned  by  the  Government 
^•*id  managed  by  the  Government,  that  is  one  thing;  I  can  readily 
*-*  nderstand  how  one  might  advocate  that.  Many  persons  regarded 
*s  experts  in  the  banking  business,  have  advocated  that. 

But  why  should  we  have  a  central  bank,  not  managed  by  bankers, 
**i  which  the  Government  owns  not  a  dollar  of  proprietary  interest, 
^nd  assumes  no  single  dollar  of  responsibility,  but  is  managed  by 
^■fce  Government? 

Dr.  Spkaods.  Well,  it  does  not  seem  to  me  that  that  is  in  the  essence 
^>f  the  problem. 

Senator  Glass.  That  is  the  problem  that  we  have,  right  now. 
Dr.  Spracue.  It  seems  to  me  that  the  fact  that  the  banks  provide 
*-lie  capital,  is  a  minor  factor  in  the  functioning  of  the  System. 

The  capital  is  reasonably  secure.  It  has  a  limited  dividend ;  and 
the  surplus,  practically  speaking,  is  available  for  proper  public  use, 
and  is  in  no  sense  available  to  shareholders,  on  liquidation. 

I  prefer  to  consider  it  a  type  of  institution  that  will  have  the  con- 
fidence of  the  public  and  which  may  be  expected  to  be  managed  with 
l  fair  measure  of  efficiency. 

My  first  point  is  that  even  if  no  further  powers  are  granted  the 
Federal  Reserve  Board  than  those  which  they  now  possess,  their 
power  has  increased  so  largely  since  1914  that  we  need,  even  mora 
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than  ever  before,  a  body  composed  of  independent-minded  people — 
capable  of  cooperating,  of  course,  with  the  Government — but  with  m. 
standing  with  the  public  that  will  make  their  opinions  weighty  withm. 
the  Government,  as  well  as  with  the  people  outside. 

Now  I  come  to  the  specific  provisions  of  the  bill  relating  to  th^s 
Board  and  to  the  Reserve  banks. 

And  in  this  connection,  I  should  like  to  call  to  your  minds  some  — 
thing  that  was  said  by  the  President  in  his  fireside  chat  last  Sun  — 
day — to  the  effect  that  it  was  very  difficult  for  people  stationed  irrm. 
Washington  to  sense  public  opinion  and  really  to  know  what  was 
going  on  all  over  the  country. 

Well,  that  is  a  difficulty  that  is  bound  to  present  itself  if  we  place 
more  and  more  power  with  the  Federal  Reserve  Board  situated  her* 
in  Washington.  It  would  be  different  if  the  capital  of  this  country 
were  in  New  York. 

We  do  need  a  very  close  relationship  between  the  Federal  Reserve 
banks  and  the  Federal  Reserve  Board ;  and  in  the  Federal  Reserve 
banks  we  need  competence  and  also  status,  lest  the  management  of 
the  Federal  Reserve  banks  become  nothing  more  than  branch 
managers.  For  in  that  event  you  will  not  secure  the  same  quality  of 
person  as  those  who  have  been  secured  in  the  past  in  the  service  of 
numbers  of  the  Federal  Reserve  banks. 

It  is  from  that  viewpoint  that  I  think  the  change  proposed  about 
the  governor  and  chairman  of  the  respective  Federal  Reserve  banks 
should  be  considered:  Will  the  governor,  under  the  new  proposal, 
have  a  sufficiently  independent  status  and  sufficient  authority  so  that 
you  can  attract  to  those  posts  first-rate  men  1 

jNow,  as  the  bill  was  originally  introduced,  I  should  say  that 
the  answer  was  clearly  in  the  negative,  for  it  provided  that  the  gov- 
ernor of  each  Federal  Reserve  bank  should  be  subject  to  approval, 
or  renewed  approval,  or  disapproval,  by  the  Federal  Reserve  Board 
every  year.  That  has  been  changed  in  the  draft  of  the  bill  that  is 
now  before  the  House,  and  it  now  provides  that  after  the  initial  ap- 

Eroval  of  the  governor  selected  by  the  directors  of  a  Federal  Reserve 
ank  the  board  may  not  have  a  chance  to  say  anything  definite  about 
it  for  a  period  of  8  years.  On  the  whole,  that  seems  to  me  to  be  a 
desirable  change.  Whether  that  period  should  be  lengthened  to  5 
years 

Senator  Glass.  Or  12  years. 

Dr.  Spbaoue.  Or  12  years  is,  I  think,  an  important  question  for  you 
to  consider. 

But  the  object  should  be  that  of  giving  that  post  sufficient  influence 
and  power  so  that  it  shall  be  attractive  to  first-rate  men. 

It  is  suggested  that  in  concentrating  the  powers  of  the  chairman 
with  that  of  the  Governor,  something  is  done  to  make  the  post  more 
attractive.  I  do  not  think  that  that  carries  very  far.  What  will  be 
important  is  whether  the  Governor  of  a  Reserve  bank  is  "his  own 
man ",  or  whether  he  is  completely  subordinate  to  the  Federal 
Reserve  Board. 

Now.  much  has  been  said,  in  hearings  before  the  House,  about  the 
need  of  securing  cooperation.  But  I  do  not  think  the  best  way  to 
Becitre  cooperation  is  to  have  people  constantly  under  your  control, 
as  your  docile  subordinates. 
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or  Glass.  Is  not  that  what  this  bill  provides,  for  the  gov- 
:  the  Federal  Reserve  banks! 

Prague.  That  is  what  I  fear,  as  the  bill  is  set  up;  and  as  I 
s  hearings  of  Governor  Eccles,  he  seemed  to  me  to  think  of 
t  results,  to  an  unduly  great  extent,  by  means  of  control, 
s  I  do  not  know  of  very  many  instances,  in  the  functioning 
Federal  Reserve  System,  in  which  there  has  been  an  unde- 
lack  of  cooperation.  There  have  been  some  differences  of 
;  and  people  frequently  speak  of  the  Chicago  case.  But 
'  the  Chicago  bank  participated  in  open  market  operations, 
lid  not  greatly  matter.  All  that  it  meant  was  that  the  other 
s  would  have  slightly  more  of  the  open-market  purchases  of 
iments." 

lowers  that  the  Federal  Reserve  System  has — and  the  even 
powers  that  it  will  have,  if  this  measure  is  passed — lead  me 
that  it  is  desirable  that  there  be  a  necessity  for  a  certain 
of  give  and  take,  and  meeting  of  minds,  and  cooperation, 
working,  without  friction,  is  not  nearly  so  important  as  that 
utters  of  great  moment  be  thoroughly  threshed  out,  and  that 
ious  people  doing  the  threshing  out,  shall  be  independent 
and  not  mere  subordinates. 

or  MoAdoo.  May  I  interrupt  you  there,  for  an  observation! 
understand  your  testimony  thus  far.  vou  believe  that  greater 
hould  be  concentrated  in  the  Federal  Reserve  Board,  but  that 
d  be  free,  as  much  as  possible,  from  governmental  interfer- 
nd  from  the  exercise  by  the  Government  itself  of  any  power- 
lence  on  the  Board. 

iPBAGUE.  That  is  not  my  view  at  all,  I  would  say:  Do  not 
i  Reserve  Board  more  power  unless  you  can  make  certain 
sill  possess  greater  independence  than  in  the  past. 
or  McAdoo.  Now,  conceding  that  that  power  is  given  to  the 
do  you  not  necessarily  make  the  governors  of  the  various 
lbordinate  to  the  Board  and  really  subject  to  the  compulsion 
ioard  in  carrying  out  the  policies  which  may  be  determined 
ise* 

.piiau.uk.  In  the  final  show-down ;  yes.  But  there  is  a  great 
difference  between  dealing  with  a  person  who  is  your  subor- 
snd  whom  you  may  fire  tomorrow  morning,  if  you  are  so 
,  as  contrasted  with  people  whose  opinions  you  must  respect, 
o  will  be  there  even  though  you  have  overruled  them  on  an 
nt  matter. 

or  McAdoo.  Suppose  you  fix  the  time  as  3  years:  He  has  a 
f  Damocles  hanging  over  his  head. 

pbaode.  That  is  why  I  think  a  longer  period  of  time  iB  desir- 
d  why  I  say — quite  categorically — that  no  evidence  has  been 
:ed,  so  far  as  I  know,  to  show  that  the  system  has  functioned 
i  important  matters,  because  it  is  somewhat  cumbersome,  and 
of  a  lack  of  cooperation. 

or  McAdoo.  Is  not  that  statement  of  yours  a  negation  of 
ju  are  advocating  in  the  way  of  extending  powers  to  the 

Prague.  I  extend  the  powers,  partly  because  the  public  seems 
ind  itj  and  because — as  I  said  before — the  Board  here  in 
gton,  in  a  bit  of  a  backwater  in  respect  to  the  details  -ami 
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the  atmosphere  and  how  things  may  be  developing  around  the  coun- 
try, except  as  you  get  them  from  statistics  and  from  people  who 
come  in. 

Senator  Glass.  How  do  you  arrive  at  the  conclusion  that  the  pub' 
lie  is  advocating  it?  The  whole  press  of  the  country  has  been 
against  it. 

Dr.  Spbaoue.  Yes. 

Senator  McAdoo.  That  would  make  the  public  for  it  I 

Senator  Glass.  Probably  so. 

Not  only  that,  but  65  of  the  outstanding  economists  of  the  country — 
signed  a  protest  against  it.     If  my  correspondence  is  any  index  at- 
all,  thousands  of  bankers  are  against  it. 

Senator  McAdoo.  They  were  against  the  original  Federal  Reserves- 
Act 

Senator  Glass.  So  I  am  rather  unable  to  see  how  you  determine 
that  the  public  is  in  favor  of  it. 

Dr.  Spbaode.  Well,  because  of  the  successive  changes  in  the  act, 
made  from  time  to  time,  which  have  tended  to  give  more  power  to 
the  Reserve  Board. 

I  do  not  think  that  this  measure  is  urgent,  but  I  am  inclined  to 
think  that,  owing  to  the  status  of  the  New  York  hank  as  the  operat- 
ing factor  in  the  system,  it  is  likely  to  come  about  that  more  power 
will  be  given  to  the  Board,  sooner  or  Later. 

And  I  am  trying  to  set  out — somewhat  academically,  I  fear — the 
conditions  under  which  it  seems  to  me  reasonable  that  the  Board 
have  more  power,  if  it  is  concluded  that  a  change  in  the  system 
is  desirable. 

Senator  Glass.  Adding  to  the  difficulty  pointed  out  by  the  Senator 
from  California,  this  bill  not  only  makes  the  Governor  of  each 
Federal  Reserve  bank  subordinate  to  the  Board  but  it  makes  the 
banks  absolutely  subordinate  to  the  Board,  in  the  matter  of  open- 
market  operations. 

Under  existing  law,  any  one  of  the  12  banks  may  decline  to  par-: 
ticipate  in  an  open-market  operation. 

Dr.  Sprague.  Yes. 

Senator  Glass.  Under  this  proposal,  they  will  be  compelled,  by  the 
Board  and  in  the  judgment  of  the  Board,  to  participate  in  any  open- 
market  operation  in  which  the  Board  wants  them  to  participate. 

Dr.  SmAeuE.  I  do  not  think  that  is  necessary,  because  I  know  of 
no  instance  in  which  the  policy  of  the  System  has  been  unfavorably 
affected  because  of  the  unwillingness  of  a  particular  bank  to  par- 
ticipate. 

As  I  recall,  the  Boston  bank  at  one  time  was  indisposed  to  buy 
either  bills  or  "governments'",  whichever  it  was.  Well,  that  was 
that.  So  some  of  the  other  banks  bought  rather  more;  it  did  not 
affect  the  situation. 

Senator  Glass.  But  let  us  assume  that  any  one  of  the  12  banks — 
the  Boston  bank,  or  the  Chicago  bank,  or  the  Kansas  City  bank — 
through  its  very  carefully  selected  board,  with  3  of  the  members 
representing  the  banks  of  the  district;  3  of  the  members  actively 
representing  the  commerce,  industry,  and  agriculture  of  the  district; 
and  3  of  the  members  annointed  by  the  Federal  Reserve  Board,  here, 
to  represent  the  Government 

Dr.  Sprague.  Yes. 
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Senator  Glass.  And  suppose  the  board  of  any  Federal  Reserve 
district  should  determine  that,  in  its  judgment,  it  would  not  be  war- 
ranted in  participating  in  an  open-market  transaction — initiated,  say, 
by  the  New  York  Federal  Reserve  Bank.  Why  should  it  be  compelled 
to  do  so? 

Dr.  Sprague.  That  is  another  case  where  I  believe  that  cooperation 
Is  what  one  should  aim  at  rather  than  absolute  control.  I  do  not 
think  it  is  necessary  for  the  functioning  of  the  System.  The  general 
policy  might  well  be  determined  by  the  Board;  but  whether  every 
one  of  the  banks  shall  come  along  I  think  might  well  be  left  to  those 
banks.  Because  if  it  is  at  all  a  reasonable  policy,  you  may  be  pretty 
certain  that  most,  if  not  all,  of  the  bunks,  in  any  given  instance,  will 
join  in  as  they  have  done  in  the  past. 

Senator  McAdoo.  Doctor,  is  it  not  conceivable,  too,  that  in  some 
particular  district  prevailing  conditions  at  the  time  may  make  it 
unwise  for  that  bank  to  participate  in  an  open-market  operation,  as 
ordered  by  the  Board  here  ? 

Dr.  Sprague.  Yes. 

Senator  McAdoo.  And  is  it  not  a  larger  mensure  of  protection  to 
the  System  and  to  the  general  purposes  for  which  it  is  designed  to 
serve,  to  allow  a  bank  so  situated  to  determine  for  itself  whether  or 
*iot  it  shall  participate? 

Dr.  Sr-BAGra.  I  think  it  is  wise  to  do  that ;  and  those  who  make  this 
proposal  ought  to  be  able  to  present  clear  and  definite  situations  in 
^Viich  the  lack  of  cooperation  has  been  a  serious  matter  in  the  func- 
tioning of  the  System. 

Senator  Glass.  In  any  event,  how  may  it  reasonably  be  conceived 
that  a  board  here  in  Washington,  may  be  better  acquainted  with  the 
requirements  of  any  given  Federal  Reserve  district,  than  the  board 
of  directors  of  the  bank  of  that  district,  who  are  in  intimate  contact 
With  all  the  business  and  banking  interests  of  the  district? 

Dr.  Sprague.  I  suppose  the  answer  would  be  made  that  these  open- 
market  operations  are  largely  handled  through  New  York,  and  that 
it  comes  up  to  the  individual  bank,  mainly  as  an  investment  propo- 
sition. 

I  should  rather  put  it  on  the  ground  that  it  is  desirable,  in  view 
of  the  size  of  this  country,  to  endure  a  little  friction,  if  you  please, 
and  shoulder  a  little  lack  of  cooperation  at  times,  in  order  to  make 
certain  that  you  are  going  to  have  competent  governors  and  directors. 

Because  if  the  Reserve  banks  become  nothing  but  the  branches  of 
the  Federal  Reserve  Board  you  will  not  get  the  same  interest  among 
directors. 

Senator  Glasb.  That  is  precisely  what  this  bill  makes. 

Dr.  Sprague.  And  that  is  why  I  think  it  is  desirable  to  modify 
the  open-market  provision,  with  reference  to  taking  out  that  "  control 
or  compel  "  feature. 

Senator  Glass.  Let  me  interpose  there :  The  existing  law  authorizes 
the  Board  to  adopt  rules  and  regulations  for  the  general  policy  »f 
open-market  operations.  And  speaking  of  the  New  York  bank: 
The  Banking  Act  of  1933  was  designed  to  strip  it  of  a  great  deal  of 
the  authority  that  it  had  assumed  without  sanction  of  law. 

Dr.  Sprague.  Yes. 
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Senator  Glass.  In  fact,  no  governor  of  a  Federal  Reserve  bank 
may  even  negotiate  with  a  foreign  bank,  without  the  express  author- 
ity of  the  Federal  Reserve  Board. 

l>r.  Speagte.  Yes. 

Senator  Glass.  You  know  perfectly  well  that,  theretofore,  the 
(governor  of  the  Federal  Reserve  bank  did  as  he  pleased,  in  such, 
matters. 

I>r.  Si'Raoi'e.  Yes. 

Senator  Glass.  And  went  ahead  and  not  only  had  conferences,  bufc- 
negotiated  contracts  and  underwrote  the  indebtedness  of  foreign, 
banks. 

l>r.  SrnAGUE.  Yes. 

Senator  Glass.  And  the  Banking  Act  of  1933  stripped  the  Federal 
Reserve  banks  of  that  authority ;  and  they  may  not  do  any  of  that 
sort  of  thing,  without  the  sanction  of  the  Federal  Reserve  Board. 

Or.  Spraoue.  Now,  there  is  one  further  feature  about  the  local 
banks,  that  I  should  like  to  mention :  It  is  proposed  to  eliminate  the 
chairman  as  a  separate  office,  entirely,  transferring  his  functions  en- 
tirely to  the  governor.  On  the  whole,  I  think  the  transfer  of  the 
functions  is  unobjectionable.  I  should  like  to  suggest,  however,  that 
instead  of  making  the  governor  the  chairman  of  the  board,  that  one 
of  the  class  C  directors  be  designated,  who,  then,  would  have  no 
routine  duties. 

1  think  it  would  be  highly  desirable  if,  in  each  one  of  the  Federal 
Reserve  districts,  a  man  were  to  be  secured  as  chairman  of  the  board, 
who  drew  no  salary  other  than  director's  fees,  but  who — occupying 
an  independent  position  and  becoming,  through  being  chairman, 
fairly  familiar  with  the  functions  and  activities  of  nis  Reserve 
l>snk — could  make  representations  to  the  administration,  to  the 
Federal  Reserve  Board,  and  to  the  appropriate  committees  in  Con- 
gress, far  more  satisfactorily  than  any  one  else  coming  from  the 
various  districts  could  be  likely  to  do. 

In  fact.  I  should  be  quite  willing  that  such  a  group  of  these  chair- 
men take  the  place  of  the  Federal  Advisory  Council,  which  is  com- 
posed mainly  of  bankers  who  do  not  have  any  very  direct  familiarity 
with  what  is  taking  place  in  their  respective  Reserve  banks. 

In  each  one  of  the  12  districts,  I  think,  you  could  find  an  outstand- 
ing person  to  occupy  the  post  of  chairman. 

Senator  Btjlkley.  Do  you  think  that  the  governor  of  a  Federal 
Reserve  bank  ought  to  be  a  resident  of  the  Federal  Reserve  district* 

Dr.  Spraout.  I  do  not  think  it  is  necessary.  In  the  case  of  Boston, 
two  governors  of  the  Board  have  become  governors  of  the  Reserve 
Bank  of  Boston — one  coming  from  Alabama  and  the  other  from 
Minnesota — with  excellent  results,  in  both  instances. 

I  do  not  think  that  it  is  desirable  that  a  sort  of  civil  service  of 
governors  be  developed,  making  the  governorship  of  Reserve  banks 
a  career,  with  the  governors  moved  about  from  one  Reserve  bank 
to  another.  However,  I  do  not  know  that  that  is  implied  in  this 
title  II. 

Senator  MoAdoo.  As  I  understand,  your  suggestion  about  the 
present  chairman  of  the  Board  and  the  Federal  Reserve  agent  who 
docs  exercise  quite  limited  functions,  and  is  more  or  less  a  clerk, 
and  has  no  authority  or  cuts  no  figure  in  the  management  of  the 
bank,  unless  he  is  a  strong  man  and,  therefore,  does  exert  the  powers 
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•which  the  law  confers  upon  him;  I  mean  that,  in  operation,  it  has 
been  just  about  what  I  described — at  least  it  was  while  I  was  Secre- 
tary of  the  Treasury.  He  is  not  a  strong  man,  as  a  rule,  and  he  does 
not  exercise  a  useful  function  to  the  extent  that  the  law  con- 
templated. 

Dr.  Spragtje.  Yes. 

Senator  McAdoo.  Now,  if  I  understand  your  suggestion,  you 
would  change  that  S 

He  now  draws  a  salary,  and  is  appointed  by  the  Federal  Reserve 
Board,  is  he  not? 

Dr.  Spraoce.  Yes. 

Senator  McAdoo.  Your  suggestion  is  that  there  be  an  independent 
chairman — one  of  the  class  C  directors,  and  therefore  a  Federal 
Reserve  Board  appointee? 

Dr.  Sfbagdg.   les. 

Senator  McAdoo.  That  he  draw  no  salary,  and  that  he  serve 
purely  for  the  honor  of  the  position,  is  that  your  idea? 

Dr.  Spraque.  Yes.  And  then  you  could  get  the  sort  of  men  who, 
for  example,  now  are  serving  as  chairmen  of  the  various  industrial 
loan  committees  in  each  district. 

Senator  Glass.  Dr.  Sprague  is  an  idealist  if  he  thinks  that  any- 
thing like  that  may  be  attained. 

In  the  first  place,  the  chairman — and  the  agent  appointed  by  the 
Federal  Reserve  Board — is  assumed,  under  the  law,  to  be  a  man  of 
capable  banking  experience,  who  is  obliged  to  know  what  is  going 
on  in  the  Federal  Reserve  bank,  because  he  has  to  pass  upon  all  the 
paper  presented  for  discount 

And  not  only  that,  but  he  is  charged  with  issuing  to  the  bank  the 
notes  that  the  bank  may  demand  and  the  credits  that  the  bank  may 
desire. 

Dr.  Speaode.  I  am  not  suggesting  that  the  existing  chairmen  are 
not  good  men.  But  they  are  salaried  men,  giving  all  of  their  time 
to  their  respective  Reserve  banks. 

If  the  duties  of  the  governor  and  the  chairman  are  merged,  then 
there  is  no  occasion  for  a  salaried  chairman.  But  I  think  it  would 
still  he  desirable  that  there  be  a  chairman  other  than  the  governor 
4n  bring  into  thd-bank  one.  of  the  more  distinguished  men  of  affairs 
in  each  district.    ■■ 

Senator  McAdoo.  Dr.  Sprague,  do  you  not  think  that  there  is  some- 
thing in  the  fact  that  the  Chairman  of  the  Board  and  the  Federal 
Reserve  agent,  who  is  the.  Government's  representative,  has  been  sub- 
ordinated, in  the  public  mind,  to  a  position  of  inferiority,  because 
we  permit  the  title  of  "  governor  "  to  be  assumed  by  the  man  who 
is  selected  by  the  board  of  directors  to  be  the  executive  officer  of  th< 
bank* 

I  have  always  felt  that  if  we  had  a  governor  of  these  banks,  then 
the  present  chairman  of  the  Board,  who  is  the  Federal  representa- 
tive, should  get  the  designation  of  "governor",  and  the  present 
Governor  of  the  bank  should  get  some  other  title,  say  President,  for 
instance,  because  if  you  call  a  man  "  governor  ,  he  sometimes 
begins  to  swell  a  little. 

Would  it  not  be  better  to  call  the  chairman  of  the  Board — equiva- 
lent to  the  executive  officer  of  the  bank — its  "  president "! 
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Then  you  would  give  him  the  dignity  that  I  think  he  should  have. 
In  the  eyes  of  the  public,  he  would  have  the  position  he  ought  to 
occupy  with  reference  to  the  bank:  In  other  words,  he  is  "carrying 
the  flap",  so  to  speak. 

Dr.  Sprague.  With  the  governor  simply  serving  in  the  fashion 
that  I  have  indicated. 

Senator  McAdoo.  Yes.  He  would  have  no  salary,  but  he  would 
have  a  title.  And  then  he  would  really  occupy  a  commanding  posi- 
tion, in  the  public  mind,  and  he  would  be  the  governor's  repre- 
sentative. 

As  it  is  now,  you  call  him  a  "  Federal  Reserve  agent,  and  chair- 
man ",  and  the  other  man  is  called  the  "governor.  And  I  think 
that  that  is  psychologically  very  bad. 

Senator  Glass.  You  will  recall,  Senator,  that  the  proponents  of 
the  act,  in  the  beginning,  had  expected  that  the  chairman— desig- 
nated by  the  Board,  here — would  be  the  chief  executive  officer  of 
the  bank.  But  we  also  authorized  the  bank,  without  designating 
any  such  officer  as  a  governor,  to  select  such  officers  as  it  thought 
were  required  to  carry  on  its  business.  And  each  bank  selected  a 
man,  and  called  him  "  Governor."  And  for  a  while,  the  governors 
of  the  12  Federal  Reserve  banks  undertook  to  usurp  the  authority 
of  the  Board,  here  in  Washington.  They  had  meetings  when  and 
where  they  pleased;  and  but  for  Governor  Harding  calling  a  halt 
on  that  sort  of  thing,  and  prohibiting  them  from  assembling  any- 
where, except  upon  authority  of  the  Board,  they  would  have  usurped 
the  authority  of  the  Board  here. 

But  the  Board  had  sat  here  for  20  years — now  going  on  21  years — 
and  permitted  that  system  to  prevail. 

Senator  McAdoo.  Governor  Harding  took  that  action  upon  my 
suggestion,  when  I  was  Secretary  of  the  Treasury;  and  I  think  it 
was  done  after  consultation  with  you,  as  I  recall. 

Senator  Glass.  Yes;  but  it  has  been  going  on  for  21  years. 
And  I  do  not  think  that  any  of  the  governors  of  the  Federal 
Reserve  banks  have  been  discredited.    If  they  have  been,  the  Board 
has  lawful  authority  to  remove  them  at  any  time.     But  it  has  never 
removed  one  yet.  that  I  know  of. 

So  why  interfere  with  a  thing  which  has  worked  satisfactorily 
for  nearly  21  years?    It  will  be  21  years  this  June. 

Dr.  Sprague.  Well,  apparently,  those  who  proposed  this  measure 
are  designing  it  to  give  the  Board,  or  to  restore  to  the  Board,  in  part, 
the  power  which  you,  Senator,  suggest  the  Board  had  originally. 
Senator  Glass.  I  did  say  so;  yes. 

Dr.  Sprague.  I  am  in  favor  of  the  maintenance  of  as  high  a  degree 
of  autonomy  in  the  existing  Federal  Reserve  banks  as  is  consistent 
with  a  reasonable  measure  of  efficiency  in  the  conduct  of  business  and 
the  determination  of  policy. 

Senator  Glass.  But  under  the  pending  bill  they  have  no  independ- 
ence whatsoever.  They  are  mere  branches  of  a  central  bank,  which 
amounts  to  a  central  bank  not  conducted  by  bankers. 

Dr.  Sprague.  I  am  prepared  to  suggest  lengthening  out  of  the  term 
of  the  Governor  to  5  years,  and  modifying  the  open-market  provision 
in  the  direction  of  not  compelling  a  member  bank  to  participate. 
Senator  Glass.  That  is  a  very  material  alteration  in  the  proposition, 
confronts  us. 
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Dr.  Sfbague.  I  attach  even  more  importance  to  this  matter  of 
giving  the  Board,  in  the  mind  of  the  public,  in  the  mind  of  the  admin- 
istration, and  in  the  mind  of  Congress,  a  high  degree  of  dignity, 
status,  and  independence. 

Senator  Glass.  Well,  Doctor,  we  are  greatly  obliged  to  you  for  com- 
ing here  and  giving  us  the  benefit  of  your  advice,  some  of  which  I 
am  altogether  disposed  to  take ;  and  other  parts  of  which  I  shall  try 
to  consider  fairly,  as  all  of  us  shall. 

As  I  have  saia,  you  are  an  idealist  and  I  am  an  extremely  practical 
man,  and  perhaps  I  cannot  reach  up  to  your  level  in  considering 
these  matters.     Do  you  care  to  say  anything  further? 

Dr.  S Prague.  Well,  I  should  like  to  conclude  my  remarks  about 
the  status  of  the  Board. 

Senator  Glass.  I  apologize  for  interrupting. 

Dr.  Spraoue.  Perhaps  I  have  said  it  already :  There  is  not  much 
use  in  giving  this  Board — or  any  other  agency — power,  unless  the 
members  of  the  Board  are  the  type  of  people  who  will  use  it.  Take 
just  one  instance.  There  is  a  provision,  in  existing  law,  which  is 
greatly  improved  in  this  bill — about  making  changes  in  the  reserve 
requirements  of  member  banks;  for  this  proposed  measure  allows 
the  Board  to  make  changes — not  uniformly  all  over  the  country — 
but  by  classes  of  banks.    That  is  a  desirable  change,  I  think. 

But  you  can  well  imagine  a  Board  that  would  be  afraid  to  exercise 
that  power;  and  it  would  be  purely  a  dead  letter. 

Senator  Glass.  But  could  you  imagine  a  Board  that  would  abuse 
it? 

Dr.  Spragoe.  I  can.  But  I  can  also  imagine  a  Board  which  would 
use  it  very  seldom — but  also  use  it  on  occasions  when  it  would  be 
highly  desirable. 

It  would  have  been  a  very  desirable  thing  in  1928. 

Senator  McAdoo.  It  did  not  exist  at  that  time. 

Dr.  Spbagttr.  No;  but  had  it  existed,  what  would  have  been  the 
result?  They  did  not  use,  in  any  effective  fashion,  the  powers  which 
they  then  had.     They  did  not  adequately  advance  the  discount  rate. 

Senator  Glass.  They  did  not  advance  it  nt  alt  for  7  successive 
weeks,  and  they  turned  down  the  New  York  board's  moves  for 
advancing  the  discount  rate.  And  yet  that  is  the  board  which  we 
propose  to  charge  with  the  entire  responsibility  and  power. 

Dr.  Sfhague.  If  the  Board  would  not  advance  the  discount  rate, 
I  cannot  imagine  it  would  jack  up  the  reserve  requirements  of 
member  banks. 

Senator  McAdoo.  You  are  getting  down  to  the  basic  difficulty: 
That  you  cannot  always  be  sure  of  the  responsibility  or  political 
independence  of  any  board,  and  therefore  you  nave  to  take  the  chance 
lhat  the  President  will  appoint  men  to  this  board  of  the  character 
and  stamina  to  execute  the  law.  Otherwise  we  should  have  to  stop 
legislating. 

Now.  have  vou  any  suggestion  to  make  whereby  we  can  secure 
men  of  the  right  stamina? 

Dr.  Sphaoub.  Well,  write  me  a  note  when  someone  is  up  for 
confirmation. 

Senator  Glass.  And  you  write  him  back  that  the  Senate,  under 
the  Constitution,  is  charged  with  just  as  much  responsibility  as  the 
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President  of  the  United  States  in  the  selection  of  these  people  and 
it  never  exercises  it. 

Dr.  Spbaqub.  But  it  is  the  most  important  board— given  all  these 
powers — next  to  the  Supreme  Court  of  the  United  States,  I  would 
say. 

(Dr.  Sprague  in  reading  over  his  testimony,  amended  his  reply  to 
the  following  effect :) 

It  is  only  in  the  event  that  it  is  possible  to  secure  a  Board  that  is 
not  subordinate  to  constant  political  control  that  I  am  prepared  to 
favor  such  changes  in  the  Federal  Reserve  Act  as  are  embodied  in 
title  II.  And  I  may  further  add  that  even  on  the  assumption  of  an 
independent  Board.  I  believe  that  title  II  goes  too  far  in  subordinat- 
ing the  reserve  banks  to  the  Board. 

Senator  M cAdoo.  After  all,  it  gets  back  to  the  matter  of  the  men 
who  occupy  public  office — and  that  applies  to  the  President,  as  well 
as  to  the  members  of  this  board  and  the  Members  of  the  House  and 
the  Senate.  Under  our  democracy,  we  take  the  chance  of  sending 
the  best  men,  and  you  have  to  take  the  results  as  they  come  out  of 
the  hopper. 

Senator  Glass.  We  have  gotten  pretty  good  results. 

Senator  McAdoo.  I  think  we  have.  The  fact  that  the  United 
States  has  endured  this  long,  is,  I  think,  a  tribute  to  the  system. 

Senator  Glass.  Well,  we  are  obliged  to  you,  Dr.  Sprague,  for  com- 
ing down  and  speaking  to  us;  and  we  wish  to  thank  you. 

(Thereupon,  at  12 :  45  p.  m.,  an  adjournment  was  taken  until  Mon- 
day, May  6,  1935,  at  10:  30  a.  m.) 
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monday,  may  6,  1935 

United  States  Senate, 

Subcommittee  of  the 
Committee  on  Banking  and  Currency, 

Washington,  D.  C. 
The  subcommittee  met,  pursuant  to  adjournment,  at  10:30  a.  m., 
in  room  301,  Senate  Office  Building,  Senator  Carter  Glass  presiding. 
.  Present:  Senators  Glass  (chairman  of  the  subcommittee) ,  Bulkley, 
Couzens,  and  Townsend. 

Senator  Glass.  Mr.  Graettinger,  will  you  please  take  the  witness 
standi 

The  legislative  committeo  of  the  American  Bankers  Association 
requested  us  to  hear  you  gentlemen  on  titles  I  and  III  of  the  bill. 
Mr.  GRArmNOER.  Yes,  sir. 

Senator  Glass.  Will  you  be  good  enough  to  give  your  name  and 
position  to  the  reporter,  and  then  proceed  to  make  any  statement 
that  you  desire. 

STATEMENT  OF  M.  A.  GRAETTINGER,  EXECUTIVE  VICE  PRESI- 
DENT ILLINOIS  BANKERS  ASSOCIATION,  CHICAGO,  ILL. 

Mr.  Graettinger.  I  shall  make  my  statement  brief,  since  the  two 
gentlemen  who  follow  me,  being  practical  bank  officers,  will  go  into 
more  detail. 

I  am  appearing  before  you  as  a  representative  of  the  American 
Bankers  Association,  as  well  as  in  my  capacity  as  executive  vice 
president  of  the  Illinois  Bankers  Association.  In  the  latter  posi- 
tion I  am  a  member  of  the  Central  States  Conference,  an  organiza- 
tion consisting  of  the  presidents,  vice,  presidents,  and  secretaries  of 
the  State  bankers'  associations  in  Arkansas.  Illinois,  Indiana,  Iowa, 
Kansas,  Michigan,  Minnesota,  Missouri,  Nebraska,  North  Dakota, 
Ohio,  Oklahoma,  South  Dakota,  and  Wisconsin.  This  conference 
some  time  ago  appointed  a  committee  on  banking  legislation,  and 
I  have  the  honor  to  serve  as  chairman,  together  with  the  president 
of  the  Missouri  Bankers  Association,  Mr.  W.  W.  Alexander,  Trenton, 
Mo. :  the  president  of  the  Minnesota  Bankers  Association,  Mr.  Dan 
J.  Fouquette,  St.  Cloud,  Minn.;  the  president  of  the  Indiana  Bankers 
Association,  Mr.  M.  J.  Kreisle,  Tell  City,  Ind. ;  and  the  executive 
manager  of  the  Michigan  Bankers  Association,  Mr.  Ray  O.  Brund- 
age,  Lansing,  Mich.  There  are  more  than  8,000  banks  located  in  the 
territory  represented  by  this  conference,-  and  this  number  is  some- 
what more  than  half  of  all  of  the  banks  in  the  United  States. 
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In  general,  these  banks  are  in  accord  with  titles  I  and  III  of  the 
bill,  which  your  honorable  committee  has  under  consideration ;  and 
we  desire  to  see  that  much  of  the  bill  represented  by  titles  I  and  III 
enacted  into  law  in  order  that  there  may  be  a  certainty  as  to  the 
statutes  under  which  the  Federal  Deposit  Insurance  Corporation 
shall  function.  We  favor  the  maximum  amount  of  insurance  on 
each  depositor's  account  being  limited  to  $5,000,  and  that  the  tem- 
porary plan  now  in  effect  become  the  permanent  plan  by  June  30; 
otherwise  the  permanent  plan  in  the  act  of  1933  will  become  opera- 
tive at  that  time. 

Senator  Glass.  You  would  like  to  see  that  done  promptly,  would 
you  not? 

Mr.  Graettinoek.  I  would. 

Senator  Glass.  In  order  that  due  notice  may  be  given  to  the 
banks? 

Mr.  GRAEmNGER.  Yes;  and  that  the  banks  may  know  that  they 
are  going  to  proceed  with  the  plan  that  is  now  practicaly  in  effect. 
We  realize  that,  in  order  that  the  Insurance  Corporation  may 
properly  carry  on  its  functions  and  be  placed  on  a  sound  basis,  it 
must  be  clothed  with  authority  to  protect  itself  against  excessive 
risks  and  have  some  discretion  as  to  extending  the  insurance  feature 
to  the  banks  now  covered  and  those  later  applying  for  coverage. 

We  agree  to  the  general  plan  of  having  each  bank  pay  an  annual 
assessment  on  its  total  deposits  to  augment  the  funds  of  the  Insur- 
ance Corporation  and  to  provide  a  reserve.  But,  considering  that 
the  earnings  of  the  banks  as  a  whole  are  now  at  a  very  low  mark 
and,  in  fact,  that  the  losses  and  charge-offs  more  than  take  up  these 
earnings,  we  believe  that  this  assessment  rate  should  be  made  as  low 
as  can  he  reasonably  done. 

The  bill  before  this  committee  provides  a  rate  of  one-twelfth  of  1 
percent  upon  total  deposits,  although  the  board  of  directors  of  the 
Insurance  Corporation  may  from  time  to  time  fix  a  lower  rate,  but 
not  below  50  percent  thereof.  In  the  bill  now  being  considered  by 
the  House,  which  was  reported  by  the  House  committee,  it  is  pro- 
vided that  this  rate  shall  be  one-eighth  of  1  percent  on  the  total 
deposits,  definite  or  mandatory. 

If  it  is  desired,  that  a  definite  rate  be  made  effective,  we  believe 
that  it  might  be  better  to  start  with  one-sixteenth  of  1  percent, 
which  would  mean  approximately  $25,000,000  a  year,  bo  that  the 
banks  in  general  would  be  able  to  conserve  their  earnings  and  con- 
tribute toward  reserves  which  will  help  them  to  take  care  of  such 
losses  as  occur,  make  the  banks  stronger  and,  consequently,  better 
insurance  risks  for  the  Corporation. 

Senator  Glass.  What  would  you  say  about  the  suggestion  to  nan 
the  assessment,  whatever  it  may  be,  stop  after  the  $500,000,000  thit 
is  required  in  the  fund,  and  automatically  resume  when  the  fund 
shall  have  been  impaired  by  25  percent? 

Mr.  Okaettin'okr.  I  should  say,  of  course,  that  there  should  be 
a  limit  as  to  the  amount  that  might  be  collected  as  a  reserve,  although 
it  may  be  that — I  do  not  imagine  it  will  happen,  but  it  is  conceiv- 
able—there might  be  a  year  when  the  fund  would  be  drawn  on  quite 
heavily,  and  it  would  take  some  time  to  bring  it  back. 
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Senator  Glass.  Wei!,  the  assessments  would  automatically  be  re- 
sumed, to  bring  it  back. 
Mr.  Graettingbr.  Yes. 

By  one  method,  they  may  be  assessed  beyond  their  ability  to  pay — 
which  would  contribute  to  their  weakness,  thus  making  them  charges 
<on  the  Corporation ;  while  th«  other  method,  by  calling  for  a  rea- 
sonable assessment,  would  be  helpful  under  present  circumstances 
and  permit  the  banks  to  build  up  their  strength  for  the  benefit  of 
the  Corporation.  While  the  experience  over  the  past  vears  might 
justify  a  higher  rate  of  assessment,  it  is  quite  conceivable  that  with 
proper  supervision  and  authority  lodged  in  and  exercised  by  the 
Federal  Deposit  Insurance  Corporation,  the  rate  suggested  may  be 
sufficient  to  carry  on  its  purposes.  No  actuarial  basis  can  be  provided 
until  an  experience  over  a  number  of  years  and  under  varying  con- 
ditions has  been  had;  and  until  then,  and  because  of  the  circum- 
stances cited,  we  feel  that  the  statutory  provisions  should  call  for 
the  rate  suggested  until  such  time  as  a  correct  assessment  basis  may 
be  determined. 

There  is  one  other  provision  in  title  I  in  the  bill  before  this  com- 
mittee with  which  the  nonmember  State  banks  are  particularly  con- 
■oerned,  and  that  is  section  23  page  37,  which  requires  all  banks 
to  become  members  of  the  Federal  Reserve  System  before  July  1, 
1937.  in  order  to  continue  as  insured  banks. 

And  on  this  point  I  wish  to  say  that  the  banks  in  the  territory 
already  referred  to,  whether  large  or  small,  national  or  State,  are 
practically  unanimous  in  asking  that  this  provision  be  eliminated 
from  the  bill.  It  would  seem  that  State  banks  having  the  qualifica- 
tions for  insurance  by  the  Insurance  Corporation  under  subpara- 
graph 2  of  section  6,  page  9  of  the  bill,  having  the  capital  require- 
ments under  the  laws  of  the  respective  states  in  which  located,  being 
acceptable  to  the  Insurance  Corporation  as  qualified  insured  banks 
and  being  under  supervision  and  authority  of  the  Insurance  Cor- 
poration as  well  as  of  the  several  State  governments,  should  not  also 
be  compelled  to  become  members  of  the  Federal  Reserve  System  and 
put  under  additional  supervisory  power  and  authority.  Banks  in 
these  States  want  to  see  the  dual  system  and  the  right  of  States 
to  charter  banks,  in  accordance  with  localized  sentiment  and  condi- 
tions, retained,  for  they  fear  that  the  effect  of  the  provision  in  the 
bill  will  be  the  possible  centralization  of  banking  to  which  com- 
pulsory membership  may  lead.  After  all,  the  management  is  the 
measure  of  success  of  any  banking  institution  or  of  any  kind  or 
form  of  banking,  and,  without  question,  there  is  just  as  efficient 
management  in  the  smaller  unit  banks  as  in  the  larger  institutions, 
which  fact  has  been  very  definitely  demonstrated  during  the  recent 
years. 

Banks  under  State  supervision  have  gone  along  year  after  vear 
serving  not  only  their  own  communities  but  the  country  as  a  w"hole 
and  are  responsible  to  a  great  extent  for  the  development  of  this 
country.  The  unit  country  bank,  whether  national  or  State,  owned 
and  officered  by  men  who  have  their  homes  in  the  community  where 
the  bank  is  located,  has  been  the  greatest  factor  in  building  up  that 
community-     It  has  prospered  with  the  people  and  suffered  with 
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them.  These  so-called  "  country  banks  "  have  gathered  together  the 
savings  of  their  communities  and  used  them  in  a  large  measure  to- 
build  up  their  home  towns  and  the  country  thereabouts.  It  has  been 
an  ideal  financial  set-up  both  for  the  banker  and  the  customer. 

True,  unit  country  banking  has  had  its  share  of  failures,  but  in 
no  greater  degree  than  was  experienced  in  metropolitan  centers, 
because  people  who  owed  the  bank  could  not  pay  their  obligations 
on  account  of  the  world-wide  economic  conditions  over  which  neither 
they  nor  the  bank  had  any  control.  All  that  is  wanted  by  the  State 
banks  is  the  opportunity  to  continue  to  be  of  service  in  their  par- 
ticular Held.  A  closer  adjustment  to  local  problems  can  be  had 
under  State  laws.  Therefore,  there  should  be  the  alternative  oppor- 
tunities that  now  exist  from  which  banking  institutions  and  local 
business  interests  may  chooBe,  so  that  they  can  function  or  conduct 
their  business  relationships  under  that  banking  code  which  best  meets 
the  conditions  of  the  times  and  of  the  place,  as  they  see  them. 

There  are  a  number  of  these  State  nonmember  banks  which  do 
not  have  sufficient  capital  to  meet  the  requirements  for  admission 
into  the  Federal  Reserve  System ;  but  in  many  instances  the  capital 
structure  is  large  enough  in  proportion  to  the  liabilities  to  adequately 
take  care  of  the  business  entrusted  to  them,  and  these  banks  could 
not  profitably  employ  or  meet  the  necessary  capitalization  increase 
which  would  be  required  for  membership.  Is  it  not  possible  that, 
with  the  changing  trend  of  economic  conditions  in  the  smaller  com- 
munities, this  situation  will  take  care  of  itself  by  the  natural  process 
of  evolution  and  adjustment,  without  the  requirement  of  compulsory 
membership,  which  appears  rather  repugnant  to  these  smaller  banks  ? 
It  is  on  behalf  of  all  of  the  banks  in  the  14  States  mentioned  for 
which  I  speak  that  we  earnestly  hope  you  will  give  favorable  con- 
sideration to  the  request  for  the  elimination  of  this  one  provision  in 
the  bill. 

As  to  title  III,  I  wish  to  say  that  we  are  in  substantial  accord  with 
the  provisions  as  printed  in  the  bill  and  ask  for  your  approval  of  the 
same. 

Senator  Towxsknd.  I  came  in  late.  What  14  States  do  you  rep- 
resent, Mr.  Graettinger? 

Mr.  Grabttingeh.  Arkansas.  Indiana,  Iowa.  Illinois.  Kansas,  Mis- 
souri, Michigan,  Minnesota,  Nebraska,  Ohio,  Oklahoma,  North  Da- 
kota, South  Dakota,  and  Wisconsin. 

Senator  Townsend.  You  feel  that  those  States  are  in  accord  with 
the  statement  which  you  have  made! 

Mr.  Gra  Eros  cot.  I  do. 

Senator  Glass.  One  critical  difficulty  that  I  may  mention,  is  that 
the  President  and  then  the  Secretary  of  the  Treasury.  Mr.  Woodin, 
agreed  to  the  insurance  of  the  deposit  provisions  of  the  bill,  only 
upon  representations  that  it  would  tend  to  bring  about  approximately 
a  unified  banking  system.  And  the  President  has  twice  said  to  me 
that  he  would  be  disposed  to  disapprove  any  repeal  of  that  provision. 

So  we  must  take  that  into  account,  in  considering  the  problem. 

Mr.  Grakttinoek.  I  understand.  Senator. 

Senator  Glass.  The  President  may  be  induced  to  change  his  mind. 
Such  things  have  occurred. 

Mr.  Graettinoer.  It  is  my  idea  that  with  perhaps  a  liberalization 
of  the*  requirements,  and  with  a  campaign  or  education,  on  the  part 
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of  the  Federal  Reserve  Board,  perhaps  these  banks  could  be  induced 
and  encouraged  to  go  into  the  Federal  Reserve  System. 

It  is  just  a  question  of  their  being  compelled  to  go  into  the  Federal 
Reserve  System.  And  I  think  (mat,  during  the  years,  that  may 
transpire. 

Senator  Townsend.  Do  you  have  in  mind  any  liberalization  of 
the  Federal  Reserve  that  you  think  would  be  helpful? 

Mr.  Graetttnger.  Of  course,  there  is  the  question  of  capital  re- 
quirements. In  these  smaller  communities,  there  are  many  banks 
that  have  sufficient  capital  to  carry  on  their  business.  But  it  is  not 
enough  to  enable  them  to  qualify  as  members  of  the  Federal  Reserve 
System. 

Senator  Glass.  The  Governor  of  the  Federal  Reserve  Board,  in 
his  testimony  before  the  House  committee,  was  quite  unmistakable 
in  his  advocacy  of  the  provision. 

Mr.  Graettinger.  Yes;  I  understand  that, 

Senator  Glass.  But  we  shall  be  very  glad  to  give  due  consideration 
to  the  representation  that  you  have  made. 

Mr.  Graettinger.  Thank  you. 

Nevertheless,  we  should  like  to  present  our  statement  in  regard  to 
that,  and  have  you  consider  that. 

Senator  Glass.  Oh,  yes;  you  are  not  obliged  to  agree  with  the 
Governor  of  the  Federal  Reserve  Board. 

Mr.  Graettinger.  Thank  you,  gentlemen. 

Senator  Glass.  Mr.  Allendoerfer,  we  shall  be  glad  to  hear  from 
yon.  I  recall  very  pleasantly  that  you  attempted  the  impossible 
(ask  of  giving  us  an  acceptable  definition  of  these  banking  auxiliaries 
in  1933.  We  did  not  accept  your  definition,  and  the  result  is  that 
we  have  had  a  good  deal  of  confusion  in  the  administration  of  the 
law. 

We  shall  be  very  glad  to  hear  from  you,  Mr.  Allendoerfer,  on  such 
-objects  of  the  bill  as  you  may  care  to  discuss. 

STATEMENT  OF  CARL  ALLENDOERFER,  VICE  PRESIDENT,  FIRST 
NATIONAL  BANE,  KANSAS  CITY,  MO. 

Mr.  Allendoerfer.  My  name  is  Carl  W.  Allendoerfer.  I  am  vice 
president  of  the  First  National  Bank,  at  Kansas  City,  Mo. 

I  wish  to  touch  on  titles  I  and  III,  and  to  discuss  some  things  of 
importance  and  some  that  are  not  so  important,  but  perhaps  are 
worthy  of  some  little  discussion. 

Senator  Townsend.  Are  you  confining  your  remarks  to  titles  I 
and  Hit 

Mr.  Allendoerfer.  Yes,  sir. 

Senator  Townsend.  All  right. 

Mr.  Allendoerfer.  I  have  written  what  I  have  to  say,  with  the 
idea  of  saving  the  time  of  the  committee.  In  my  memorandum,  I 
have  referred  to  certain  pages  and  lines  of  the  House  bill  5357,  which 
I  think  is  identical  with  the  Senate  bill,  of  which  I  had  no  copy. 

Senator  Townsend.  Well,  it  was  originally  identical. 

Mr.  Allendoerfer.  That  is  what  I  mean. 

Having  lived  for  many  years  in  a  State  neighbor  to  Nebraska, 
Kansas,  and  Oklahoma  where  the  guaranty  of  deposits  has  been 
tried,  I  cannot  help  having  reservations  and  even  doubts  as  to  the 
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successful  outcome  of  an  attempt  to  insure  bank  deposits.  Bid:  one 
must  readily  admit  the  actualities  of  the  case,  which  are  that  con- 
ditions practically  demanded  that  the  public  be  reassured  as  to  then- 
deposits  in  banks.  This  could  only  be  done  by  some  form  of  insur- 
ance fund. 

We  have  not  yet  had  enough  experience  with  the  temporary  fund 
on  which  to  base  the  formation  of  a  permanent  fund,  but  it  is  pos- 
sibly necessary  to  relieve  the  uncertainty  and  anxiety  of  all  banks  as 
to  their  assessments  and  make  it  possible  for  them  to  come  to  definite 
decisions  as  to  becoming  or  remaining  members.  Therefore,  some 
permanent  fund  should  be  established,  even  though  it  be  with  a 
realization  that  it  is  experimental  and  may  require  change,  as  a  result 
of  operating  history.  * 

Let  me  say  first  that  I  have  a  pet  theory  that  under  any  insurance 
principle  the  assessment  should  not  be  based  on  deposits,  but  on  the 
assets  of  the  bank  which  expose  the  fund  to  risk;  that  is,  loans, 
investments,  real  estate,  and  so  forth;  and  secondly,  that  assessments 
on  total  deposits,  instead  of  on  insured  deposits,  is  at  least  a  debat- 
able proposition.  But  I  recognize  that  legislation  should  not  be 
muddied  by  consideration  of  pet  theories,  even  though  they  might 
be  found  sound ;  and  that  if  the  Corporation  is  to  be  carried  on  at  all. 
the  base  on  which  assessments  are  levied  must  be  very  broad  or  the 
rate  will  be  so  high  as  to  put  many  banks  out  of  business.  How- 
ever, there  are  some  proposals  in  the  bill  which  may  be  susceptible' 
of  adjustment,  and  which  I  shall  mention. 

In  the  order  as  they  appear  in  the  bill  and  not  in  order  of  impor- 
tance,  may  I  refer  to  items  which  seem  to  me  worthy  of  consider- 
ation. 

Page  4,  line  9,  and  following,  gives  a  definition  as  follows: 

The  term  "  depiwlt  "  mums  the  unpaid  balance  of  money  or  Us  equivalent 
received  by  a  bank  in  tin'  usual  course  of  business  anil  for  which  II  has  given 
or  Ik  obligated  to  Rive  unconditional  credit  to  a  commercial,  checking,  savings. 
time,  or  thrift  account,    *    *    *. 

It  seems  to  me  that  this  definition  is  not  particularly  clear.  The 
reference  to  unconditional  credit  given,  or  which  the  bank  is  obli- 
gated to  give  sometimes,  does  not  specify  when  the  bank  is  obligated 
to  give  it.  It  may  be  that  those  who  drew  that  definition,  have  in 
mind  the  same  point  that  I  have;  but  it  just  is  not  clear  to  me. 

In  any  event,  I  venture  to  suggest  a  substitute.  Section  323  of 
title  III  authorizes  the  Federal  Reserve  Board  to  define  "demand 
deposits",  "time  deposits",  and  so  forth,  and  while  the  definition 
there  is  for  a  different  purpose,  it  would,  of  course,  be  well  to  attempt 
to  see  that  there  is  no  conflict  in  definitions,  ami  that  the  meaning  of 
the  words  "  deposit  "  or  "  net  deposit  ",  used  with  reference  to  one 
section,  is  not  different  from  that  when  used  in  connection  with  a 
different  section. 

However,  for  the  purposes  of  this  section,  I  should  like  to  substi- 
tute this  wording: 

Tlie  term  "deposit"  means  Ibe  credit  balance  in  any  commercial,  checking, 
uivlium,  time,  or  thrift  account  held  by  a  bank  in  the  usual  course  of  business. 
less  deposited  Items  in  process  of  collection,  and  so  forth. 

There  is  more  to  this  definition,  about  certificates  of  deposit,  and 
so  forth,  in  the  same  sentence,  and  in  which  I  am  not  suggesting  any 
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change.    It  may  be  that  that  is  what  is  meant  by  items  for  which  it 
has  given,  or  is  obligated  to  give,  unconditional  credit:  I  am  not 

My  thought  is  this:  The  unpaid  balance  on  the  books  to  the  credit 
of  a  customer  may  be  a  conditional  balance  in  whole  or  in  part,  unless 
the  amount  of  items  in  process  of  collection  is  deducted.  Items  in 
process  of  collection  do  not  represent  funds  which  could  be  employed 
to  earn  the  insurance  assessment.  Depositors  may  protect  them- 
selves, in  case  of  the  closing  of  the  bank,  by  having  payment  stopped 
on  items  in  process  of  collection.  If  the  items  are  returned  unpaid, 
thev  are  charged  back  to  the  customer's  account,  and  the  liabilities 
which  must  be  met  by  the  receiver  are  reduced  by  that  amount.  If 
the  items  are  paid,  they  provide  the  receiver  with  additions  to  the 
funds  available  when  he  took  charge. 

The  principle  of  deducting  from  ledger  balances,  items  in  process 
of  collection,  is  recognized  when  computing  reserve  requirements 
with  the  Federal  Reserve  bank.  If  the  proportion  of  uncollected 
funds  to  total  ledger  balances  were  the  same  in  all  banks,  this  would 
not  be  an  important  point,  as  the  inclusion  or  exclusion  of  these 
items  would  merely  mean  a  change  of  the  base  and,  consequently,  of 
tile  rate  of  assessment.  However,  the  proportions  are  not  the  same 
in  different  banks  or  classes  of  banks.  It  is  therefore  respectfully 
suggested  that  consideration  should  be  given  to  basing  the  assess- 
ments on  net  realized  deposits,  as  contemplated  in  computing  Federal 
Reserve  requirements,  rather  than  on  total  ledger  balances.  It  may 
be  that  that  is  what  this  means;  I  just  cannot  tell  what  is  meant  by 
the  paragraph,  as  now  drawn. 

It  may  nnt  be  convenient  to  adjust  it,  but  it  seems  to  me  that  there 
is  an  inequality  in  requiring  the  payment  of  the  assessment  levied  on 
secured  deposits.  I  recognize  that  this  is  a  subject  which  might  be 
discussed  at  very  great  length ;  but  it  seems  to  me  to  be  particularly 
apparent  that  the  trust  funds  deposited  by  a  national  bank  with  its 
own  commercial  department  and  secured  under  Federal  statute  by 
collateral  deposited  with  the  trust  department,  constitute  funds  for 
which  complete  security  already  has  been  provided  under  law,  and 
without  the  need  of  any  additional  insurance  fund  for  which  an 
insurance  premium  or  assessment  should  be  paid. 

Senator  Glass.  That  is  true  of  the  deposit  of  Federal  funds  in  a 
depository  bank. 

\fr.  Aijlenixjehfeh.  I  do  not  want  to  take  too  much  time  on  that 
point.  It  seemed  to  me  that  there  was  a  particularly  outstanding 
case  where  it  was  not  necessary  to  provide  insurance  and  to  pay 
assessments  to  take  care  of  them. 

Page  9,  line  17  and  following:  This  paragraph  reads: 

The  factors  to  be  enumerated  In  the  certificate  required  under  auhsectlon  (e) 
ami  to  be  considered  by  the  board  of  directors  under  suhsectlou  <f)  shall  be 
the  following:  The  nnundai  history  and  condition  of  the  bank,  the  adequacy 
of  lin  capital  structure,  Its  future  earnings  prospects,  the  general  character  of 
ltn  ma  mi pe mem,  the  convenience  and  needs  of  the  community  to  he  served  by 
the  bank,  and  whether  or  not  Its  corjiorate  powers  are  consistent  with  the 
pniroses  of  this  section. 

The  new  House  bill,  no.  7017,  strikes  out  several  of  these  factors. 
They  make  it  read : 
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I  believe  that  some  of  these  things  which  are  stricken  out  are 
considerations  which  the  Corporation  should  have  the  power  to  pass 
on,  before  admitting  additional  members  to  the  fund ;  and  I  befieve 
that  the  original  language  should  be  restored.  The  safety  of  the 
fund  must  be  safeguarded  by  the  fullest  care  in  the  acquisition  of 
new  risks. 

Senator  Codzens.  Then,  you  favor  the  new  language? 

Mr,  Allendozrfek.  The  old  language.  I  favor  the  original  lan- 
guage of  bill  no.  5357. 

Senator  Glass.  Which  is  also  the  language  of  the  Senate  bill; 
they  have  altered  it  in  the  House. 

Senator  Couzens.  Yes;  but  the  Senate  language  is  the  same  as 
.  the  old  language.     That  is  right 

Mr.  Allendoebfeb.  Page  10,  section  8  (h),  line  3,  rate  of  assess- 
ment. I  have  had  the  pleasure  of  reading  the  brief  prepared  for 
the  benefit  of  this  committee  by  Hon.  Leo  T.  Crowley,  chairman 
of  the  Board  of  the  Federal  Deposit  Insurance  Corporation.  Mr. 
Crowley  and  his  organization  have  done  a  superb  job  in  creating 
the  machinery  through  which  the  temporary  insurance  fund  was 
set  up  and  now  operates.  Their  statistical  department  has  made 
available  information  not  previously  compiled  with  reference  to 
many  points  relating  to  the  condition,  earnings,  expenses,  and  so 
forth,  of  banks,  members  of  the  Corporation,  and  particularly  with 
reference  to  those  banks  which  are  members  of  the  insurance  fund 
but  not  members  of  the  Federal  Reserve  Bank. 

Senator  Glass.  Is  that  altogether  true!  Have  not  the  statistics 
been  constantly  compiled  by  the  Comptroller  of  the  Currency  and 
the  Federal  Reserve  Board,  and  they  have  simply  been  made  avail- 
able now,  or  made  public,  by  the  Federal  Deposit  Insurance  Corpo- 
ration ? 

Mr.  Allendoerfeb.  Senator,  so  far  as  I  have  been  able  to  find,  the 
reports  of  the  Comptroller  and  of  the  Federal  Reserve  Board  have 
included  data  with  reference  to  member  banks  of  the  Federal  Re- 
serve System.  The  Federal  Deposit  Insurance  Corporation  now  has 
available  only  the  recent  data,  and  not  the  historical  data,  as  to  all 
of  the  banks,  members  of  the  Federal  Deposit  Insurance  Corpora- 
tion, these  being  the  former  nonmember  banks.  And  this  informa- 
tion is  quite  helpful  in  many  considerations. 

However,  even  with  their  excellent  work  in  the  matter  of  data, 
it  must  be  admitted  that  the  statistics  are  of  relatively  little  help  in 
determining  the  losses  which  may  be  expected  hereafter,  and  that  the 
total  of  future  losses  must  be  largely  a  guess.  What  these  losses  will 
actually  be,  is  very  greatly  influenced  by  further  supervision  under 
other  additional  powers  granted  by  the  Board  of  the  Federal  De- 
posit Insurance  Corporation  under  sections  of  this  bill.  No  one  can 
say  with  any  certainty  that  an  annual  assessment  of  one-sixteenth 
of  1  percent,  or  one-twelfth  of  1  percent,  or  one-eighth  of  1  percent  of 
total  deposits  is  the  amount  which  will  be  required.  Actuarial 
computations  are  dependable  only  on  the  assumption  that  facte 
which  have  prevailed  in  the  past  will  continue  in  the  future.  It 
is  not  reasonable  to  believe  that  the  facts  with  reference  to  losses, 
in  recent  years  at  least,  will  be  continued.  It  seems  to  me,  there- 
fore, that  we  should  recognize  that  whatever  rate  of  assessment  is 
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established  at  this  time  is  purely  experimental,  and  that  it  will  take 
a  number  of  years  to  determine,  with  any  degree  of  accuracy,  the 
required  income  to  the  insurance  fund.  Since  this  is  true,  we  must 
then  have  in  mind,  in  fixing  the  rate  of  assessment  for  the  immedi- 
ate future,  the  capacity  of  the  hanks  to  pay  that  assessment ;  and 
this  should  be  the  determining  factor  in  arriving  at  the  maximum 
levy.  If  it  is  placed  above  the  ability  to  earn  and  pay,  the  very 
liability  for  such  assessment  will  tend  to  reduce,  and  perhaps  impair, 
the  solvency  of  many  of  the  institutions,  themselves. 

Senator  CouzBNa  Could  we  determine  that,  with  any  degree  of 
uniformity  I 

Mr.  Allendoerfer.  No  ;  not  on  any  data  that  I  have  been  able  to 
find. 

Senator  Codzbns.  So  that,  in  fact,  you  cannot  determine,  when 
you  draft  this  bill,  whether  the  banks  are  going  to  be  able  to  afford 
this? 

Mr.  Allendorrfer.  That  is  true;  so  that  I  feel  that  it  should  be  at 
a  minimum.  I  cannot  support  my  position  by  statistics,  Senator. 
But  I  do  know  it  to  be  a  fact  that  during  the  period  since  any  statis- 
tics have  been  compiled  and  published,  the  earnings  of  banks  have 
continued  to  decline  abruptly. 

Senator  Copzens.  But  they  have  also  had  substantial  amounts  of 
money  deposits. 

Mr.  Allentoerfeh.  I  have  a  paragraph  which  I  should  like  to 
present  on  that,  if  I  may,  a  little  later  in  the  hearing. 

Senator  Coczens.  Very  well;  proceed. 

Mr.  Allexdoebfer.  What  is  the  capacity  to  pay,  as  it  appears  at 
this  time  ?  We  are  in  a  period  of  unequaled  low  earnings  for  banks. 
There  are  no  indications  of  an  improvement  in  these  earnings  for 
some  time  to  come.  The  expenses  of  banks  will  be  further  increased 
by  the  contributions  to  social-security  funds  which  will  be  called 
for  by  State  or  national  legislation  now  under  consideration,  and 
which,  I  believe,  in  some  States  is  already  enacted  into  law.  No 
saving  in  expense,  which  would  impair  proper  banking  service  to  the 
public,  in  order  that  the  insurance  assessment  can  be  paid,  should  be 
permitted. 

On  page  23  of  Mr.  Crowley's  brief  he  indicates  a  deficit  in  net 
earnings  of  all  national  banks,  reduced  to  an  annual  basis  by  com- 
puting from  the  results  of  the  6  months  ending  December  31,  1933. 
This  he  shows  to  be  $1.81  per  $100  of  total  deposits. 

The  table  on  page  112  of  the  Federal  Reserve  Bulletin  for  Feb- 
ruary 1935  would  indicate  a  still  greater  deficit  for  all  banks,  mem- 
bers of  the  Federal  Reserve  System.  I  have  not  been  able  to  find 
similar  figures  on  all  banks,  members  of  the  insurance  fund;  but  it 
is  very  doubtful  whether  the  deficit  for  all  such  banks  would  have 
been  less  than  that  just  quoted.  It  has  been  stated  by  public  officials 
that  there  are  additional  charge-offs  which  must  be  made,  represent- 
ing losses  already  recognized.  In  addition  to  this,  there  will  be  the 
inevitable  current  losses.  The  income  of  banks  has  been  reduced 
acutely  and  increasingly  since  the  period  on  which  Mr.  Crowley's 
figures  are  based.  And  in  that  situation,  when  we  add  the  addi- 
tional expenses  which  have  been  referred  to,  it  must  be  inevitable 
that  the  wisest  course  for  the  present  is  to  make  the  assessment  rate 
at  a  low  maximum  and  with  some  power  in  the  board  of  the  Fedei 
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Deposit  Insurance  Corporation  to  give  recognition  to  prevailing 
conditions  and  adjust  the  rate  below  the  maximum. 

Senator  Townsend.  Would  you  care  to  suggest  the  rate  which  you 
think  would  be  proper? 

Mr.  Allkndoerfer.  May  I  have  just  a  minute?  I  do  not  mind 
being  interrupted,  but  perhaps  that  is  better  referred  to  a  little  later. 

Senator  Townbend.  AIL  right;  proceed. 

Mr.  Allendoerfer.  Whenever  by  reason  of  experience  with  a  per- 
manent fund,  a  higher  rate  of  assessment  is  indicated  as  proper  and 


the  earnings  of  banks  have  increased  so  that  they  can  pay  more,  the 
board  of  directors  of  the  Federal  Deposit  Insurance  Corporation 
will,  without  doubt,  present  these  facts  to  Congress  and  ask  for  an 


increase  in  the  maximum.  The  original  bill  fixed  the  amount  of 
the  annual  assessment  at  such  part  of  one-twelfth  of  1  percent  as  the 
board  of  directors  of  the  Federal  Deposit  Insurance  Corporation 
should  consider  necessary.  The  new  House  bill,  no.  7617,  fixes  the 
assessment  of  one-eighth  of  1  percent,  mandatory.  Personally,  I 
believe  the  lower  of  those  two  figures  will  make  it  very  difficult  for 
many  banks;  and  I  am  in  favor  of  making  the  rate  as  low  as  one- 
sixteenth  of  1  percent,  if  it  must  be  mandatory.  Certainly,  the 
mandatory  rate  of  one-eighth  of  1  percent  is  clearly  excessive. 

Answering  your  question,  Senator  Townsend?  I  think  that  one- 
twelfth  of  1  percent,  as  the  maximum,  is  the  limit,  on  the  maximum 
side.  If  there  must  be  a  mandatory  minimum  expressed,  instead  of 
leaving  it  entirely  to  the  judgment  of  the  directors  of  the  Federal 
Deposit  Insurance  Corporation,  within  the  maximum,  I  should  say 
one-sixteenth  of  1  percent  mandatory,  and  up  to  one-twelfth  of  1 
percent  maximum,  in  the  discretion  of  the  Board. 

While  referring  to  Mr.  Crowley's  brief.  I  should  like  to  make  a 
comment  on  an  incidental  matter  which  I  believe  should  be  of  inter- 
est. Without  doubt,  Congress  had  in  mind,  when  the  Banking  Act 
of  1933  was  enacted,  that  by  a  provision  eliminating  interest  on 
demand  deposits  and  establishing  control  for  interest  to  be  paid  on 
time  deposits,  it  woidd  save  the  member  banks  an  amount  of  money 
equal  to  that  which  they  would  be  called  upon  to  pay  into  the  insur- 
ance fund.  This  provision  about  interest  was  a  very  wise  one  and 
has  been  very  helpful  to  the  banks,  particularly  in  the  months  im- 
mediately following  the  passage  of  the  bill.  I  believe  power  should 
be  given  to  the  Federal  Deposit  Insurance  Corporation  to  control 
the  interest  to  be  paid  by  the  nonmember  banks  belonging  to  the 
fund.     As  things  have  developed  since  the  Banking  Act  of  1933  was 

Sassed,  it  is  apparent  that  the  elimination  of  interest  on  demand 
eposits  and  the  reduction  of  interest  on  time  deposits  would  have 
been  absolutely  necessary  even  had  there  been  no  such  legislation. 
And  progressively  since  that  time,  rates  have,  of  necessity,  been  re- 
duced and  almost  eliminated. 

The  particular  point  which  I  wish  to  make,  however,  is  one  which 
I  think  may  have  been  overlooked  by  some,  in  the  consideration  of 
this  subject.  Banks  carry  accounts  with  other  banks — the  small 
banks  with  those  in  larger  cities,  and  those  in  turn  with  banks  in 
Reserve  and  central  Reserve  cities.  When  the  payment  of  interest 
on  demand  deposits  was  prohibited,  the  resulting  saving  to  banks 
was  not  paid  by  the  general  public  alone,  but  was  paid  in  a  very 
large  amount  by  those  banks  which  had  balances  with  the  larger 
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banks.  In  other  words,  the  showing  of  reduction  of  total  interest 
cost  does  not  refiect  the  whole  condition.  On  the  other  side  of 
the  ledger  is  a  very  large  reduction  in  the  amount  of  income  to  de- 
positing banks,  which  they  formerly  received  on  balances  main- 
tained with  their  city  correspondents. 

I  put  in  Saturday  morning  trying  to  find  data  which  I  could  give 
you,  which  would  give  a  proof  of  the  amount  of  that  I  could  not 
find  it;  perhaps  I  have  not  been  to- the  right  place. 

But  without  giving  you  an  accurate  estimate  of  the  proportion  of 
the  total  interest  paid — which  was,  in  turn,  a  loss  to  some  other 
bank — we  can  say  that  it  is  a  very  substantial  percentage  of  the 
amount  which  is  frequently  spoken  of  as  being  a  net  saving  to  the 
banking  system  as  a  whole.  And  the  incomplete  figures  which  I 
have  been  able  to  get  from  the  Federal  Reserve  bulletins  fully  jus- 
tify. I  think,  the  assertion  that  at  least  30  percent  of  the  apparent 
savings  to  banks  have  merely  meant  that  another  member  of  the 
"  family  "  did  not  get  it;  ana  therefore.,  it  was  not  a  net  saving  to 
banks,  as  a  whole. 

Senator  Glass.  It  seems  to  me  that  we  have  discussed  this  question 
solely  with  respect  to  the  lass  of  savings  to  the  banks,  themselves. 

However,  there  are  approximately  40  millions  of  depositors  in 
the  time-  and  savings-deposits  class.  Do  you  not  think  they  ought 
to  have  some  consideration?  They  are  not  primarily  investors.  A 
very  small  percentage  of  them,  if  any  at  all,  would  know  how  to  go 
on  the  stock  exchange  and  buy  a  share  of  stock — either  railroads, 
industrials,  or  any  other  description  of  stock.  They  merely  deposit 
their  savings  in  their  local  banks,  with  the  expectation  that  they 
may  draw  them  out  at  their  convenience,  when  necessary.  They  are 
not  investors. 

Now,  it  has  seemed  to  me  that  to  rather  arbitrarily  cut  the  rate  of 
interest  to  be  paid  to  these  40  million  depositors,  is  a  matter  which 
needs  to  be  carefully  considered,  in  their  interest  as  well  as  in  the 
interest  of  the  banks. 

Mr.  Allendoerfeb.  Very  well. 

It  is  in  the  interest  of  the  banks,  if  their  interest  is  protected. 
Senator.  And  certainly  the  power  of  the  Federal  Reserve  Board 
or  the  Federal  Deposit  Insurance  Corporation,  if  granted  to  regu- 
late rates  of  interest  on  time  deposits,  should  be  exercised  only  to 
the  point  of  restricting  excessive  rates,  which  lead  to  bad  banking 
practices. 

Senator  Glass.  And  it  has  not  been  exercised  either  in  the  spirit 
or  the  text  of  the  law. 

We  discussed  this  matter  in  our  subcommittee,  and  we  talked  of 
it  in  our  hearings  on  the  Banking  Act  of  1933.    And  there  was  in- 
tended to  be  a  uniform  rate  throughout  the  United  States.     We 
came  to  the  conclusion  that  there  was  no  more  reason  to  have  a  uni- 
form rate  of  interest  to  be  paid  to  depositors  than  there  was  to 
have  a  uniform  rate  of  discount  throughout  the  United  States. 
Mr.  Allendoebfeh.  I  think  that  is  perfectly  true. 
Senator  Glass.  And  I  have  not  departed  from  that  conclusion. 
Mr.  Allendoekfer.  My  expression  here,  as  used  in  my  memoran- 
dum and  in  my  oral  testimony,  with  reference  to  giving  the  power 
to  the  Directors  of  the  Federal  Deposit  Insurance  Corporation,  to 
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fix  maximum  rates  of  interest  on  time  deposits,  is  only  with  the 
thought  that  that  is  a  very  important  control  over  bad  banking:  in 
paying  excessive  rates  of  interest  in  order  to  have  funds  to  use  is  not 
the  best  way  for  investment  by  the  bank. 

Page  10,  line  24:  A  date  to  determine  the  deposits  upon  which 
assessment  is  computed.  The  present  act  creating  a  permanent 
fund,  and  the  bills  introduced  in  the  Senate  and  House,  set  particu- 
lar days  which  are  to  be  used  as  a  measuring  stick  of  the  deposit 
liability  of  the  bank  on  which  its  assessments  are  to  be  based.  It 
seems  to  me  clear  that  any  predetermined  date  for  this  purpose  is 
a  serious  mistake.  It  will  either  result  in  very  great  inequality  bj 
the  dates  being  set,  as  they  were  set,  at  periods  when  certain  banks 
will  have  large  amounts  of  temporary  deposits  placed  with  them 
to  meet  dividend  payments,  payment  of  coupons,  and  so  forth,  or 
even  if  there  is  no  attempt  made  by  the  banks  themselves  to  control 
their  deposits  as  of  date  of  assessment,  inequality  will  result  by  rea- 
son of  natural  fluctuations  making  these  days  far  from  the  proper 
average  deposits  of  particular  banks.  And  I  he  invitation  is  there 
to  all  banks  to  attempt  to  control  their  deposits  on  those  assessment 
dates  known  in  advance. 

Senator  Glass.  Just  as  there  is  a  great  temptation  for  the  indi- 
vidual depositors,  in  States  where  a  tax  is  levied  against  deposits, 
to  check  out  on  the  day  before  the  date,  and  to  redeposit  on  the  day 
after. 

Mr.  Axles  do erfer.  The  methods  possible  in  the  use  of  these  con- 
trols need  not  be  discussed  in  detail,  unless  some  member  of  the  com- 
mittee wishes  it.  The  new  House  bill,  no.  7617,  makes  some  changes 
in  the  date  of  assessment  by  saying  that  the  total  deposits  for  assess- 
ment purposes  shall  be  determined  as  of  the  close  of  business  on  one 
day  in  each  of  3  or  more  months  preceding  January  and  July  of 
each  year.  It  seems  to  me  that  the  ideal  arrangement  would  be  an 
average  of  the  total  deposits  shown  by  the  daily  statement  book  of 
the  bank  over  all  the  business  days  of  each  6  months'  period ;  and  I 
can  think  of  no  important  reason  why  that  method  should  not  be 
used.  It  does  not  seem  to  me  that  the  attempt  to  correct  the  matter, 
as  expressed  in  the  new  House  bill,  includes  enough  days  on  which 
the  average  is  to  established.  And  if  there  are  good  reasons  why 
the  average  shall  not  be  that  of  all  the  business  days  within  the 
period,  then  at  least  it  should  be  based  on  the  average  of  a  consider- 
able number  of  days.  The  same  error  of  establishing  a  predeter- 
mined date  occurs  in  a  minor  matter  on  page  11,  line  24.  where  the 
deposits  of  a  bank  becoming  a  new  memoer  of  the  fund  are  estab- 
lished, for  the  purpose  of  assessments,  as  being  at  the  close  of  the 
fifteenth  day  after  it  becomes  an  insured  bank — a  predetermined 
date  again. 

On  page  30,  line  12  and  following,  is  a  provision  under  which  a 
depositor  in  a  closed  bank  has  only  1  year  in  which  to  claim  his 
benefits  under  the  insurance  fund.  I  believe  this  to  be  entirely  too 
short  a  time.  The  new  House  bill  extends  this  to  18  months;  and 
it  occurs  to  me  that  it  might  be  made  24  months,  as  the  assets  of 
the  closed  bank  are  not  likely  to  be  fully  liquidated  before  that  length 
of  time,  and  therefore  those  engaged  in  the  liquidation  of  the  bank 
would  have  to  keep  their  books  open  and  might  very  properlv  give 
all  depositors  the  benefit  of  24  months  in  claiming  their  benefits. 
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On  pace  34,  line  13  and  following,  in  the  first  sentence  in  that 

aragrapn  is  a  provision  that  the  hoard  of  directors  of  the  Federal 
deposit  Insurance  Corporation  shall  gather  information  and  data 
and  make  investigations  and  reports  upon  "the  organization,  opera- 
tion, closing,  reopening,  reorganization,  and  consolidation  of  hanks, 
hanking  practices  ana  management,  and  the  security  of  depositors 
and  adequacy  of  service  to  borrowers."  The  new  House  bill  omits 
both  this  sentence  and  the  following  sentence,  which  provides  for  a 
report  to  Congress  of  the  findings  of  the  board  of  directors  of  the 
Corporation.  It  seems  to  me  to  be  desirable  that  this  Corporation 
do  gather  information  and  data  and  make  this  available  by  the  pub- 
lishing of  a  report  thereof. 

Because,  as  we  discussed  a  moment  ago,  that  does  not  include  data 
concerning  the  banks  not  members  of  the  Federal  Reserve  System, 
■on  which  we  have  not  previously  had  consolidated  information. 

I  would  urgently  recommend  the  omission  of  the  words,  however, 
in  the  last  of  the  original  paragraph,  "  and  the  security  of  depositors 
and  adequacy  of  service  to  borrowers."  The  first  phrase  seems  en- 
tirely unnecessary,  as  it  covers  only  what  is  already  provided  for  in 
many  other  ways.  And  the  last  phrase,  "  adequacy  of  service  to 
.borrowers  ",  seems  to  promise  little  which  would  be  of  substantial 
good,  but  rather  to  call  for  inquiry  which  can  do  nothing  more  than 
make  mischief. 

Senator  Couzenh.  How  do  you  mean  "make  mischief  "i  How 
would  it  make  mischief  f 

Mr.  Allen  doerfer.  Senator,  we  have  had.  during  the  last  year, 
inquiry  of  the  adequacy  of  service  to  borrowers — these  inquiries  be- 
ing of  Federal  agencies,  that  have  made  some  reports,  frequently  of 
minor  importance.  If  any  good  has  been  accomplished  by  that  in- 
vestigation and  report,  I  do  not  know  what  it  is.  That  report  sim- 
ply brought  to  light  whether  or  not  banks  were  refusing  loans,  and 
that  recovery  was  being  delayed  because  of  their  attitude. 

It  was  then  thrown  open  so  that  the  R.  F.  C,  Mr.  Jones'  Corpora- 
tion, and  the  Federal  Reserve  banks,  themselves,  could  loan  to  bor- 
rowers who  were  not  being  taken  care  of  by  banks.  And  the  extent 
to  which  that  has  been  found  useful  is  not  a  very  great  proportion 
of  Hie  needs  of  the  borrowing  public  on  the  whole. 

Senator  Couzens.  Are  not  your  conclusions  rather  based  on  an 
unusual  economic  condition,  rather  than  on  a  permanent  law? 

Mr.  Allen doerfer.  I  do  not  want  to  seem  to  express  any  dis- 
satisfaction with  the  fact  that  it  has  been  considered,  and  that  the 
agencies  have  been  set  up  to  take  care  of  loans  which  banks  were  not 
making.     There  has  been  a  good  job  done  on  that. 

But  this  requires  that  the  Federal  Deposit  Insurance  Corporation 
•;hall  gather  information  and  data  continuously,  and  shall  publish  a 
report — make  a  report  to  Congress,  which  report  shall  be  published. 

Senator  Coozens.  But  it  does  not  mention  any  bank  or  any  par- 
ticular locality.  I  suppose  it  would  be  done  in  general  terms,  just 
as  the  report  of  the  Comptroller  of  the  Currency  is  made  in  general 
terms. 

Mr.  Aixendoerfeh.  That  would  depend  on  whether  or  not  the  Cor- 
poration felt  that  this  put  a  charge  on  them  to  make  a  report  to 
Congress  regarding  the  adequacy  of  service  to  the  public  by  banks. 
I  cannot  feel  that  that  is  important.  ■ 
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Senator  Glass.  As  a  matter  of  fact — and  I  am  asking  this  ques- 
tion because  I  take  infinite  satisfaction  in  having  once  turned  out  to 
be  a  prophet — were  not  the  legitimate  requirements  of  industry 
vastly  overestimated,  for  direct  loans) 
Mr.  Allendoerfer.  I  think  the  record  so  shows. 
Senator  Couzens.  Let  me  ask  this  question:  The  restrictions  for 
opening  up  new  banks  are  rather  strict.  And  assuming  that  there 
was  only  bank  in  a  community,  and  that  it  was  a  monopoly,  and 
autocratic,  so  that  the  people  of  that  particular  locality  had  to  go 
to  other  cities  to  get  their  loans,  because  of  the  autocracy  of  the  local 
banks,  or  the  undue  rigidity  of  their  requirements,  might  it  not  be 
well  to  have  some  information  as  to  that?  Because  I  can  conceive 
that,  under  the  proposed  law,  there  will  be  greatly  increased  re- 
strictions on  the  opening  up  of  new  banks  and  the  creating  of 
competition. 

Mr.  Alleis-doerf^r.  Senator,  I  still  think  that  there  is  nothing  but 
mischief  in  a  charge  on  the  Federal  Deposit  Insurance  Corporation 
to  investigate,  continuously  and  annually,  and  to  report  upon  the 
adequacy  of  service  of  the  banking  system — as  a  whole,  and  includ- 
ing all  members  of  the  Federal  Deposit  Insurance  Corporation — to 
borrowers. 

Senator  Couzenb.  Well,  we  do  not  have  to  decide  that  among  our- 
selves. 

Senator  Glabb.  After  all,  it  is  a  matter  of  judgment.  Some  peo- 
ple think — and  I  do  not  mean  anything  personal — that  the  judg- 
ment of  the  Bureau,  here  in  Washington,  is  vastly  superior  to  the 
judgment  of  bank  boards  in  the  various  localities  throughout  the 
country — just  as  they  think  that  when  a  dollar  is  taken  from  the 
pocket  of  the  taxpayer,  and  is  brought  here  to  Washington,  it  be- 
comes most  sanctified,  and  is  multiplied  to  several  dollars. 

Senator  Codzenb.  In  view  of  what  the  Senator  from  Virginia 
says.  I  suppose  I  shall  have  to  engage  in  some  further  controversy : 
I  think  that  the  fact  that  an  industry  was  able  to  go  out  from  its 
community,  and  get  the  loan  somewhere  else,  in  some  other  com- 
munity, would  be  almost  prima  facie  evidence  that  the  particular 
bank  refusing  the  loan  was  not  supplying  proper  credit. 

Senator  Glass.  Suppose  that  the  bank  did  not  have  the  money  to 
lend  ?    It  is  not  loaning  its  money,  but  the  money  of  its  depositors. 
Senator  Couzenb.  That  can  be  determined. 

Senator  Gi.asb.  How  can  a  bureau,  here  in  Washington,  determine 
that  better  than  the  people  in  the  particular  localities? 

Senator  CorzENH.  We  do  not  ask  them  to  determine  that.    We  ask 
them  to  bring  in  a  report  of  the  facts,  and  then  we  can  decide  it- 
However,  we  can  decide  that  among  ourselves. 
Mr.  Allen doerfer.  Shall  I  go  ahead  ? 
Page  36.  line  19  and  following,  reads: 

Bach  insnrwl  bank  *hnll  provide  such  protection  nnd  Indemnity  Rpitnst 
hurelnr.v.  fidelity,  and  other  similar  Insurable  losses  ns  the  board  of  directors 
by  regulation  may  require  adequately  to  reimburse  (he  bank  for  nuch  losses. 

The  purpose  of  the  paragraph  is  unquestionably  sound.  It  seems 
to  me  that  it  is  so  worded  that  the  directors  of  the  Corporation  have 
a  charge  upon  them  which  it  is  next  to  impossible  to  fulfill. 

The  carrying  of  insurance,  which  in  all  cases  would  adequately 
reimburse  the  bank  for  losses,  would  mean  the  carrying  of  insurance 
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on  all  cash,  all  securities  owned  by  the  bank,  all  collateral  held  by 
the  bank  to  secure  loans  made  by  it — such  insurance  being  against 
burglary  and  robbery — and  a  fidelity  bond  on  each  employee  of  the 
bank  of  such  size  as  to  unquestionably  adequately  reimburse  the  bank 
for  any  possible  defalcation,  all  of  which  would  be  so  expensive  as 
to  be  entirely  beyond  the  demands  of  good  business.  The  new  House 
bill  changes  this  sentence.  Perhaps  Ishould  read  that.  The  change 
reads  [reading]  : 


Seasons  for  the  change  of  the  word  "  fidelity  "  to  "  defalcation  " 
are  obvious.  It  is  a  grammatical  proposition  there.  My  proposal 
for  change  in  this  wording,  before  I  had  read  the  new  House  bill, 
was  as  follows  [reading] : 


I  prefer  this  to  the  language  of  the  House  bill,  because  it  puts  a 
charge  on  the  banks  themselves  to  provide  protection  without  wait- 
ing for  a  requirement  from  the  Corporation.  The  next  sentence 
gives  the  Corporation  power  to  see  that  this  is  done  if  they  do  not 
do  it  of  their  own  accord. 

With,  reference  to  title  III,  page  64,  line  25,  and  following, 
reads 

Senator  Couzens.  You  are  not  going  to  deal  with  title  II  at  all? 
Is  that  it  I 

Mr.  Allendoerfek.  No,  sir.  I  was  under  the  impression  that  it 
was  not  desired  that  those  testifying  today  should  touch  on  title  II. 

The  Chaibman.  I  would  put  it  a  little  differently  from  that.  The 
legislative  committee  of  the  American  Bankers  Association  asked 
the  chairman  to  summon  these  gentlemen  to  testify  on  titles  I  and  III. 

Mr.  Aixendperfer.  That  is  a  better  expression  of  my  under- 
standing. 

Page  64,  line  25,  and  following,  reads : 

In  estimating  the  reserve  balances  required  by  this  act,  member 'hanks  may 
deduct  from  the  amount  of  their  gross  demand  deposits  the  amounts  of  bal- 
ances due  from  other  banks  (except  Federal  Reserve  banks  and  foreign  banks). 
Including  cash  Items  with  Federal  Reserve  banks  and  other  banks  In  process 
of  collection,  checks  on  other  banks  in  the  same  place,  and  exchanges  for  clear- 
ing houses. 

The  new  House  bill  changes  the  last  clause  to  read : 
and  cash  items  In  process  of  collection  payable  Immediately  upon  presentation 
in  the   United  States,  within  the  meaning  of  these  terms  us  denned  by  the 
Federal  Reserve  Board. 

I  have  no  choice  between  the  two  expressions.  I  know  the  sub- 
ject has  been  up  before,  but  I  want  to  bring  it  up  again  with  a  sug- 
gestion that  the  deductions  from  gross  demand  deposits  should 
include  the  amount  of  United  States  currency  and  coin  on  hand  in 
the  bank.  There  is  some  measure  of  unfairness  to  banks  which  are 
not  located  in  Federal  Reserve  cities  by  reason  of  the  fact  that  they 
must  carry  an  amount  of  cash  in  their  vaults  for  their  daily  needs, 
quite  in  excess  of  the  proportion  necessarily  carried  by  banks  in 
cities  where  Federal  Reserve  banks  are  located.  Quite  aside  from 
the  point  of  unfairness,  I  know  of  no  real  reason  why  cash  in  th* 
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vault  should  not  be  qualified  as  a  deduction  fully  as  much  as  a 
check  on  a  remote  hank,  which  is  in  the  mails  for  collection. 

On  page  67,  line  3 :  This  is  part  of  a  long  paragraph  which  gives 
to  the  Federal  Reserve  Board  the  power  to  limit  by  regulation  the 
rate  of  interest  which  may  be  paid  by  member  banks  on  time  and 
savings  deposits,  and  provides  that  every  bank  whose  deposits  are 
insured  under  the  provisions  of  section  12B  of  this  act  (except 
mutual  savings  banks  and  Morris  Plan  banks  which  are  not  members 
of  the  Federal  Reserve  System)  shall  comply  with  the  provisions  of 
this  paragraph  and  the  paragraph  immediately  preceding  and  with 
the  rules  ana  regulations  prescribed  by  the  Federal  Reserve  Board. 
In  this  and  some  other  sections  of  the  bill  and  the  present  act  it  is 
exceedingly  mystifying  tome  why  mutual  savings  banks  and  Morris 
Plan  banks  are  put  on  a  different  basis  from  other  banks. 

I  do  not  argue  against  the  attempt  to  set  up  a  preferential  rate 
or  even  a  separate  permanent  insurance  fund  for  mutual  savings 
banks,  but  I  cannot  see  the  logic  of  including  Morris  Plan  banks 
in  the  Federal  Deposit  Insurance  Corporation,  and  exempting  them 
from  control  as  to  the  payment  of  interest  on  deposits.  By  the 
way,  incidentally  although  nearly  every  other  character  of  bank  is 
specifically  described  in  the  early  sections  of  title  I  giving  definitions 
of  what  is  meant  by  a  member  bank,  nonmember  bank,  and  so  forth, 
there  is  no  definition  given  of  a  "  Morris  Plan  bank."  Perhaps 
some  members  of  the  committee  will  understand  better  than  I  can, 
why  preference  should  be  given  to  corporations  of  that  character. 

Since  I  have  written  that,  I  have  searched  again  through  this  bill. 
I  may  be  wrong;  it  may  be  that  if  you  got  all  of  the  clauses  tied 
together,  the  Morris  Plan  banks  would  be  under  control  of  the 
Federal  Deposit  Insurance  Corporation  as  to  the  rate  of  interest 
to  be  paid  on  deposits  if  the  Federal  Deposit  Insurance  Corporation 
is  to  be  granted  that  power.  But  the  clauses  are  just  so  confusing 
to  me  that  I  decided  I  would  read  that  even  if  my  comment  is 
wrong,  because  this  exception  of  the  Morris  Plan  bank  business  all 
through  here,  I  just  cannot  understand. 

The  Chairman.  As  to  the  mutual  savings  banks,  we  need  not 
give  ourselves  any  concern,  because  they  en  bloc  have  declined  to 
go  into  the  Insurance  Deposit  Corporation,  with  a  few  exceptions. 

Mr.  Allendoebfer.  I  do  not  want  to  argue  the  matter  of  mutual- 
savings  banks,  but  in  these  exceptions,  they  are  spoken  of  in  the 
same  breath  all  the  way  through. 

The  Chairman.  I  was  not  arguing  the  question;  I  was  just  stating 
the  fact.    I  never  argue. 

Mr.  Allendoerfeb.  Page  67,  line  8,  and  following:  This  paragraph 
requires  member  banks  to  maintain  the  same  reserves  against  de- 
posits of  public  moneys  by  the  United  States  as  they  are  required 
by  this  section  to  maintain  against  other  deposits.  *  At  this  time 
when  all  banks  have  an  excess  of  reserves  anyway,  it  docs  not  matter 
much  whether  there  is  a  requirement  that  reserves  be  maintained  on 
Government  funds  or  not.  The  present  situation  will  not  always  be 
true.  It  does  seem  unnecessary  to  require  that  reserves  be  main- 
tained against  deposits  by  the  Government  with  member  banks 
secured  in  full  by  the  deposit  of  Government  securities  which  are 
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readily  marketable,  or  usable  as  collateral,  in  ease  it  is  necessary 
to  rely  upon  the  securities  to  restore  reserves  when  the  deposit  is 
withdrawn.  Perhaps  it  is  not  a  matter  to  make  a  serious  complaint 
about,  but  it  just  seems  to  be  an  unnecessary  and  annoying  require- 
ment which  could  be  very  well  foregone. 

On  page  68,  line  12:  This  is  to  amend  a  subsection  of  the  Federal 
Reserve  Act  dealing  with  moneys  borrowed  by  executive  officers  of 
banks  from  their  own  institutions.  I  happen  to  have  the  good  for- 
tune not  to  be  indebted  to  the  bank  with  which  I  am  connected,  nor 
have  I  ever  been  so  indebted,  and  I  speak  without  any  personal  or 
selfish  motive.  I  do  know,  however,  many  bank  officers  who  have 
been  greatly  worried  and  who  have  made  substantial  sacrifices  in 
an  attempt  to  get  their  paper  paid  by  June  16  of  this  year  as  re- 
quired in  the  present  act.  The  extension  of  the  period  during  which 
such  loans  must  be  retired  seems  to  me  to  be  a  very  wise  one  indeed^ 
and  I  hope  this  section  at  least  can  be  hurried  to  enactment  before 
the  deadline  of  June  16. 

The  subject  has  been  mentioned  by  Mr.  Graettinger,  and  I  think 
will  be  mentioned  also  by  Mr.  Andrew,  as  to  the  change  proposed 
in  the  new  House  bill  which  will  eliminate  the  requirement  that 
State  banks  become  members  of  the  Federal  Reserve  System  by  1937 
or  some  other  date,  in  order  to  become  members  or  to  remain  mem- 
bers of  the  Federal  Deposit  Insurance  Corporation.  I  do  not  wish 
to  speak  on  that  paragraph. 

Senator  Couzenb,  Why  I 

Mr.  Allendokrfeh.  It  is  20  minutes  of  12,  Senator,  and  I  believe 
you  adjourn  at  noon,  and  Mr.  Andrew  is  to  speak  on  that  subject 
following  me. 

Senator  Codze.ns.  Have  you  any  views  about  it  yourself? 

Mr.  Allehdobhfer.  No  views  that  I  would  wish  to  present  to  the 
committee.  If  you  are  interested  in  my  reasons,  I  will  say  to  you 
that  I  had  understood  all  the  while  that  they  were  obliged  to  become 
members  at  some  time  of  the  Federal  Reserve  System. 

Senator  Couzenb.  I  do  not  think  that  by  July  1,  1637,  they  wilL 

Mr.  AiiBNDOEBFER.  I  hope  not.  This  new  proposal  that  (hat 
requirement  be  eliminated  leaves  me  trying  to  think  about  whether 
I  am  in  favor  of  that,  and  I  am  confused  about  it,  aud  so  I  do  not 
want  to  say  anything  in  the  record  expressing  an  opinion  about  it. 

Senator  Couzens.  You  just  said,  "I  hope  not."  So  I  thought 
that  was  an  opinion. 

Mr.  Allendoebfeb.  By  1837,  I  said.  However,  I  mentioned  that 
because  I  do  want  to  say  that  I  believe  that  if  the  requirement  of 
membership  in  the  Federal  Reserve  System  is  retained,  then  it  is 
proper  to  favor  the  modifications  in  requirements  as  to  membership 
in  the  Federal  Reserve  System  on  capitalization  which  are  proposed 
in  this  bill  and  practically  modified  in  the  House  bill.  I  favor  the 
liberalization  of  the  capital  requirements  of  State  banks  becoming 
members  of  the  Federal  Reserve  System, 

The  Chairman.  We  are  obliged  to  you,  Mr.  Allendnerfer. 

(The  witness  withdrew  from  the  committee  table.) 
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STATEMENT  OF  L  A.  ANDREW,  FORMERLY  SUPERINTENDENT  OF 
BANKS,  STATE  OF  IOWA;  RECENTLY  PRESIDENT  OF  THE  STATE 
BANS  DIVISION  OF  THE  AMERICAN  BANKERS'  ASSOCIATION, 
DES  KOINES,  IOWA 

The  Chairman.  Mr.  Andrew,  we  will  be  glad  to  have  your  views. 

Mr.  Andrew.  Mr.  Chairman  and  members  of  the  committee,  we 
wish  to  urge,  flrEtj  the  importance  and  the  necessity  of  having  Legis- 
lation along  the  lines  of  titles  I  and  III.  I  wish  to  speak  particu- 
larly of  the  assessments  on  banks  with  regard  to  the  F.  D.  I.  C.  fund. 
The  smaller  State  banks  have  had  the  same  troubles  as  the  national 
banks  in  regard  to  earnings.  At  the  present  time  the  earnings  of 
all  banks,  both  national  and  State,  are  practically  negligible.  The 
State  bank  members  and  the  banks  not  members,  in  1934,  after 
chnrge-offs,  showed  a  deficit  in  their  undivided  profit  accounts.  In 
the  latest  report  of  national  banks  for  the  6  months  ending  December 
81,  1938,  covering  5,159  banks,  the  deficit  was  $164,988,000. 

It  might  be  well  to  bring  up  at  this  time  and  press  the  importance 
of  the  number  of  State  banks  not  members  of  the  Federal  Reserve 
System,  their  deposits,  and  the  number  of  customers  they  have. 
From  the  latest  reports  published,  it  is  revealed  that  7,683  insured 
banks  are  not  members  of  the  Federal  Reserve  System.  They  have  in- 
sured deposits  of  $3,580,000,000  and  uninsured  deposits  of  $1,363,- 
000,000.  The  ratio  of  their  insured  deposits  to  total  deposits  is  72.43. 
The  depositors  fully  insured  are  13,687,000.  Nearly  14,000,000  peo- 
ple are  doing  business  with  banks  outside  of  the  Federal  Reserve 
System  at  the  present  time.  The  ratio  of  fully  insured  deposits  in 
nonmember  banks  to  their  total  deposits  is  99.1. 

The  State  banks  not  members  of  the  Federal  Reserve  System  and 
their  14,000,000  customers  are  quite  exorcised  over  the  require- 
ment of  becoming  members  of  the  Federal  Reserve  System  by  the 
set  date.  They  feel  that  this  requirement  should  be  changed,  either 
eliminated  entirely  or  put  at  a  later  date,  say,  1940. 

I  wish  to  bring  respectfully  two  points  to  your  attention  on  this 
subject.  Those  who  have  the  best  interests  of  the  Federal  Reserve 
System  at  heart  might  think,  perhaps,  that  the  requirement  of  put- 
ting such  a  large  number  of  banks  into  the  System,  particularly 
with  changed  capital  and  other  requirements,  might  not  be  of 
advantage  to  the  Federal  Reserve  System  itself.  With  unifi- 
cation of  our  banking  system  worked  out  very  satisfactorily 
through  the  F.  D.  I.  C,  might  it  not  be  well,  with  the  great  changes 
now  being  talked  of  in  the  Federal  Reserve  System  itself,  and  prob- 
ably put  into  legislation,  to  allow  that  to  be  worked  out  for  a  rea- 
sonable time  before  forcing  nearly  8,000  banks  into  the  System  that 
are  now  out? 

The  Chairman.  Abolish  the  Federal  Reserve  System  and  turn 
them  all  over  to  the  F.  D.  I.  C? 

Mr.  Anorew.  No,  Senator.  Let  each  take  its  own  place.  The 
F.  D.  I.  C.  has  a  great  obligation  in  working  out  this  insurance  fund 
satisfactorily.  But  here  we  have  great  changes  proposed  in  the 
Federal  Reserve  System,  by  attempting  to  compel  some  8,000  more 
banks  to  join  the  Federal  Reserve  System.  A  number  of  lliese  banks, 
say  2..T10.  cannot  qualify  and  their  closing  would  create  considerable 
disturbance  in  this  country. 
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1  want  to  call  attention  particularly  to  the  kind  of  banks  they 
are.  These  are  community  banks.  Their  range  of  business  seldom 
extends  beyond  a  7-mile  limit.  They  are  thelifeblood  of  the  coiu- 
■nunitv  in  which  they  exist.  They  are  just  as  important  to  Jones- 
ville  as  the  Chase  or  the  National  City  Bank  is  to  New  York,  and 
they  have  the  same  relative  importance  to  tlie  people  in  the  com- 
munity. They  have  taken  care  of  their  communities  perhaps  better 
than  any  other  class  of  banks  in  the  country.  Although  there  was 
quite  a  mortality  among  those  banks,  the  total  failures  are  no  greater 
in  proportion  than  in  national  banks  or  even  in  Federal  Reserve 
banks. 

As  regards  the  total  of  deposits  in  the  System  and  out  of  the  Sys- 
tem, the  proposed  material  changes  as  to  the  requirements  for  ad- 
mission, particularly  as  regards  capital,  are  certainly  necessary,  pro- 
viding this  compulsion  is  carried  forward.  But  I  think  it  would  be 
well  worthy  of  consideration  at  this  time  to  question  whether  it  is 
really  necessary,  with  the  other  great  changes  going  on,  to  force  this 
large  number  of  banks,  with  only  a  small  proportion  of  the  total 
business  of  the  country,  into  what  they  consider  an  undesirable  re- 
lationship. 

The  State  banks  already  contribute  42  percent  of  the  total  assets 
of  the  Federal  Reserve  System.  They  have  done  their  full  share 
and  will  continue  to  join  the  System  because,  in  our  opinion,  any 
bank  doing  a  commercial  business  having  deposits  of  a  million  dol- 
lars should  belong  to  the  System.  As  to  the  amount  of  assessments, 
with  the  large  decrease  in  earnings  it  is  going  to  be  a  great  charge  on 
these  banks  to  stand  one-eighth  of  1  percent  annually.  With  a  Dank 
of  only  $1,000,000  of  deposits,  this  means  $1,250.  When  92  percent 
of  them  are  losing  money,  that  is  quite  a  charge.  It  makes  2\<, 
percent  of  the  average  capital  of  a  bank  of  that  size  $50,000.  We 
believe  that  a  limit  of  one  twelfth  of  1  percent  annually  would  cover 
the  situation  quite  satisfactorily;  probably  collectible  semiannually. 

We  believe  in  the  building  up  of  a  substantial  reserve  fund; 
$500,000,000  has  been  suggested — -because  it  is  very  evident  to  those 
of  us  who  have  worked  in  the  regulation  or  supervision  of  banks 
that  there  will  be  losses  and  substantial  losses  as  years  go  on:  and 
if  the  F.  D.  I.  C.  is  going  to  mean  anything,  it  must  mean  the 
prompt  payment  of  all  losses  as  they  occur. 

This  brings  up  also  the  fact  in  our  minds  that  the  F.  D.  I.  C. 
board  must  be  given  greater  powers  in  the  regulation  and  super- 
vision of  the  banks  that  are  insured.  Personally  I  am  in  favor  of 
the  examination  of  these  insured  banks  being  on  a  very  strict  basis. 

Senator  Cotjzens.  You  said  a  while  ago  that  all  banks  with  de- 
posits of  a  million  dollars  ought  to  be  members  of  the  Federal 
Reserve  System.    That  is  what  you  said,  is  it  not* 

Mr.  Andrew.  Yes. 

Senator  Cotjzens.  Would  you  approve  of  an  amendment  to  tin- 
act  requiring  that! 

Mr.  Andrew.  Yes,  sir.  I  think  it  might  be  a  very  good  solution 
of  that  question.  As  a  suggestion  only,  a  plan  might  be  worked 
oat  whereby  insured  State  banks  each  having  more  than  $1,000,000  in 
deposits  would  be  compelled  to  join  the  FeBeral  Reserve  System  as 
a  condition  of  continued  insurance  in  the  Federal  Deposit  Insurance 
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Corporation.  This  would  bring  into  the  Federal  Reserve  System 
over  900  insured  State  banks  with  total  estimated  deposits  of 
$3,126,000,000.  If  such  a  plan  should  be  followed  it  would  eliminate 
compulsory  membership  for  about  6,600  insured  State  banks  with 
total  deposits  of  approximately  $1,800,000,000.  The  importance  of 
firm  regulation  and  firm  examination  of  insured  banks  is  something 
that  cannot  be  overemphasized.  Personally,  I  believe  it  should  be 
in  large  measure  through  the  F.  D.  I.  C. 

There  are  one  or  two  other  small  points  that  I  wish  to  mention. 
Section  314,  page  59  of  S.  1715,  permits  the  payment  of  dividends 
only  after  one-tenth  of  the  net  earnings  for  the  preceeding  half  year 
has  been  put  into  surplus.  A  large  number  of  banks  declare  divi- 
dends annually,  and  by  having  only  one-tenth  of  the  net  earnings  for 
ti  months  specified  it  would  relieve  them  from  putting  aside  one- 
tenth  of  their  earnings  for  the  full  12  months  which  is  covered  by 
the  dividend.  The  wording  might  be  changed  to  cover  the  period  of 
the  dividend. 

The  provision  of  the  bill  on  page  49  in  regard  to  real  estate  does 
not  seem  sound  in  a  great  many  regards  to  those  who  have  had  ex- 
perience in  the  supervision  of  banks,  and  it  should  be  at  least 
restricted  as  regards  territory. 

I  think  that  covers  practically  the  suggestions  that  I  wished  to 
make,  particularly  as  regards  the  size  of  the  assessment  and  the 
necessity  of  the  smaller  nonmember  banks  being  protected. 

The  Chairman.  We  are  greatly  indebted  to  you  for  your  testi- 
mony, and  I  assure  you  that  we  will  give  it  consideration. 

The  committee  stands  adjourned  until  10:30  o'clock  tomorrow 
morning. 

{Whereupon,  at  12  o'clock  noon,  the  committee  adjourned  until 
tomorrow,  Tuesday,  May  7, 1935,  at  10: 30  a.  m.) 
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wednesday,  hat  8,  1935 

United  States  Senate, 
Subcommittee  of  the  Committee  on 

Banking  and  Ccbkenct, 

Wathmgton,  D.  C. 
The  subcommittee  met,  pursuant  to  adjournment  on  Monday,  May 
6,  1935,  at  10:  30  a.  m.,  in  room  301,  Senate  Office  Building,  Senator 
Robert  J.  Bulkley  presiding. 

Present:  Senators  Glass  (chairman  of  the  subcommittee),  Bulkley, 
Bankhead,  Couzens,  and  Townsend. 

Senator  Townsend.  Senator  Bulkley,  I  have  some  bankers  from 
my  State,  who  would  like  to  give  their  views  on  S.  1715,  the  banking 
bill. 

Senator  Bulkley.  Very  well;  we  shall  be  glad  to  hear  them. 
Senator  Townsend.  The  first  gentleman  who,  I  think,  desires  to 
give  his  opinion,  is  Mr.  Evans. 
Senator  Bulkley.  Very  well. 

Mr.  Evans,  will  you  please  give  your  name,  and  the  name  of  your 
connection,  to  the  reporter! 

STATEMENT  OF  ELWYN  EVANS,  REPRESENTING  THE  CLEARING 
HOUSE  BANKS,  WILMINGTON,  DEL. 

Mr.  Evans.  I  am  appearing  for  the  clearing  house  banks,  at  Wil- 
mington, Del. 

Senator  Townbend.  You  are  appearing  for  the  clearing  house 
banks  of  Delaware? 

Mr.  Evans.  The  clearing-house  banks  of  Wilmington,  Del. 

Senator  Bulkley.  Very  well ;  we  shall  be  glad  to  hear  you. 

Mr.  Evans.  My  associates,  Mr.  Ridgely  ana  Mr.  Hughes,  and  my- 
self are  appearing  at  the  request  and  on  behalf  of  a  group  of  medium- 
sized  banks  in  a  medium-sized  community,  a  group  which  has  no 
desire  to  absorb  its  rural  neighbors  and  which,  on  the  other  hand, 
does  not  desire  to  be  absorbed  by  any  metropolitan,  chain ;  a  group 
whose  vital  interests  are  against  any  greater  centralization  than  the 
irresistible  exigencies  of  our  times  require,  whether  that  centraliza- 
tion be  localized  in  New  York,  Washington,  or  any  other  place.  We 
h(nu'.st!y  believe  that  we  know  the  sentiments  of  that  group  and 
their  customers, 

My  feeling  is  that  the  attitude  of  this  group  is  typical  of  the 
attitude  of  the  great  majority  of  the  banks  of  this  country,  outside 
the   metropolitan   centers,   because   our   fundamental    interests   are 
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identical.  But  whether  or  not  this  feeling  is  justified,  you  are  in  a 
better  position  to  judge  than  I  am.  We  purport  to  speak  only  for 
ourselves. 

Without  exception,  the  severest  criticisms  which  we  hear  are 
leveled  against  those  portions  of  title  II  which  may  be  said  to  in- 
crease political  influence  over  the  Federal  Reserve  System.  In  order 
to  be  sj>ecific  I  shall  call  your  attention  to  those  portions. 

Section  201  (a)  exempts  the  governors  of  the  various  Federal  Re- 
serve banks  from  the  requirement  that  all  class  C  directors  "  shall 
have  been  for  at  least  2  vears  residents  of  the  districts  for  which 
they  are  appointed."  In  this, provision  our  group  sees  the  possibility 
of  regional  banks  being  ruled  by  emissaries  from  Washington — they 
may  be  good  emissaries  or  they  may  be  bad  emissaries — but  who,  in 
any  event,  need  not  be  sympathetic  or  even  conversant  with  the 
needs  and  problems  of  the  districts. 

Section  201  (a)  further  provides  that  the  governor  of  a  Federal 
Reserve  bank's  term  as  a  class  C  director  shall  expire  when  he  ceases 
to  be  governor,  and  that  the  governor  shall  be  chosen  annually  by  the 
board  of  directors,  subject  to  the  approval  of  the  Federal  Reserve 
Board.  It  also  provides  that  the  governor  shall  not  be  limited  to  two 
consecutive  terms  of  3  years  each,  as  in  the  case  of  the  other  directors. 
Section  203  (3)  contains  similar  provisions  with  respect  to  the  Gov- 
ernor of  the  Federal  Reserve  Board,  but  goes  even  further,  in  that  it 
provides  that  his  tenure  of  office  shall  be  until  the  further  order  of 
the  President." 

Our  group  thinks  that  these  provisions  mean  one  thing,  and  one 
thing  only — which  is  that  the  key  men  of  the  Federal  Reserve  System, 
the  men  upon  whom  the  responsibility  for  its  actual  operation  de- 
volves, would  hold  office  so  long,  but  only  so  long,  as  they  studied  to 
please  whatever  political  group  happened  to  be  in  power. 

It  means  not  only  a  dictatorship  over  our  whole  banking  and  credit 
system  but  a  dictatorship  by  influences  whose  primary  concern  is — 
and  quite  properly  so — not  banking  but  politics. 

Having  made  certain  this  political  dictatorship,  the  act  then  goes 
on  to  broaden  the  Federal  Reserve  System's  powers.  Section  206 
provides  that  "  any  Federal  Reserve  bank  may  make  advances  to  a 
member  bank  on  its  promissory  notes  secured  by  any  sound 
assets  of  such  member  hank."  We  may  be  pardoned  if  we  inquire: 
"  What  are  sound  assets.  ?  How  are  they  to  be  recognized  and  deter- 
mined ?"  Many  people,  including  bankers,  back  in  1927  and  1928 
invested  in  what  were  apparently  sound  assets,  but  which  later  turned 
out  U>  be  anything  but  sound — whence  comes  many  of  our  present 
difficulties. 

If  this  measure  is  enacted,  there  would  be  nothing  to  prevent  any 
Federal  Reserve  bank  from  accepting  any  asset  which  it  may  be  under 
pressure  to  accept — unless,  indeed,  it  be  a  stubborn  and,  I  might  add, 
highly  unpolitical  attitude  on  the  part  of  the  Federal  Reserve  officials, 
an  attitude  which  the  act  does  everything  to  discourage. 

On  the  other  hand,  how  are  we,  as  practical  bankers,  going  to 
know  positively  which  of  our  assets  are  going  to  be  accepted  without 
question  in  the  event  of  a  crisis? 

Senator  Bulkley.  How  can  you  get  away  from  the  necessity  of 
determining,  every  day.  nu  ;i  matter  of  judgment,  what  assets  are 
sound  and  what  are  not  sound? 

DigilzeoayGOOgle 


BANKING   ACT   OF    1935  JSU 

Mr.  Evans.  Then  ife  no  question  about  it ;  you  do  have  to  determine 
that. 

Senator  BuLsxax.  And  how  can  you  get  away  from  it* 

Mr.  Evans.  There  have  to  be  checks  and  balances.        i 

Senator  Bulklet.  But  it  is  still  presumed  that  they  are  going  to 
be  sound f 

Mr.  Evans.  It  is  still  presumed  that  they  are  going  to  be  sound. 
But  that  is  a  very  difficult  problem  to  determine. 

Senator  Bulkley.  Of  course. 

But  it  also  helps,  as  a  matter  of  judgment,  to  determine  it;  and  it 
has  to  be  exercised  every  day,  does  it  not ! 

Mr.  Evans.  There  is  no  question  about  that. 

But  the  trouble  with  this  hill  is  that  it  makes  too  broad  a  classifi- 
cation. Then?  ought  to  be  some  classification  of  what  assets  you  can 
accept. 

Senator  Bulkley.  A  limitation  as  to  the  purpose  for  which  the 
loan  is  made  does  not  make  the  assets  any  more  sound,  does  it ! 

Mr.  Evans.  Not  the  slightest. 

But  you  can  at  least  prescribe  by  law  certain  categories  of  assets. 

Now,  you  can  borrow  from  Federal  Reserve  banks  secured  by  Gov- 
ernment bonds.    And  that  is  all  right. 

But  there  ought  to  be  some  other  categories  prescribed  and  not 
leave  it  wholly  to  the  Federal  Reserve  Board  to  prescribe  rules  and 
regulations,  or  leave  it  to  the  judgment  of  the  officers  of  the  Federal 
Reserve  banks. 

It  is  vitally  important  for  us  to  know  whether  we  cant  classify  our 
assets  as  rediscountable  or  acceptable. 

Senator  Bdxklet.  But  under  existing  law  you  can  rediscount  a 
piece  of  paper  that  is  based  on  a  commercial  transaction! 

Mr.  Evans.  Right.     , 

Senator  Bulklet.  But  it  might  be  wholly  unsound;  and  in  that' 
case  the  bank  could  reject  it. 

Mr.  Evans.  That  is  perfectly  true. 

Senator  Bui.ki.ey.  Then  there  still  has  to  be  judgment  about 
whether  or  not  it  is  sound! 

Mr.  Evans.  Oh,  judgment  has  to  be  exercised. 

But  this  just  opens  wide  the  door  and  says,  "  any  sound  assets." 

Senator  Bulklet.  I  take  it  that  we  have  always  had  the  require- 
ment of  soundness,  and  that  soundness  is  always  a  question  of  judg- 
ment, and  as  to  which  a-  banker  may  be  wrong. 

Mr.  Evans.  There  is  no  question  about  that. 

However,  this  is  just  one  of  those  provisions  by  which  the  powers 
of  the  Federal  Reserve  System  are  widened,  without  any  correspond- 
ing limitations  put  on  them. 

Now,  there  are  other  respects  in  which  the  powers  are  widened. 
For  instance,  section  208  removes  the  safeguards  against  an  over- 
expansion  of  Federal  Reserve  nnles  which  art'  contained  in  section 
16  of  the  Federal  Reserve  Act,  and  provides  instead  that  Federal 
Reserve  notes  shall  be  secured  by  a  first  and  paramount  lien  on  all 
the  assets  of  such  hank.  It  seems  to  us  that  this  substitution  of  a 
vague  general  lien  for  a  specific  pledge  of  assets  makes  it  improbable 
that  the  size  of  the  note  issue  will  have  any  relationship  to  the  re- 
quirements of  industry  and  commerce. 
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Section  206  farther  provides  that  Federal  Reserve  notes  shall  be 
issued  and  retired  subject  to  such  rules  and  regulations  as  the  Fed- 
eral Reserve  Board  shall  prescribe,  and  shall  be  legal  tender  for  all 
purposes.  I  do  not  need  to  dwell  upon  the  limitless  possibilities  of 
this  provision  as  an  easy  and  somewhat  obscure  method  of  financing 
our  ever-mounting  budgetary  deficits.  It  is  interesting  to  note,  how- 
ever, that  even  during  the  days  of  the  inflation,  the  French  Chamber 
of  Deputies  thought  it  wise  to  impose  some  statutory  limits  upon 
the  note  issues  of  the  Bank  of  France. 

Senator  Bulbxby.  I  am  interested  in  what  you  say  about  the  Bank 
of  France. 

May  I  ask  if  you  are  suggesting  that  there  should  be  a  limitation  by 
law  as  to  the  amount  of  notes  to  be  issued  by  the  Federal  Reserve 
basks! 

Mr.  Evans.  That  is  one  device  to  prevent  overissue. 

They  provide  for  a  redemption  fund  of  5  percent.  But  the  only 
limitation  here  is  40  percent  in  gold  certificates  reserve  behind  the 
note  issue.     Every  other  limitation  is  removed. 

And  Governor  Eccles,  in  the  statement  that  he  has  put  out  with 
respect  to  this  bill,  himself  acknowledges  that  we  would  be  in  a  period 
of  dangerous  inflation  long  before  that  limitation  would  be  reached 

Then,  take  the  matter  of  power  to  vary  those  member  banks'  reserve 
requirements;  why,  the  Federal  Reserve  Board  would  say  that  every 
bank'  must  maintain  100-percent  reserves  against  all  deposits.  For 
section  209  gives  the  Federal  Reserve  Board  power  to  vary  member- 
bank  reserve  requirements  at  will;  there  is  no  limitation.  It  is  even 
possible  to  impose  the  most  drastic  requirement  upon  only  one  bank 
or  group  of  banks  as  a  purely  punitive  measure.  It  is  needless  to  say 
that  if  these  possibilities  are  availed  of  it  would  mean  the  end  of 
banking  as  we  understand  it.  Section  205  creates  a  Federal  Open 
'  Market  Committee  in  such  a  way  as  to  make  certain  that  it  will  not  be 
independent  of  political  control,  while  section  207'removes  all  restric- 
tions as  to  the  kinds  of  Government  obligations  it  can  deal  in. 

The  people  of  our  community  and  State — bankers,  business  men, 
and  everyone  else  we  know  of — who  have  taken  the  trouble  to  become 
informed  about  this  bill,  are  practically  unanimous  in  their  con- 
demnation of  these  unrestricted  and  sweeping  powers.  I  cannot 
say  whether  or  not  they  would  approve  these  if  the  element  of  politi- 
cal domination  were  removed  from  the  bill.  I  suspect  serious  doubts 
on  their  part  as  to  the  wisdom  of  granting  such  sweeping  powers  to 
any  group  of  men,  however  chosen,  without  the  most  effective  scheme 
of  checks  and  balances. 

Senator  Bulklbt.  What  is  your  suggestion  as  to  this  bill? 

Mr.  Evans.  I  have  not  worked  out  definite  suggestions;  but  it 
certainly  ought  to  be  easy  to  work  out  such  limitations. 

The  expansion  of  powers  is  the  least  objectionable  feature  of  the 
bill. 

It  seems  to  us,  however,  that  a  judicious  system  of  checks  and 
balances  ought  to  be  worked  out. 

Senator  Townsend.  Do  you  care  to  work  out  a  definite  proposal 
along  that  line  and  submit  it  later? 

Mr.  Evanb.  I  have  no  objection  to  doing  that. 

Senator  Bdxklbt.  I  think  that  we  would  be  interested  to  know 
what  you  think  of  as  an  acceptable  alternative,  inasmuch  as  yon 
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think  there  should  be  some  acceptable  increase  of  the  powers  of  the 
(federal  Reserve  Board. 

Mr.  Evans.  I  think  the  element  of  political  control  is  the  most 
vicious  element.  I  think  it  is  necessary  to  safeguard  our  banking 
system  by  a  judicious  system  of  control. 

Senator  Bulklet.  What  do  you  suggest  as  an  alternative  to  what 
von  call  "political  control"? 

Mr.  Evans.  The  diminution  of  the  provisions  to  which  I  called 
attention:  First  of  all,  the  approval  by  the  Federal  Reserve  Board 
of  the  selection  of  the  governors  of  the  banks.  I  do  not  think  that  is 
necessary;  I  think  that  is  a  key  place  where  the  political  domination 
from  the  head  of  the  system  is  brought  to  hear  on  member  banks. 

Secondly,  the  Governor  of  the  Federal  Reserve  Board  practically 
holds  office  at  the  pleasure  of  the  President.  And  Governor  Eccles 
lias  pointed  out.  in  this  memorandum,  n  verv  interesting  device  that, 
I  confess,  had  not  occurred  to  me  before:  That  the  President  of  the 
United  States,  when  he  wanted  to  remove  the  whole  Federal  Reserve 
Hoard,  could  desitmate  enrh  member,  in  turn,  as  Governor  of  the 
Federal  Reserve  Board,  and  remove  him  tomorrow. 

Governor  Eccles  says  lie  does  not  think  there  is  any  danger  of  that. 
But  the  hill  does  not  provide  that  the  member  of  the  Federal  Reserve 
Board  must  accept  the  appointment  of  Governor;  but  it  simply  save 
that  the  President  may  appoint  him — and  then,  the  next  day,  the 
President  can  remove  him. 

Now,  I  am  fully  aware  that  many  of  the  proponents  of  this  measure 
will  frankly  admit  all  of  the  features  of  title  II  to  which  we  object, 
and  justify  them  as  a  necessary  part  of  their  political  and  economic 
philosophy.  The  most  intelligent  expression  of  this  viewpoint  that 
I  have  heard  was  made  by  Governor  Eccles  in  his  Lincoln's  Birthday 
speech  to  the  Ohio  Bankers'  Association.  He  says — quoting  from  his 
sj>eech : 

There  is  no  political  or  economic  power  more  charged  with  the  general  social 
Interest  than  the  power  to  increase  or  decrease  the  supply  of  money.  If  the 
wiTerel>;n  authority  delegates  this  power  to  a  particular  croup  or  clus  In  tbo 
umimiiiilty,  aB  it  lias  done  in  large  part  In  this  country.  It  divests  Itself  of  a 
part  of  Its  effective  sovereignty.  It  is  my  personal  conviction  that  our  system  of 
broad  political  representation,  faulty  as  It  may  be,  constitutes  a  better  guarantee 
that  the  general  interest  will  he  served  than  would  control  by  a  group  of  indi- 
viduals ehitsen,  let  us  say,  entirely  by  bankers  or  business  leaders. 

Senator  Bulklet.  Do  vou  take  issue  with  that  ? 

Mr.  Evans.  I  do. 

I  realize  the  futility  of  argument  when  it  comes  to  any  man's 
broad  philosophical  viewpoint.  I  will  say,  however,  that  our  group 
does  not  believe  that  political  dictatorship  over  banking  and  credit 
is  a  good  thing  nor  does  it  believe  that  the  American  people  in  the 
long  run  will  think  it  is  a  good  thing. 

Senator  Bi-lklet.  In  your  use  of  terms,  now,  is  there  a  difference 
between  political  dictatorship  and  governmental  control? 

Mr.  Evans.  Yes;  there  is. 

Senator  Btn.Ki.EY.  Will  you  develop  that  a  little?  I  should  like 
to  make  sure  of  the  particular  sense  in  which  you  are  using  those 
words. 

Mr.  Evans.  I  should  say  that  governmental  control  is  the  control 
which  is  permanently  resident  in  Congress,    Congress  can  set  up  a 
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system  of  central  bulks,  or  a  Federal  Reserve  System,  or  whatever  it*" 
pleases,  and  can  change  it,  constantly. 

Senator  Bulkley.  There  is  no  question  in  your  mind  that  Congresses 
is  a  political  body,  itself  ? 

Mr.  Evans.  It  is;  but  it  is  constantly  representative  of  the  people—  - 

Senator  Bclkixt.  Yes. 

Mr.  Evans.  And  Congress,  I  take  it,  does  not  concern  itself  with*:  . 
the  actual  operations  of  banking,  or  even  with  the  Federal  Reserves 
System.  Congress  concerns  it-self  when  there  is  something  wrongss 
with  the  system,  and  steps  in,  and  tries  to  correct  it. 

But  political  control  is  executive  control,  wherein  the  daily  opera 

tions  of  the  banks  and  of  the  whole  system  of  open-market  opera 

tions  and  of  note  issue,  and  of  the  thousand  and  one  highly  technical 
and  complicated  movements,  are  controlled  by  political  controlled 
people,  who  can  be  removed  at  will.  • 

I  am  about  to  develop  the  theory  and  the  difference  as  to  what, 
sound  and  proper  principles  should  be  embodied  in  governmental 
organization  of  the  Federal  Reserve  System. 

Senator  Bulkley.  It  looks  to  me  as  though  you  are  developing 
the  thesis  that  congressional  control  is  apt  to  be  on  a  higher  plane 
than  Presidential  control;  and  I  am  very  much  interested  in  that, 
because  many  people  have  expressed  the  opposite  view. 

Mr.  Evans.  I  understand.  And  I  think  it  is  opposed  to  the  gen- 
eral expression  of  opinion  at  the  time. 

But  I  think  the  bankers  would  rather  have  Congress  step  in  and 
study  the  System,  when  the  Federal  Reserve  System  is  not  working 
and  then  prescribe  the  changes  to  be  made  so  that  it  shall  work, 
rather  than  to  have  the  daily  supervision  by  the  President  or  bis 
appointees. 

Now,  we  believe  in  the  fundamental  ideas  which  were  embodied  in 
the  original  Federal  Reserve  Act,  and  which  were  characterized  by 
Woodrow  Wilson  as  a  "democracy  of  credit"  We  believe  in  them 
for  the  same  reasons  that  we  believe  in  democracy  in  government. 
Conceding  that  dictatorship  may  be  more  efficient  and  more  intel- 
ligent, we  do  not  believe  that  any  system  of  human  organization  has 
yet  been  devised  which  will  insure  the  continuity  of  a  benevolent  and 
capable  dictatorship  or  guarantee  the  removal  of  a  stupid  or  corrupt 
one. 

"  Democracy  of  credit "  means,  I  take  il,  that  the  sole  considera- 
tion for  the  extension  of  credit  shall  be  the  ability  to  repay— whether 
you  look  at  it  from  the  standpoint  of  the  direct  extension  of  credit  by 
an  individual  bank,  or  the  total  volume  of  credit  extended  to  an  in- 
dustry or  to  the  country  as  a  whole.  It  has  nothing  to  do  with 
purely  personal  considerations  which  must  necessarily  be  the  life- 
blood  of  partisan  politics.  We  think  it  is  no  insult  to  either,  to  sav 
that  politics  and  banking  do  not  mix.  Their  objectives  and  methods 
are  widely  divergent.  Politics  necessarily  involves  doing  the  popular 
thing;  sound  banking  on  the  other  hand  frequently  requires  un- 
pleasant and  unpopular  refusals. 

It  has  been  said  that  the  Federal  Keserve  System  ought  always  to 
be  unpopular,  in  that  it  ought  always  to  be  counteracting,  or  at  least 
getting  ready  to  counteract,  the  economic  tendencies  of  the  moment. 
When  the  mood  is  confident,  it  is  the  duty  of  the  System  to  be 
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cautious;  when  the  mood  is  fear,  it  ought  to  be  more  daring ;  it  ought 
always  to  be  courageous. 

It  has  even  been  suggested  that  political  domination  over  banking 
may  be  as  bad  for  politics  as  it  is  for  banking.    If  the  party  in 

Eower  assumes  absolute  responsibility  for  the  management  of  the 
anting  and  credit  system  of  the  country,  it  might  also  have  to 
assume  all  the  blame  for  a  future  financial  crisis,  even  though  it  may 
be  the  result  of  irresistible  economic  forces.  It  has  been  somewhat 
facetiously  suggested  that  bankers  might  welcome  the  idea  of  the 
Government  being  the  only  scapegoat  of  the  next  depression. 

Senator  Buckley.  Is  there  any  evidence  of  that  sentiment? 

Mr.  Evans.  It  is  perhaps  a  local  one,  and  one  not  as  well  ex- 
pressed. 

But  it  is  a  dangerous  thing  for  politics,  as  well  as  for  banking,  to 
assume  full  responsibility  for  the  banking  system  and  to  assume 
daily  control  over  it. 

There  is  a  wide-spread  belief  that  the  Federal  Reserve  System's 
teal  weakness  lies  in  its  lack  of  independence  and,  to  a  certain  extent, 
in  its  lack  of  power.  It  in  always  dangerous  to  say  what  would  or 
would  not  have  happened  if  someone  in  the  past  had  done  something 
different,  but  there  is  a  strong  suspicion  abroad  that  if  the  Federal 
Reserve  authorities,  back  in  1927  and  1928,  had  been  less  afraid  of 
political  pressure  from  the  vast  public  which  was  profiting  from  the 
boom,  they  would  have  taken  the  unpopular  steps  necessary  to  check 
the  speculative  madness  which  led  to  the  collapse  of  1920. 

Senator  Bulkiet.  You  do  not  think  the  Federal  Reserve  Board 
lacked  power? 

Mr.  Evans.  Yes;  it  did  lack  power. 

Senator  Buuklbt.  In  what  respect  1 

Mr,  Evans.  It  had  plenty  of  power  at  the  time,  within  limits. 

Senator  Bulklby.  It  was  lacking  either  in  judgment  or  in  nerve? 

Mr.  Evans.  In  nerve;  in  independence. 

My  impression,  from  a  study  of  the  Federal  Reserve  reports  at  that 
time,  is  that  they  knew  pretty  much  that  there  was  a  dangerous  over- 
expansion  of  credit. 

Senator  Bulkley.  What  do  you  think  should  have  been  done? 

Mr.  Evans.  First  of  all,  the  Federal  Reserve  Board  vetoed  the 
raising  of  the  rediscount  rates  in  Chicago. 

Senator  Btjlklet.  You  do  not  think  they  should  have! 

Mr.  Evans.  I  do  not  think  they  should  have.  Whether  or  not  it 
would  have  been  effective,  no  man  can  say. 

Senator  Bclkley.  But  it  would  have  been  helpful,  in  your  judg- 
ment! 

Mr.  Evans.  Yes. 

And  furthermore,  the  Federal  Reserve  Board  vetoed  the  raising 
of  the  rediscount  rate  in  New  York — vetoed  it  10-  times.  And  it  is 
my  personal  opinion  that  that  would  h*ve  been  helpful. 

Senator  Btjlk ley.  Very  well;  proceed. 

Mr.  Evans.  We  submit  as  our  firm  conviction  that  the  future  se- 
curity of  our  banking  system,  if  not  our  whole  economic  well-being, 
lies  in  the  direction  of  greater  independence  of  our  Federal  Reserve 
authorities.  _  It  lies  in  a  judicious  broadening  of  the  powers  of  the 
system,  subject,  however,  to  carefully  worked  out  checks  ami  bal- 
ances. 
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That  is  all  I  have  to  say,  as  a  prepared  statement. 

Senator  Townsend.  Would  you  care  to  comment  on  titles  I  and 

n* 

Mr.  Evans.  I  do  .not  care  to  comment  on  those. 

Senator  Townsend.  You  confine  your  remarks  to  titles  I  and  III! 

Mr.  Evans.  I  do  not  care  to  comment,  for  the  reason  that  I  have 
not  explored  the  sentiment  j'but  on  title  II I  have  explored  the  unani- 
mous sentiment  of  every  banker  in  the  State  of  Delaware.  And  on 
titles  I  and  III  I  have  not  explored  that  sentiment,  and  would  be 
talking  purely  personally. 

Senator  Bulkley.  Assuming  that  we  would  agree  with  you  that 
the  Federal  Reserve  Board  missed  a  chance  to  save  the  situation  just 
before  the  great  .crash,  what  changes  would  you  suggest  in  the  Fed- 
eral Reserve  Board  that  would  make  it  more  likely  to  perform 
satisfactorily  in  the  future  t 

Mr.  Evans.  Take  the  Secretary  of  the  Treasury  off  and  take  the 
Comptroller  of  the  Currency  off  the  Board.  That  would  be  a  step  in 
the  right  direction. 

They  represent  the  viewpoint  of  the  administration  at  the  moment 
What  we  need  is  a  Board  of  greater  independence. 

Senator  Bulkley.  The  question  of  removing  the  Secretary  of  the 
Treasury  from  the  Board  has,  as  you  know,  had  a  great  deal  of 
discussion  and  argument. 

Mr.  Evans.  Yes ;  it  has. 

Senator  Btjlkley.  There  has  not  been  so  much  said  about  tie 
Comptroller  of  the  Currency. 

Mr.  Evans.  No  ;  because  he  does  not  so  directly  represent  the  views 
of  the  administration  that  happens  to  be  in  power. 

Senator  Bdlklet.  Do  you  think  he  is  a  particularly  dominating 
influence  in  any  event? 

Mr.  Evans.  I  think  he  must  be.  The  whole  temper  of  the  fimacia] 
condition  of  the  country  is  his  direct  concern.  He  has  to  float 
Government  bond  issues. 

Senator  Bulkley.  You  are  speaking  of  the  Secretary  of  the 
Treasury  1 

Mr.  Evans.  Yes. 

Senator  Btjlkley.  I  am  speaking  of  the  Comptroller  of  the 
Currency. 

Mr.  Evans.  Well,  of  course,  his  influence  is  not  so  direct.  But  I 
think  he  should  be  removed  from  the  Board. 

Of  course,  the  Comptroller  of  the  Currency  is  appointed  by  the 
President. 

Senator  Bulklet.  I  am  inclined  to  agree  with  you  that  the  Secre- 
tary of  the  Treasury  should  be  off  the  Board.  Do  you  think  that 
would  be  an  adequate  solution ! 

Mr.  Evans.  It  might  not  be.  I  am  not  prepared  to  say.  This  whole 
subject  requires  a  very  intensive  study.  There  are  features  in  this 
bill  that  just  stand  right  out,  that  are  bad,  and  those  where  we  have 
tested  the  sentiment,  we  feel  they  are  very  bad,  bad  enough  to  make 
us  come  down  here  and  give  our  views  on  them,  and  they  are  the 
unanimous  views  of  all  our  people. 

Senator  Townsend.  Do  you  care,  after  you  have  given  it  further 
study,  to  give  us  your  views  I 
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Mr.  Evans.  I  should  be  very  glad  to  give  them  for  whatever  they 
ire  worth. 

Senator  Bulkley.  Thank  you  very  much. 

Mr.  Ridgely,  do  you  want  to  come  next  t 

Mr.  Ridgely.  Yes,  Mr.  Chairman. 

Senator  Bulkley,  Will  you  give  the  reporter  your  name  and  con- 
nections I 

ITATEHENT  OF  HENRY  RIDGELY,  PRESIDENT  OF  THE  FARMERS 
BANE  07  THE  STATE  OF  DELAWARE,  IN  DELAWARE 

Mr.  Ridgely.  My  name  is  Henry  Ridgely,  president  of  the  Farmers 
Bank  of  the  State  of  Delaware,  in  Delaware. 

Shall  I  proceed* 

Senator  Bulkley.  Yes;  please  proceed,  Mr.  Ridgely. 

Mr.  Ridgely.  I  take  it  that  it  is  admitted  that  this  bill  would  cen- 
tralize and  concentrate  the  control  of  money  and  credit  in  a  little 
group. 

Senator  Townsend.  May  I  interrupt  you  there  f 

Mr.  Rjdoely.  Yes,  sir. 

Senator  Townsend.  Are  you  confining  your  remarks  also  to 
title  II? 

Mr.  Ridgely.  To  title  II. 

Senator  Townhend.  All  right(  sir. 

Mr.  Ridgely.  It  has  been  pointed  out  that  this  is  susceptible  of 
partisan  domination.  Doubtless  it  is  big  with  possibilities  in  that 
direction.  But  I  want  to  stress  another  and  greater  danger.  Under 
the  power  conferred  by  this  bill,  or;  rather,  the  power  conferred  by 
this  t>ill  could  be  used  to  commit  this  country  to  an  economic  policy 
dictated  by  a  small  group.  It  could  be  used  to  impose  an  economic 
theory  upon  this  Nation  and  its  nationals,  willing  or  unwilling.  True, 
Congress  can  do  that  now ;  but  at  least  it  cannot  be  done  quite  over- 
night and  without  the  knowledge  and  right  of  protest  of  our  repre- 
sentatives from  own  own  communities. 

In  other  words,  this  bill  gives  a  chance  for  ex  parte  acts,  whereas 
under  the  existing  law  there  must  be  at  least  a  hearing,  with  a 
right  for  each  party  to  be  present  and  attend.  Ostensibly,  or  rather, 
[  think  it  is  no  answer  to  say  that  the  Federal  Reserve  Board  is 
amenable  to  Congress.  Once  started  on  an  economic  course,  it  is 
tragically  difficult  to  retrace  steps.  Business  and  industry  cannot 
make  readjustment  without  breaking  bones.  Ostensibly,  this  bill  is 
in  the  interest  of  banks  and  banking.  I  fail  to  see  how  it  is  going 
a>  improve  the  banking  situation  or  strengthen  the  public  confidence 
in  banks. 

I  do  see  that  it  could  be  used  to  compel  banks  to  support  a  political 
>r  economic  policy.  A  good  deal  has  been  said  in  these  days  in 
;he  way  of  a  contrast  of  English  and  American  banks  to  the  dis- 
parity of  the  latter.  So  far  as  I  know,  there  is  nothing  in  this  bill 
Ihat  is  paralleled  in  the  English  system.  I  think  its  fundamental 
idea  is  neither  English  nor  American^  that  it  more  nearly  represents 
'he  European  idea,  but  not,  I  think,  in  such  an  open  and  forthright 
ivowal  oi  its  purpose.  For  this  bill  does  not  profess  to  set  up  a 
central  bank,  and  yet  it  confers  the  distinctive  powers  of  central 
ranking. 
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If  it  is  aaid  that  banks  are  Withholding  credit,  I  think  we  have 
the  right  to  ask  for  a  bill  of  particulars.  What  banks,  and  what 
credits;  So  far  as  my  State  is  concerned,  I  am  confident  that  the 
charge  is  unfounded.  I  am  frankly  skeptical  that  it  is  true  any- 
where. Certainly  the  banks — our  banks— have  done  all  reason  could 
ask  in  the  way  of  helping  Government  financing.  I  think  we  can 
show  a  very  good  comparison  with  the  English  banks  in  that 
particular. 

I  am  not  holding  uny  brief  for  bankers.  I  think  some  of  the 
great  bankers  turned  out  to  be  pretty  small.  I  am  trying  to  speak 
for  the  depositors.  It  seems  to  me  the  dangerous  thing  is  to  vest 
in  any  group  the  right  to  commit  the  country  to  some  economic 
course  without  a  chance  for  the  fullest,  most  complete  hearing  and 
discussion  and  in  a  democratic  assembly.  We  may  or  may  not  think 
that  Congress  acts  wisely  or  always  acts  wisely,  but  after  all  Con- 
gress still  is  democratic.  It  still  gives  an  opportunity  just  as  you  arc 
giving  us  here  an  opportunity  to  be  heard. 

If  you  were  not  in  Congress  and  applied  to  some  Government 
board,  you  might  find  you  would  not  always  be  granted  that  oppor- 
tunity. I  believe  the  American  idea  or  theory  is  still  worth  holding 
onto,  that  too  great  powers  should  not  he  placed  beyond  the  reach  of 
the  people  in  any  one  man  or  group  of  men. 

Lord  Macauley,  I  think,  said  somewhere  that  the  despotic  gov- 
ernment or  a  perfect  despotic  government  was  the  most  perfect  form 
of  government  provided  you  could  get  a  perfect  despot 

This  bill  is  not  emergency  legislation,  but  is  proposed  for  the 
banking  system  of  this  country.  And  we  have  to  think,  or  should 
think.  I  believe,  not  of  particular  individuals  who  may  have  the 
carrying  out  of  its  provisions  at  the  moment  but  the  possibility  of 
what  it  would  mean  or  what  it  opens  the  door  to.  After  all,  isn't  the 
whole  theory  of  the  American  system  of  government  that  we  had 
rather  be  less  efficient,  provided  we  are  in  a  position  where  we  can 
defend  ourselves  from  encroachments  i  And  is  it  true  that  the 
present  banking  system  is  the  cause  for  the  present  depression! 
Frankly,  I  think  it  is  ratber  ignorant  to  hold  so.  England  would 
not  be  in  the  depression  if  it  was  simply  the  American  banking 
system  that  caused'  it. 

Speculation,  gambling,  if  you  please,  that  occurred  in  1927,  1928, 
and  1929  aggravated  conditions,  but  did  not  bring  them  about. 

Our  position,  then,  is  that  in  our  opinion  title  II  should  be  dropped 
from  this  bill. 

As  to  titles  I  and  III,  frankly,  I  am  not  able  to  give  an  opinion 
because  I  have  not  made  a  sufficient  study  of  them. 

But  we  Iwlieve  that  title  II  should  be  dropped  and  that  then  full 
consideration  should  be  given  to  the  question  as  to  whether,  and  if  so 
how,  the  powers  of  the  Federal  Reserve  Board  should  or  may  be 
strengthened. 

Senator  Bnutu/r.  Do  you  think  there  should  be  no  change  at  all 
in  the  requirements  as  to  what  is  eligible  for  rediscount  at  the  Federal 
Reserve  banks) 

Mr.  Riim'.kly.  I  think  under  the  present  law  it  could  be  left  as  it  is 
without  doing  any  harm. 
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Senator  Bulkley;  Toil  feel  confident  that  there  is  in  existence 
enough  eligible  paper  to  carry  on  if  it  is  worked  out  all  right* 

Mr.  Ridoely.  No,  but  we  have  also,  have  we  not,  the  Federal  Gov- 
ernment bonds,  as  well  as  the  commercial  paper.  Commercial  paper 
should  not  alone  be  sufficient ;  but  with  the  Government  obligations, 
I  think  it  should  l>e  both.  Of  course,  there  would  be  no  harm  that  I 
can  see  in  widening,  but  even  in  the  case — I  think,  Mr.  Chairman,  you 
asked  my  associate  whether  or  not  in  the  case  of  sound  assets,  whether 
it  wasn't  always  a  question  of  opportunity. 

Senator  Bulkley.  Yes;  I  did. 

Mr.  Ridoely.  Yes.  Undoubtedly,  but  you  can  have  your  boundary 
limits,  just  as  you  know  we  have  statutory  regulations  as  to  the  invest- 
ment of  trust  funds.  You  can  increase  your  catalog,  but  there  ought 
to  be  some  sort  of  a  catalog,  it  would  seem  to  me. 

Senator  Bulkley.  Are  you  prepared  to  suggest  what  limit  you 
would  state? 

Mr.  Ridoely.  Well,  in  the  first  place,  I  would  say  Government 
bonds.  United  States  Government  bonds,  and  the  commercial  paper; 
I  should  think  that  would  be  sufficient,  Mr.  Chairman.  I  would  be 
willing  to  go  further,  however.  I  would  be  willing  to  go  further 
than  that.  I  would  be  willing  to  take  bonds  of  the  States,  under 
certain  prescribed  conditions,  just  as  our  trust  investment  law  has 
those  limitations. 

I  think  it  would  be  quite  easy  to  enumerate  a  number  of  securities 
or  investments  that  could  be  used  and  still  leave  the  question  of  their 
soundness  open. 

Senator  IJi-1.ki.bt.  Do  you  think  it  would  be  desirable  to  add  such 
a  list  to  what  is  already  eligible  ¥ 

Mr.  Ridoely.  Frankly,  I  don't  think  so;  because  so  far  as  I  know 
it  is  not  needed  with  the  addition  of  the  Government  obligations. 

Senator  Townsbnd.  Are  you  familiar  with  what  percentage  of  the 
banks'  assets  in  our  State  are  invested  in  Government  obligations! 

Mr.  Ridoely.  I  am  not,  I  am  sorry  to  say ;  I  am  not  familiar  with 
it. 

Senator  Bulkley.  Well,  it  would  seem 

Mr.  Ridgelt.  Of  course,  all  over  the  country  there  is  a  large  num- 
ber of  Government  bonds  held  in  our  banks. 

Senator  Townsend.  Yes. 

Senator  Bulkley.  It  would  seem  there  is  not  likely  to  be  any  short- 
age of  Government  bonds. 

Mr.  Ridoely.  No;  and  that  seems  to  me  really  like  the  answer  to 
his  question. 

Senator  Townsend.  Well,  that  is  what  I  was  trying  to  develop. 

Mr.  Ridoely.  Yes.  Just  what  the  percentage  is,  I  don't  know. 
I  dont  think  there  would  be  any  trouble  about  that  part  of  it, 
Senator. 

Senator  Townsknd.  Now,  I  understand  that  Mr.  Hughes  would 
like  to  say  a  word,  Mr.  Chairman. 

Senator  Bulkley.  All  right,  Mr.  Hughes,  will  you  state  your  full 
name  and  connection  for  the  record! 
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STATEMENT  OF  JAMES  H.  HUGHES,  JR.,  DIBECTOB  AND  CO  UNSEL-H 
DELAWARE  TKTJST  CO.,  WILMINGTON,  DEL. 

Mr.  Hughes.  My  name  is  James  H.  Hughes,  Jr.     I  am  director* - 
and  counsel  of  the  Delaware  Trust  Co.,  Wilmington. 

Senator  Bulkxey.  All  right,  Mr.  Hughes,  will  you  state  youi^ 
views  ? 

Mr.  Hughes.  Mr.  Chairman,  I  have  not  prepared  a  written  state — 
merit,  of  my  views. 

I  have,  however,  read  this  bill  and' I  think  I  know  the  sentiment= 
of  our  community  and  other  communities  of  like  character. 

Senator  Buliluky.  Are  you  talking  about  the  whole  bill  now  or— 
only  title  II) 

Mr.  Hughes.  I  am  talking  particularly  with  reference  to  title  II. 
In  reading  a  bill  of  this  sort,  there  is  bound  to  come  to  your  mind, 
"What  is  the  purpose  of  this  form  of  legislation i  "  It  does  not 
appear  to  us  to  be  emergency  legislation  in  the  sense  of  relief  legis- 
lation. We  do  not  admit  for  a  moment  that  the  banks  as  a  whole 
are  responsible  for  the  depression.  We  are  willing  to  assume  such 
responsibility  for  the  depression  as  is  fair.  But  we  do  not  admit 
that  the  banks,  the  individual  banks,  are  responsible,  are  in  any 
small  degree  responsible.  We  think  that  there  is  in  the  present 
Federal  Reserve  Act,  with  which,  I  may  say,  we  are  in  hearty 
accord,  with  the  theory  and  principle  of  the  Federal  Reserve  Act. 
There  is  ample  authority  in  the  Federal  Reserve  Board  to  control 
credit  to  the  extent  of  mitigating,  ameliorating,  or  preventing  crises 
such  as  the  1929  crisis. 

Senator  Bulkley.  Do  you  think  there  is  enough  power  there  now  t 

Mr.  Hughes.  Yes,  sir.  It  was  testified  before  this  or  a  similar 
committee.  Senate  committee,  that  the  Federal  Reserve  vetoed  10 
times  an  effort  of  the  New  York  Reserve  Bank  to  increase  interest, 
discount  rates,  and  discouraged  statements  of  that  bank  that  we  were 
going  into  as  inflation  which  could  only  result  disastrously.  That 
attitude  of  the  Board  was  distinctly  political,  as  we  see  it.  The  Board 
publicly  so  stated,  that  they  feared  it  might  precipitate  a  crisis,  not 
apparently  realizing  a  crisis  was  coming  insofar  as  needing  the  warn- 
ing of  the  New  York  and  like  banks. 

Senator  Boxkley.  Well,  did  not  the  New  York  bank  contribute  to 
the  situation  by  buying  a  large  amount  of  bonds  when  credit  generally 
did  not  need  that  stimulation  i 

Mr.  Huohes.  It  might  be  that  was  brought  about  under  the  domi- 
nation of  the  Board.  I  think  few  of  the  banks  as  banks  can  be 
charged  with  that  responsibility.  They  were  acting  under  an  as- 
sumed domination  of  the  Federal  Reserve  Board,  as  I  see  it. 

Senator  Bclkley.  You  think  that  was  a  mistake  of  the  Federal 
Reserve  Board  ? 

Mr.  HuoHEtt.  Yes;  I  think  that  that  was  clearly  a  mistake  of  the 
Federal  Reserve  Board,  and  I  think  that  Board  was  the  responsible 
body. 

Now.  that  Board  was  apparently  acting  under  domination  of  other 
influences.  It  was  a  matter  of  daily  press  comment,  or  almost  dailv 
press  comment,  that  things  were  fine,  conditions  were  sound,  prices 
were  going  higher,  and  everybody  rushed  back  to  buying.     Those 
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statements  were  coming  directly  from  Washington  at  the  time.  A 
review  of  the  press  at  the  time  will  illustrate  that 

Senator  Bulkley.  Well,  are  you  contending  that  the  Secretary  of 
the  Treasury  was  responsible  for  that? 

Mr.  Huoiies.  Partially,  yes.  At  any  rate,  I  do  not  recall  any 
statement  of  the  Secretary  of  the  Treasury  which  supported  the 
sound  Reserve  banks,  such  as  the  New  York  bank,  at  that  time  seemed 
to  be. 

Now,  if  this  is  not  emergency  legislation,  and  if  my  position  is 
correct  that  the  Board  at  the  present  time  has  adequate  authority  to 
control  credit  and  to  provide  liquidity  in  member  banks,  then  what 
is  the  purpose  of  this  legislation  ? 

Senator  Bulkley.  Well,  Mr.  Hughes,  my  own  view  is  that  the 
Board  has  rather  wide  authority  at  this  time,  but  I  do  not  feel  very 
well  satisfied  with  the  way  they  have  used  it.    Do  you? 

Mr.  Huohes.  No. 

Senator  Bulkley.  What  are  we  going  to  do  to  improve  that  sit- 
uation 'i 

Mr.  Hughes.  There  is  only  one  way,  Senator  Bulkley,  that  I  know. 
That  is  to  remove  political  influence  from  that  Board. 

Senator  Bolkley.  Well,  specifically,  now,  you  mean  remove  the 
Secretary  of  the  Treasury  ? 

Mr.  Hughes.  For  one  thing;  yes. 

Senator  Bulkley.  What  other  thing  f 

Mr.  Huoiies.  I  cannot  answer.  I  would  be  glad  to  develop  my 
thought  there.    I  must  speak  in  generalities. 

Now,  we  have  other  conditions  or  Government  agencies  from  which 
the  political  element  has  been  practically  emasculated.  If  the  politi- 
cal influence  on  this  Board  could  be  eliminated  so  that  they  were 
acting  freely  and  were  capable  and  free  to  use  their  own  good  judg- 
ment, I  think  they  have  ample  authority. 

Senator  Bulkley.  Now,  will  you  develop  that  thought  a  little 
further,  by  way  of  illustration  or  otherwise,  so  that  we  will  see  more 
clearly  what  you  mean  ? 

Mr.  Hughes.  Well,  the  result  I  have  told  you,  and  I  am  speaking 
of  testimony  before  this  or  a  similar  committee,  which  sat  I  think  in 
1931,  at  which  time  I  think  an  investigation  of  the  1929  break  was 
made. 

The  Interstate  Commerce  Commission,  so  far  as  I  know,  is  practi- 
cally free  of  political  domination.  Whether  that  is  because  political 
domination  is  not  attempted  there,  I  don't  know,  but  if  as  an  ideal, 
a  board  of  this  character  could  act  as  freely  as  Federal  judges,  or 
as  freely  as  another  appointee  so  that  they  can  and  .do  act  in  such  a 
way  as  to  use  their  own  judgment  and  not  an  inspired  judgment 

Senator  Bulkley.  Of  course.  Federal  judges  are  made  somewhat 
independent  by  being  appointed  for  life.  Do  you  advocate  Federal 
Reserve  Board  members  being  appointed  for  life? 

Mr.  Hughes.  I  should  much  prefer  that  to  any  recall,  which 
strangles  and  stifles  their  own  judgment.  So  long  as  the  judgment 
of  a  Federal  Reserve  Board  member  is  strangled,  then  he  is  merely 
a  creature  of  some  superior  thought  and  knowledge,  and  unless  he 
can  use  his  own  judgment,  he  cannot  and  ought  not  to  be  held  fully 
responsible.  Now,  just  how  that  is  to  be  done,  Mr.  Chairman,  I  of 
course,  would  not  have  the  temerity  to  suggest  to  this  committee. 
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Senator  Bulklet.  But  you  do  say  the  Secretary  of  the  Treasury 
ought,  to  be  taken  off  the  Board? 

Mr.  Hugheb.  I  would  think  so. 

Senator  Bulklet.  Do  you  care  very  much  whether  the  Comp- 
troller is  taken  off? 

Mr.  Hughes.  No. 

Senator  Bulklet.  You  do  not  think  that  is  important? 

Mr.  Hugheb.  I  doubt  that  that  is  important,  because  I  do  not 
think  the  functions  of  the  Comptroller 

Sentaor  Townsend,  Would  you  care,  after  careful  study,  Mr. 
Hughes,  to  offer  your  further  views  in  that  matter? 

Mr.  Hughes.  I  would  be  glad  to. 

Senator  Townsend.  We  would  be  very  glad  to  have  you  do  it. 

Mr.  Hughes.  Now,  if  my  position,  the  predicate-  of  this  statement 
is  correct,  that  there  is  the  authority,  then  why  do  we  need  title  II 
of  this  bill?  What  is  attempted  here?  It  is  stated  in  the  most 
worthwhile  criticisms  that  I  have  read  from  financial  writers  and 
people  who  have  thought  this  out  that  it  is  a  measure  which  essenti- 
ally seeks  to  manage  the  currency  and  money  and  credit  of  the 
country.  In  other  words,  we  get  back  to  the  money-management 
idea. 

Now,  frankly,  we  are  just  old-fashioned  enough  in  my  community, 
and  I  think  that  is  pretty  generally  true,  to  doubt  and  scout  the 
soundness  and  economic  validity  of  a  managed  currency  or  managed 
credit. 

We  cannot  avoid  the  conviction  that  the  law  of  supply  and  demand 
still  applies  and  that  is  the  paramount  law  both  as  to  affecting 
credit,  money,  and  other  economic  influences.  With  a  distrust  of  the 
managed  currency  we  are  distrustful  of  this  title. 

Senator  Bulklet.  Well,  now,  Mr.  Hughes,  the  difficulty  is,  it  is 
conceded,  that  we  got  a  tremendous  inflation  under  the  old  system 
and  naturally  some  thought  is  being  given  as  to  how  we  are  going 
to  chart  our  course  better  for  the  future. 

Mr.  Hughes.  Yes,  sir.  Well,  I  say  we  got  into  that  credit  infla- 
tion situation  by  reason  of  the  sins  of  the  Reserve  Board,  and  they 
are  either  traceable  to  the  weakness  of  that  Board,  which  I  do  not 
judge;  but  either  that  or  to  outside  political  influence.  I  suspect  the 
latter. 

Senator  Bulklet.  Well,  you  mean  that  the  whole  trouble  that  we 
got  into  was  due  to  political  causes? 

■  Mr.  Hughes.  I  suspect  that  that  is  the  fact.  That  is  my  view,  that 
when  the  credit  inflation  started  in  1926  and  1927  and  rolled  up  in 
1928,  finally  reached  its  apex  in  1929.  no  one  in  high  Government 
position  was  willing,  I  suspect  for  political  reasons,  because  the  cam- 
paign was  coming  on,  to  tell  the  people  that  they  had  better  stop.  On 
the  contrary. 

Senator  Bclklet.  Now,  if  you  do  not  believe  in  the  Government 
control,  what  was  there  to  do  but  to  let  things  go  as  they  were? 

Mr.  Hughes.  If  they  had  let  things  go  and  not  give  the  hypo- 
dermics every  time  we  seemed  to  go  into  a  lull,  and  to  use  some  judg- 
ment, get  some  common-sense  view,  the  press  was  immediately  full 
of  a  new  injection  of  it,  which  simply  stimulated  people  to  go  for- 
ward, and  the  Government  acted  affirmatively.    They  did  not  let  it 
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go.  But  here  is  a  governmental  agency,  this  Board,  and  govern- 
mental agents,  it  must  have  been  the  design  of  the  Federal  Reserve 
Act  that  it  not  only  had  the  responsibility  to  free  credit,  but  also  to 
limit  credit.    That  power  was  given  to  it— — 

Senator  Bulkley.  There  is  no  doubt  but  that  the  Federal  Reserve 
Board  has  more  power  than  most  people  give  it  credit  for  and  I 
think 

Mr.  Hughes  (interposing).  Not  the  slightest  doubt  about  that. 

Senator  Bulklet  (continuing).  You  agree  with  me? 

Mr.  Hughes.  Yes. 

Senator  Bulkley.  There  is  a  thought  that  is  very  freely  expressed, 
that  credit  is  sure  to  be  controlled  somewhere,  and  if  the  Government 
does  not  control  it,  somebody  else  will.  What  do  you  think  about 
that? 

Mr.  Hcoh»s.  I  don't  think  that  is  true.  If  it  is  true,  I  think  it  is 
bound  to  be  controlled  more  safely  in  the  long  run  by  the  law  of 
supply  and  demand  forces  than  by  purely  artificial  dictation. 

Senator  Bulhxey.  You  do  not  think  that  the  Government  ought 
to  be  in  control  at  all?  Would  you  reduce  the  power  of  the  Federal 
Reserve  Board  to  control  1 

Mr.  Hughes.  No;  I  would  not.  I  am  entirely  in  favor  of  the 
Federal  Reserve  Act  and  what  is  was  designed  to  do.  Its  great 
function  was  to  democratize,  or  to  make  credit  available  to  more 

Eeople.  Now,  that  is  all  good,  that  is  a  good  theory,  as  I  say,  a  good 
anking  principle.  But  I  certainly  would  not  go  to  the  extent  of 
permitting  such  an  agency  of  governmental  control  of  money  entirely 
to  the  point  that  this  act  seems  to  go,  and  that  is  what  we  are  dis- 
trustful of.  We  don't  think  we  need  it.  We  have  history  in  support 
of  our  position.  This  effort,  as  I  see  it,  Mr.  Chairman,  is  nothing 
more  nor  less  than  a  revivification  of  the  old  Bank  of  the  United 
States. 

Now,  almost  exactly  a  hundred  years  ago  the  Bank  of  the  United 
States  was  dissolved,  and  it  was  dissolved  for  the  same  reason  that 
we  feel  is  present,  the  thing  we  feel  may  be  present  here.  There  was 
in  that  situation  a  consolidation  of  control  of  currency,  credit,  and 
so  forth,  which  was  felt  to  be  dangerous,  and  the  people  as  a  whole 
thought  it  was  dangerous.  Therefore,  the  bank  was  done  away  with. 
Now,  the  country  has  grown  in  this  100  years.  Credit  has  not  been 
lacking.  That  is  obvious.  Else  the  country  could  not  have  grown. 
The  lawful  play  of  supply  and  demand  of  credit  has  been  the  back- 
ground of  the  growth  of  the  country. 

If  this  title  II  doea  not  have  within  it  the  seeds  of  a  new  Bank  of 
the  United  States,  it  hasn't  anything. 

Now,  what  has  hapened,  we  say,  in  the  hundred  years  that  indi- 
cates that  our  forefathers  were  wrong  100  years  ago  and  that  there- 
fore we  must  go  back  and  pick  up  their  error  and  attempt  to  sup- 
plant it?  All  the  things  that  we  criticize  here  were  the  subject  of 
criticism  of  that  old  bank  charter,  that  old  situation.  We  are  dis- 
trustful of  this  sort  of  aggregation  of  power  because  we  cannot  keep 
politics  out  of  it.  It  couldn't  be  done  when  the  country  was  much 
simpler.  Why  do  we  think  it  could  bo  dose  now?  And  if  political 
domination  of  credit  and  currency  was  bad  then,  why  is  it  to  be  good 
now? 
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Senator  Bulklet.  Now,  is  political  domination  synonymous  in 
your  mind  with  governmental  control? 
Mr.  Hughes.  No. 

Senator  Bulklet.  Will  you  draw  that  distinction  a  little  bit 
clearer,  and  tell  us  how  you  make  a  distinction  between  political 
domination  and  governmental  control? 

Mr.  Hughes.  I  agree  with  Mr.  Evans ;  I  think  the  two  terms  are 
not  synonymous,  although  there  is  some  similarity  between  them, 
and  sometimes  they  seem  to  be  the  same  thing.  The  Federal  Re- 
serve Act  provides  a  large  amount  of  political  control,  or  govern- 
mental control,  but  that  does  not  mean  that  that  is  political  dom- 
ination and  it  doesn't  follow  that  this  agency  is  thereby  used  as  a 
political  football,  or  to  be  converted  to  solely  political  ends. 

Senator  Bulklet.  Of  course,  all  these  words  are  used  from  time 
to  time  to  express  different  shades  of  meaning,  so  that  we  have  a 
difficult  task  to  express  exactly  what  we  do  think. 

Mr.  Hughes.  That  is  quite  true. 

Senator  Bulklet.  But  I  am  sure  that  unless  we  can  draw  some 
distinction  between  political  domination  and  governmental  control, 
we  are  going  to  get  into  a  bad  dilemma,  I  am  sure,  where  the  only 
alternative  is  between  Government  control  and  private  banking  con- 
trol, because  in  that  event  I  am  afraid  we  have  got  to  take  the  Gov- 
ernment control  with  whatever  disadvantages  it  may  have. 

Mr.  Hughes.  Well,  I  have  said,  and  I  repeat  that  we  are  not 
quarreling  with  the  Federal  Reserve  theory.  We  think  that  the  act 
is  sufficient  as  it  stands.  Now,  that  provides  governmental  control. 
It  does  not  necessitate  political  control.  We  are  unable  to  see  how 
title  II,  if  it  is  enacted,  with  the  tremendous  power  that  is  carried 
there,  political  control  of  the  governmental  function  is  to  be  avoided. 

Senator  Couzens.  You  say  that  the  Federal  Reserve  is  govern- 
mentally  controlled  now ;  is  that  your  conclusion  ? 

Mr.  Hughes.  It  is  a  Government  agency;  yes,  sir. 

Senator  Couzens.  And  it  is  Government-controlled? 

Mr.  Hughes.  In  the  sense  that  it  is  an  agency  created  by  the  Gov- 
ernment, yes,  but  only  that. 

Senator  Couzens.  It  certainly  is  not  controlled  to  the  same  extent 
that  the  Interstate  Commerce  Commission  controls  the  railroads,  is 
it? 

Mr.  Hughes.  I  should  think  pretty  much  the  same,  sir,  because  the 
Federal  Reserve  now,  the  Federal  Reserve  Board  and  banks  set  the 
rates  very  much  as  the  Interstate  Commerce  Commission  sets  freight 
rates  and  so  forth.    I  think  it  is  quite  a  parallel. 

Senator  Couzens.  I  hardly  think  that  is  quite  a  correct  answer, 
because  the  Interstate  Commerce  Commission  undertakes  to  see  that 
there  is  justice  between  communities,  there  is  no  discrimination,  that 
the  rates  are  uniform  for  a  like  service;  and  that  is  certainly  not  a 
part  of  the  functions  that  have  been  exercised  by  the  Federal  Reserve 
Board,  is  it? 

Mr.  Hughes.  The  Federal  Board  fixes  discount  rates  very  much  as 
the  Interstate  Commerce  Commission  fixes  freight  rates.  In  that 
sense,  I  think — and  after  all,  probably  that  is  the  greatest  power  that 
the  Interstate  Commerce  Commission  has — the  other  things,  all  these 
other  things  of  fairness  and  justice  between  communities,  of  discrimi* 
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natory  rates  and  so  forth  flow  from  the  fixation  of  the  rate,  that  the 
rate  cannot  be  discrimi natory. 

Senator  Couzhns.  Well,  but  the  Federal  Reserve  Board  does  not  fix 
the  rates  for  loans. 

Mr.  Hoghes.  In  discounting  paper  they  do. 

Senator  Couzens.  No:  I  am  talking  about  loans.  I  am  not  talking 
about  the  discounting  of  paper.  That  is  a  secondary  step;  but  I  am 
talking  about  the  original  step.  Certainly  the  Federal  Reserve  Board 
does  not  attempt  to  fix  the  rates  that  the  banks  may  charge. 

Mr.  Hughes.  No ;  if  I  go  to  a  bank  to  borrow  money,  I  make  my 
own  terms,  naturally. 

Senator  Couzens.  That  is  true  if  you  go  to  a  bank  and  borrow 
money,  but  it  is  not  true  of  a  carload  of  freight. 

Mr.  Huohes.  No.  But  if  I  take  that  paper,  a  bank  takes  that 
paper,  the  Federal  Reserve  fixes  that  discount  rate. 

Senator  Couzens.  But  that  is  done  by  districts. 

Mr.  Huohes.  In  their  district. 

Senator  Couzens.  Yes.  So  that  in  fact  the  Federal  Reserve  does 
not  fix  it  in  all  the  districts;  that  is,  the  same  rate  for  all  districts! 

Mr.  Huohes.  There  are  differences,  but  if  the  difference  is  too  great 
you  have  the  flow  of  paper  from  one  district  into  another. 

Senator  Couzenb.  Do  you  discern  any  difference  between  Govern- 
ment control  and  political  control  in  the  Interstate  Commerce  Com- 
mission ? 

Mr.  Huohes.  Well,  I  should  say  that  is  Government-controlled. 

Senator  Couzens,  Have  you  considered  that  political-controlled  f 

Mr.  Huohes.  No  ;  I  can't  say  that  I  have. 

Senator  Couzenb.  Well,  is  it  not  possible,  then,  under  a  Federal 
Reserve  Board,  to  hare  Government  control  without  political  control? 

Mr.  Hughes.  I  maintain  that  the  present  Federal  Reserve  Board 
is  susceptible  to  political  control,  which  was  the  thing  I  have  just 
Said. 

Senator,  I  beg  your  pardon  for  not  acknowledging  you  when  you 
came  in,  but  I  stated 

Senator  Couzens.  I  do  not  want  you  to  repeat  that.  I  will  read 
it  in  the  record. 

Mr.  Hughes.  Yes;  I  maintain  that  there  is  ample  authority  and 
power.  Government  control  in  the  present  act,  and  if  that  Board  can 
and  will  exercise  the  authority  which  it  has,  there  is  the  govern- 
mental control. 

Senator  Couzens.  Do  you  think  it  has  exercised  the  control  it  has? 

Mr.  Huohes.  No;  I  do  not. 

Senator  Couzens.  The  power  it  has? 

Mr.  Hughes.  I  do  not. 

Senator  Couzens.  Had  you  been  a  member  of  the  Federal  Reserve 
Board,  would  you  have  voted  differently,  would  you  have  done  dif- 
ferently than  the  Federal  Reserve  Board  did! 

Mr.  Hughes.  Senator,  if  you  ask  me  now,  I  should  be  inclined  to 
say  "  Yes."  If  it  was  1929,  of  course,  that  is  hindsight,  but  I  am 
rather  influenced,  however,  by  what  they  did  in  overruling  the  New 
York  bank  ten  times,  did  what  we  must  now,  what  now  seems  to  have 
been  a  very  unwise  thing,  and  they  did  that,  according  to  the  testi- 
mony before  this  committee. 
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Mr.  Evans  just  suggested  on  this  question  of  Government  control, 
the  members  of  the  Board  are  appointed  by  the  President,  which 
appointment  must  be  ratified  by  the  Senate,  and  removal  is  only 
for  cause,  not  removal  at  the  pleasure  of  either  the  Senate  or  of  the 
Executive  without  cause.  I  think  that  is  a  Government  control  and 
I  don't  think  that  needs  to  be  political  control. 

Senator  Bulkley.  But  do  you  think  that  political  control  has  been 
exercised  through  the  Federal  Reserve  Board? 

Mr.  Hughes.  Undoubtedly. 

Senator  Couzenb.  How  would  you  prevent  itf 

Mr.  Hughes.  Senator,  that  is  rather  a  large  order.  I  will  under- 
take to  answer  that  if  I  may  give  it  thought.  I  know  I  am  quite 
clear  as  to  what  I  should  like  to  see.  How  we  can  do  that  is  a  very 
different  matter. 

Senator  Townsend.  Senator,  Mr.  Hughes  has  agreed  to  submit, 
after  careful  thought,  to  the  committee  some  ideas  along  that  line. 

Mr.  Hughes.  What  I  should  like  to  see,  Senator,  is  that  the  Fed- 
eral Reserve  Board  be  given  absolute  freedom  of  action  and  respon- 
sibility for  its  duties,  without  fear  of  removal  or  influence.  I  think 
if  they  had  been  in  that  position  in  1929  they  would  not  have  over- 
ruled the  reserve  banks  as  they  did. 

Senator  Couzens.  Well,  what  control  were  they  under  in  1929  that 
prevented  them  from  free  action! 

Mr.  Hughes.  Well,  they  were  under — "  control  "  may  be  too  strong 
a  word.  It  must  have  been  under  influence.  I  suspect  that  they  were 
under  the  influence  of  the  then  administration  which  refused  to  take 
the  responsibility  for  stopping  the  credit  inflation  and  the  rising 
stock  prices. 

Senator  Couzens.  Now,  can  Congress  enact  any  law  or  draft  any 
sort  of  legislation  which  may  not  be  influenced  by  individuals  or 
power*  that  be? 

Mr.  Hughes.  Well,  I  would  think  so.  Just  how  they  are  going  to 
go  about  it,  how  it  would  be  phrased,  I  would  not  be  prepared  at 
the  moment  to  say.  I  haven't  thought  that  out.  I  think  the  present 
act,  the  danger  of  the  threat  of  a  managed  currency,  and  further 
political  domination,  which  this  bill  carries,  which  is  necessarily 
inherent  in  this  bill,  can  be  avoided. 

Senator  Couzens.  You  think  title  II  ought  not  to  be  considered 
at  all? 

Mr.  Hughes.  I  think  title  II  ought  to  be  eliminated  entirely.  I 
do  not  believe  the  people  of  this  country  want  that ;  I  don't  think 
the  bankers  want  it,  and  I  don't  think  the  depositors  want  it. 

Senator  Bulkley.  Do  you  think  there  is  any  occasion  for  lib- 
eralizing the  rules  for  eligibility  of  paper  for  rediscount? 

Mr.  Hughes.  Senator,  I  think  probably  that  as  the  banks  under 
the  insurance  deposit  plan  join  the  System,  there  will  be  some  regu- 
lations, some  quite  careful  consideration  of  what  is  to  be  accepted 
to  entitle  them  to  join,  which  nil]  take  care  of  that  situation. 

Senator  Bulkley.  Do  you  agree  with  your  colleagues  here,  that 
title  II  goes  too  far  in  that  respect! 

Mr.  Hughes.  I  beg  your  pardon  ? 

Senator  Bulkley.  Do  you  agree  with  Mr.  Evans  and  Mr.  Ridgely 
that  title  II  goes  too  far  in  that  respect! 

Mr.  Hughes.  Yes ;  I  do,  indeed. 
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Senator  Bulklet.  Can  you  suggest  to  us  what  liberalization  you 
think  would  be  proper  ? 

Mr.  Hughes.  I  would  hesitate  to  state  at  the  moment,  sir.  Mr. 
Ridgely  has  suggested  that  there  might  be  some  parallel  definition 
of  eligible  securities  paralleling  what  we  call  regulations. 

Senator  Bulklet.  I  understood  Mr.  Ridgely  to  say  that  we  did 
not  need  any  liberalization  at  all. 

Mr.  Hughes.  Do  you  think  so,  Mr.  Ridgely  ? 

Mr.  Ridgely.  My  own  thought  is  that  we  have  got  along  now,  in 
addition  to  Government  bonds,  with  long-term  bonds. 

Mr.  Hughes.  By  193T  it  would  seem  to  me  that  any  bank  ought 
to  be  prepared  to  qualify.  That  is,  they  have  2  more  years,  and 
if  Government  bonds  would  be  accepted,  as  I  take  it  they  must  be 
under  the  present  law,  that  should  be,  I  should  say,  adequate  time 
to  permit  them  to  exchange  current  holdings  for  an  adequate  amount 
of  any  form  of  security. 

Senator  Couzens.  What  are  the  current  holdings  you  refer  to  that 
they  might  exchange*  I  mean  just  give  me  the  general  character 
of  the  securities. 

Mr.  Hughes.  All  the  things  that  a  country  bank  loans  on,  chattel 
mortgages,  real-estate  mortgages,  and  two-name  paper  largely.  A 
great  many  of  the  country  banks  loan  on  a  different  sort  of  things 
than  a  city  bank  does. 

Senator  Couzens.  Where  could  they  get  rid  of  that?  You  said  it 
would  enable  them  to  get  rid  of  the  current  holdings  and  take  Govern- 
ment bonds.    Where  would  they  get  rid  of  those  holdings? 

Mr.  Hughes.  Some  of  the  present  loans  would  be  paid,  and  they 
would  invest  their  funds  in  Governments.  There  is  hardly  a  sound 
bank  in  our  community  that  could.not  liquidate  a  certain  amount  of 
its  outstanding  loans  and  convert  them  into  cash  and  buy  Govern- 
ments. 

Senator  Towksend.  As  a  matter  of  fact,  as  far  as  you  know,  every 
bunk  has  plenty  of  Governments? 

Mr.  Huohes.  Yes ;  at  the  time  of  the  bank  holiday,  all  of  our  Wil- 
mington or  local  banks  could  have  qualified  on  the  basis  of  either 
cash  or  Governments.  We  had  a  million  and  a  half-dollars  oi 
currency  at  that  time  in  Wilmington. 

Senator  Townbend,  All  right. 

Mr.  Chairman,  that  concludes 

Mr.  Ridgely.  I  would  like  to  say  just  one  thing. 

Senator  Bulklet.  Yes;  come  back,  Mr.  Ridgely. 

TURTHER  STATEMENT  OF  HENBY  RIDGELY,  PRESIDENT  OF  THE 
FARMERS  BANK  OF  THE  STATE  OF  DELAWARE 

Mr.  Ridgely.  I  want  to  say  a  word  about  the  question  of  the  Fed- 
eral Reserve  Board  suggesting  inflation.  Speaking  for  myself  alone, 
I  think  that  if  you  arc  trying  to  devise  a  bill  of  that  kind,  you  are 
trying  to  find  a  way  to  the  moon. 

Senator  Couzens.  That  is  what  the  bankers  did  in  1929,  was  it 
not? 

Mr.  Ridgely.  Not  simply  the  bankers. 

Senator  Couzens.  Well,  they  provided  the  roadway  for  it. 


276  BANKING   ACT   OF    1935 

Mr.  Ridgely.  I  think  it  is  very  easy  to  get  up.  of  course,  and 

&  reach  against  not  all,  but  some  of  the  bankers,  but  I  think  it  would 
j  just  as  easy  to  get  up  and  preach  against  the  statistical  invest- 
ment services,  the  economic  experts,  and  the  college  professors.  It 
happened  that  I  made  a  speech  in  1928  before  a  group  of  bankers,  in 
which  I  said  that  I  questioned  whether  we  were  not  in  fact  going 
entirely  too  far  with  the  question  of  inflation  of  credit,  and  I  was 
followed  by  a  college  professor  who  demonstrated  that  1  was  ignor- 
ant because  We  were  on  a  new  era.  That  is  what  yen  heard  con- 
stantly, that  we  were  on  a  new  era. 

Senator  Couzens.  And  the  bankers  fell  for  it. 
Mr.  Ridgely.  The  bankers  were  human,  but  I  don'l   believe  the 
bankers  fell  for  it  any  more  than  anyone  else  fell  for  it. 

Senator  Couzens.  No:  I  am  not  charging  that,  but  as  I  said  be- 
fore, the  bankers  had  the  roadway,  they  had  the  vehicle  by  which 
the  people  could  travel  to  the  moon  and  they  permitted  the  investors 
and  the  professors  and  all  those  others  to  start  the  public  on  the 
pathway  to  the  moon  which  the  bankers  established. 

Mr.  Ridgely.  But,  Senator,  what  would  you  do  if  you  were  presi- 
dent of  a  bank  or  were  on  a  bank  board  and  you  were  approached 
by  a  citizen  who  was  a  perfectly  respectable  citizen  and  he  asked 
you  to  loan  him  some  money  and  he  offers  you  collateral  for  it? 
Now,  what  are  you  going  to  do  in  that  case  ?  If  you  have  a  suspicion 
that  he  is  going  to  invest,  just  exactly  what  is  your  idea  of  the  duty 
of  the  banks  and  of  the  bankers? 

Senator  Bulkley.  Is  there  not  something  in  this,  Mr.  Ridgely, 
that  the  banker  would  look  to  the  quoted  prices  of  the  securities 
offered;  as  quoted  on  the  stock  exchange,  and  disregard  any  con- 
sideration of  intrinsic  values? 

Mr.  Ridgely.  Well,  of  course  they  took  the  market  in  many  in- 
stances as  the  test  of  the  values. 

Senator  Bcxkley.  Without  looking  very  much  further,  did  they 
not? 

Mr.  Ridgely.  Yes.  Of  course  they  did  not  stop  simply  at  the 
market  quotations;  they  had  those  statistical  services.  I  guess  every 
bank  has  them,  and  you  may  recollect,  if  you  looked  over  them  at 
all,  that  some  of  them  made  the  statement  that  in  the  early  part  of 
1929  or  perhaps  even  the  middle  of  1929,  that  stocks  looked  high, 
but  as  a  matter  of  fact  in  5  years  we  would  be  looking  back  at  them 
and  saying  how  cheap  and  low  they  are. 

Senator  CotJZKNS.  Now,  why  did  the  bankers  fall  for  that  after 
all  the  long  experience  they  have  had  ? 

Mr.  Ridgely.  Because,  frankly — I  will  tell  you  why.  I  think  they 
fell  for  it  for  this  reason:  I  think  they  got  it  into  their  heads  that 
we  were  on  a  new  era,  and  I  think  the  cause  of  the  trouble  was  the 
great  war.  That  started,  accelerated  everything,  the  people  simply 
lost  their  judgment.  You  cannot  kill  millions  of  people  and  destroy 
billions  of  capital  and  let  loose  our  passions  without  disarranging 
economic  conditions  and  also  clouding  judgments,  and  I  think  that 
they  believed,  a  good  many  of  them,  that  we  were  on  a  new  era. 
You  take  the  question  of  real  estate.  Of  course,  real  estate  values 
fell  in  certain  sections  quite  as  much  as  stocks  did.  How  were  you 
going  to  judge  the  value  of  real  estate? 
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I  am  not  trying  to  make  a  brief  for  bankers.  I  do  not  feel  that 
I  am  defending  them.  I  am  not  called  on  to  defend  the  profession, 
because  banking  is  not  my  real  profession.  I  got  caught  in  it. 
I  was  asked  to  take  a  position  in  a  bank  on  the  eve  of  the  1929 
collapse,  and  I  have  been  held  there  against  my  will,  wanting  to 
get  out.  So  I  am  not  trying  to  defend  bankers.  I  have  it  in  for 
some  of  the  bankers,  but  I  also  know  that  it  has  been  rather — well, 
what  shall  I  say! — a  little  nauseating  to  see  everybody  trying  to 
load  his  own  mistakes  on  somebody  else's  back.  As  a  real  matter 
of  fact,  the  whole  country  was  swept  by  inflation,  and  I  don't  be- 
lieve, no  matter  what  kind  of  a  board  you  set  up,  when  that  thing 
strikes  again,  and  it  will — those  of  us  who  are  old  enough  to  have 
gone  through  these  things  before  don't  believe  that  we  are  getting 

to  any  millennium  where  any  act  of  Congress  can  stop  them 

Senator  Townsind.  Well 

Mr.  Ridoley.  Well,  I  was  just  going  to  say,  I  dont  believe  you 
can  stop  it.  That  does  not  mean  you  ought  not  to  use  all  possible 
means,  if  you  can,  to  check  it.  But  my  point  is,  the  point  I  am 
trying  to  make  is,  that  that  is  not  going  to  be  done  completely  by 
vesting  the  great  power  or  great  powers  in  a  particular  board  or 
group.    That  is  not  going  to  insure  it  against  such  conditions. 

I  do  believe  in  eliminating,  so  far  as  we  can — I  would  use  the 
word  "  partisan  "  instead  of  the  word  "  political  " — the  possibility 
of  partisan  domination.  I  should  think  that  might  be  helped  by 
removing  any  particular  political  nominee  that  was  on  the  Federal 
Reserve  Board,  and  making  the  term  a  longer  term.  You  might 
give  to  the  members  of  the  Board  12  years,  say,  or  something  of  that 
kind,  and  let  it  go  at  that.  I  think  you  would  come  closer  in 
that  way  than  by  this  bill. 

The  question  was  also  asked  as  to  whether  Government  control 
wouldn't  be  political  control.  Well,  I  make  the  distinction  between 
Government  regulation  and  partisan  control.  I  think  we  ought  to 
have  a  board.  I  think  it  is  good  to  have  a  board  for  Government 
regulation,  and  by  Government  regulation  I  don't  mean  partisan 
regulation.  I  simply  mean  it  is  a  board  set  up  by  the  Government, 
or  I  mean  it  is  a  part  of  the  Government,  not  set  up  by  the  Govern- 
ment, a  part  of  the  Government.  And  when  you  place  in  that  board 
a  power  to  commit  the  country  to  some  political  or  economic  theory 
or  philosophy  or  policy,  that  is  where,  I  think,  control  comes  in. 

Senator  Townsend.  I  think  the  bankers  of  Delaware  can  be  very 
proud  of  their  record,  because  I  think  the  record  of  the  bankers  of 
Delaware  stands  out  as  about  the  best  of  any  State  in  the  Union. 

Senator  Couzens.  Now,  do  not  start  that,  because  I  would  have  to 
bring  in  Michigan,  and  you  know  what  that  would  mean. 

Senator  Townsend.  I  think  that  concludes  our  testimony,  Mr. 
Ohairman. 

Senator  Bulklet  (presiding).  We  will  adjourn  to  10:30  o'clock 
Friday  morning,  May  10. 

{Thereupon,  at  12:10  p.  m.,  an  adjournment  was  taken  to  Friday, 
May  10,  1935,  at  10:30  a.  m.) 
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United  States  Senate, 
Subcommittee  op  the  Committee 

on  Banking  and  Currency, 

Washington,  D.  O. 
The  subcommittee  met,  pursuant  to  adjournment,  on  Wednesday, 
May  8,  1935,  at  10:30  a.  m.,  in  room  301,  Senate  Office  Building, 
Senator  Carter  Glass  presiding. 

Present:  Senators  Glass  {chairman  of  the  subcommittee),  Bulk- 
**v,  McAdoo,  Townsend,  and  Couzens. 

STATEMENT  OF  MARROTER  S.  ECCLES,  GOVERNOR  07  THE 
FEDERAL  RESERVE  BOARS 

Senator  Glass.  Governor,  the  Senate  committee  fortunately  has 
Available  in  print  your  testimony  before  the  House  committee,  but  it 
occurred  to  me  that  you  might  care  to  make  a  supplemental  state- 
ment, and  we  would  be  very  glad  to  have  you  do  that  if  you  desire. 

Governor  Eccleb.  I  would  like  to  make  a  statement  before  this 
committee,  and  for  that  purpose  have  prepared  one,  and  I  should 
like  to  read  that  statement  and  then  file  it  with  the  committee. 
[Reading  statement.] 

In  discussing  the  proposed  banking  bill  of  1935  before  your  com- 
mittee, I  should  like  to  present  a  statement  of  some  of  the  funda- 
mental issues  that  are  raised  by  the  proposed  legislation,  and  then 
to  outline  the  proposals  in  title  II  of  the  bill,  section  by  section, 
with  such  modifications  as  I  should  like  to  recommend  in  the  text 
As  introduced. 

Character  of  proposed  legislation-. — The  amendments  to  the  Fed- 
eral Reserve  Act  proposed  in  this  bill  are  important  and  are  ur- 
gently needed  at  the  present  time.  Their  general  objective  is  to 
improve  the  administrative  machinery  of  the  Federal  Reserve  Sys- 
tem, to  determine  more  clearly  the  distribution  of  authority  and 
responsibility  between  the  Federal  Reserve  Board  and  the  Reserve 
banks,  and  to  eliminate  unnecessary  restrictions  on  the  Reserve 
banks  and  the  member  banks  that  have  proved  to  be  ineffective  in 
preventing  disaster  and  are  now  hampering  economic  recovery. 

Senator  Townsend.  Governor,  do  you  mind  being  interrupted? 

Governor  Eccleb.  No. 

Senator  Townsend.  Are  you  familiar  wilh  the  recommendations 
*>f  the  special  committee  of  the  American  Bankers'  Association  on 
the  proposed  Banking  Act  of  1935? 

Governor  Eccles.  I  am. 

Senator  Townsend.  Do  you  approve  the  changes  in  the  net  as 
recommended  by  the  American  Bankers'  Association? 
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Governor  Eccles.  I  do  not  know  what  you  specifically  have  in 
mind,  Senator. 

Senator  Townsend.  Well,  the  suggestions  as  outlined  by  the  spe- 
cial committee,  I  refer  to. 

Governor  Eccles.  Most  of  the  suggested  amendments  which  they 
propose  to  the  act,  as  introduced,  were  recommended  by  me  in  the 
hearings  before  the  House  committee.  There  was  a  difference  in  the 
recommendations  which  I  made  before  the  House  committee  and 
the  recommendations  which  they  made  with  reference  to  the  Open 
Market  Committee. 

Senator  Townsbnd.  Well,  I  will  not  ask  you  that  question  now. 
I  have  one  other  question  I  want  to  ask  you  when  you  have  finished, 
about  that. 

Governor  Eccles.  I  believe  that  was  about  the  only  change. 

Senator  Townsend.  Then  you  practically  agree  with  their  recom- 
mendations?   Is  that  what  I  am  to  understand? 

Governor  Eccles.  Yes ;  that  is  right. 

Senator  Townsend.  All  right. 

Governor  Eccles  (continuing  statement).  The  proposals  made  in 
this  bill  are  definite  and  limited  in  scope  and  arise  out  of  the  experi- 
ence of  the  past  30  years.  They  are  not  revolutionary;  they  do  not 
alter  the  fundamental  character  of  the  Federal  Reserve  System,  or 
the  regional  nature  of  its  organization,  and  they  do  not,  as  has  been 
asserted  by  critics,  make  the  Federal  Reserve  System  a  football  of 
party  politics  or  an  engine  of  inflation. 

Need  for  public  control  of  monetary  policy. — The  most  wide-spread 
criticism  of  the  bill  has  come  from  those  who  see  in  it  an  attempt 
to  subordinate  the  Federal  Reserve  System  and,  through  it,  the  coun- 
try's banking  system,  to  political  control.  On  this  subject  there 
"appears  to  be  much  misinterpretation  of  what  the  present  bill  pro- 
vides, coupled  with  a  lack  of  clear  understanding  of  existing  law 
and  of  the  proper  relationship  between  the  Reserve  System  and  the 
Government,  This  bill  aims  to  clarify  the  powers  and  responsibilities 
of  the  Reserve  Board  in  matters  of  national  monetary  policy  and  at 
the  same  time  preserves  and  increases  the  regional  autonomy  of  the 
Reserve  banks  in  matters  of  local  concern.  There  is  nothing  in  this 
bill  that  would  increase  the  powers  of  a  political  administration  over  ■ 
the  Reserve  Board. 

That  matters  of  national  credit  and  monetary  policy  should  be  - 
under  public  control  has  been  recognized  since  the  System  was  first—: 

groposed.  For  example,  in  the  report  of  the  Senate  Committee  on  — 
anking  and  Currency  in  1913  on  the  original  Federal  Reserve™ 
legislation  there  is  a  statement  to  this  effect : 

The  function  of  tbe  Federal  Reserve  Board  In  supervising  the  hanking  systems 
la  a  governmental  function  in  which  private  perming  or  private  interests  have^" 
no  right  to  representation,  except  through  the  Government  Itself.  The  prece — 
dent  of  all  civilised  governments  is  against  such  a  contention. 

The  statement  by  President  Woodrow  Wilson  before  the  Congress^ 
in  joint  session  on  June  2Z.  li)i:s.  is  even  more  decisive.  On  thatr 
occasion  President  Wilson  said: 

The  control  of  llic  system  of  (milking  ami  of  issue  wlileli  our  new  laws  are- " 
to  set  up  must  he  public,  not  private;  must  In;  vested  In  the  Government  itself— 
so  that  the  hanks  may  be  the  instruments,  not  the  masters,  of  business  and  oC^ 
Individual  enterprise  and  Initiative. 
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The  necessity  of  placing  the  regulation  of  monetary  policy  under 
Government  control,  which  was  clearly  recognized  by  the  proponents 
of  the  Federal  Reserve  Act  is  1913,  is  the  guiding  principle  of  the 
legislation  which  is  now  under  consideration  by  your  committee. 

Senator  Glass.  Well,  of  course,  Governor,  that  is  your  peculiar 
interpretation  of  the  language  of  the  report.  You  do  not  empha- 
size the  important  word  there,  "  supervisory."  In  other  words,  the 
Federal  Reserve  Board  was  to  be  a  supervisory  censor  body,  al- 
truistic in  its  nature,  totally  devoid  of  any  acquisitiveness,  to  super- 
vise the  administration  of  the  law. 

Senator  Couzens.  Do  you  see  a  distinction  there,  Governor? 

Senator  Glass.  Evidently  not;  but  I  do,  a  very  grave  distinction. 

Governor  Eccles.  Of  course,  there  is  a  distinction  between  the 
use  of  the  word  "  supervisory  " — I  suppose  you  would  have  to  read 
the  entire 

Senator  Couzens  f interposing).  Report. 

Governor  Eoci.es  (continuing).  The  entire  report. 

Senator  Glass.  Inasmuch  as  I  wrote  the  report,  I  know  what 
•'  supervisory  "  means. 

Governor  Eccles.  The  reading  of  the  statement  of  President  Wil- 
son here  [reading]  : 

The  control  of  tlie  system  of  bonking  and  of  issue  which  our  new  laws 
(ii*  to  set  up  must  be  public,  not  private 

Senator  Couzens.  Did  you  write  that,  Senator! 

Senator  Glass.  What? 

Senator  Couzens.  Did  you  write  that,  too? 

Senator  Glass.  No.    Woodrow  Wilson  wrote  that.    Nobody  ever 
wrote  anything  for  him  that  I  know  of.    Nobody  ever  wrote  any- 
ihing  for  me. 
Governor  Eccles  (continuing  reading)  : 


Senator  Glass.  I  agree  to  all  that  Pardon  me  for  the  interrup- 
tion.    Go  ahead. 

Governor  Eccles.  That  is  all  right.     [Continuing  statement:] 

The  need  for  public  control  of  the  function  of  supplying  the  me- 
•lium  of  exchange  to  the  people  of  the  United  States,  both  by  issuing 
currency  and  by  regulating  the  volume  of  bank  deposits,  seems  to  me 
to  be  almost  a  noncontroversial  matter.  It  is  in  direct  recognition 
of  the  constitutional  requirement  that  Congress  shall  coin  money 
u.nd  regulate  the  value  thereof.  In  delegating  this  power  Congress 
has  chosen,  and,  in  my  opinion,  always  will  choose,  to  delegate  it,  not 
to  private  interests  but  to  a  Government  body  like  the  Federal  Re- 
serve Board,  created  by  Congress  to  serve  as  its  own  agency  in 
discharging  its  responsibility  for  monetary  control. 

I  might  quote  in  this  connection  a  statement  by  the  late  Paul 
"Warburg,  who  said  on  November  12,  1910: 

The  management  of  the  cfiitrnl  reservoir  must  be  absolutely  free  from  the 
clangers  of  control  by  politics  and  by  private  Interest*,  singly  or  combined. 

Senator  Glass.  What  do  you  conceive  Mr.  Warburg  meant  by  the 
~*  central  reservoir  "  tberet 

Governor  Eccles.  I  think  he  meant  the  use  of  reserves. 
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Senator  Glass.  Wellj  he  meant  a  central  reservoir  in  the  respective 
Federal  Reserve  districts.  There  was  no  other  central  reservoir. 
The  Federal  Reserve  Board  had  no  reservoir.     It  has  none  now. 

Governor  Eccles.  He  is  speaking,  of  course,  of  the  control  of  the=- 
reservoir  of  bank  reserves.     [Continuing  statement :] 

Public— not  political — control. — The  necessity  of  public  control,. „ 
as  I  have  said,  can  hardly  be  questioned.  Apprehension  can  only  bes 
expressed  against  the  dominance  in  the  Federal  Reserve  System  of^ 
political,  and  particularly  of  partisan,  control  as  distinguished  fromfc 

fublic  control.     On  this  point  I  wish  to  emphasize  that  the  bill,  faiz^ 
rom  proposing  an  increase  in  the  powers  of  a  political  administra — 
tion  over  the  Federal  Reserve  System,  contains  provisions  intended 
to  increase  the  independence  of  the  Federal  Reserve  Board.     Foi_— 
this  purpose  the  bill  provides  that  members  of  the  Board  shall  b^ 
well  qualified  by  education  or  experience,  or  both,  to  participate  ir» 
the  formulation  of  national  economic  and  monetary  policies.     I  rec- 
ognize that  the  requirement  of  such  qualifications  cannot  insure  that 
only  qualified  persons  will  be  appointed  to  the  Federal  Reserve 
Board,  but  it  is  a  step  in  the  direction  of  strengthening  the  tradition 
that  members  of  the  Federal  Reserve  Board  must  be  qualified  to 
carry  the  responsibilities  which  their  duties  entail.     The  bill  also 

?rovides  for  more  adequate  compensation  for  Board  members  and 
or  pensions  when  they  retire.  These  provisions  would  further  add 
to  the  independence  of  the  Board  members. 

I  notice  that  the  House  of  Representatives  did  not  adopt  our 
recommendations  for  an  increase  in  the  salaries  and  for  pensions  for 
Board  members.  I  believe  that  these  provisions  arc  an  essential 
part  of  the  bill.  They  arc  an  import  ant  means  of  increasing  the 
Board's  independence,  as  well  as  making  the  positions  on  the  Board 
more  attractive  in  the  future  to  outstanding  men  who  may  not  have 
independent  means. 

There  is  in  the  bill  a  much  misunderstood  provision  which  was 
introduced  for  the  purpose  of  making  the  position  of  Governor  of 
the  Federal  Reserve  Board  more  attractive  to  competent  men  with 
banking  experience.  This  provision  states  that,  when  the  Governor 
is  no  longer  designated  as  Governor  by  the  President,  he  shall  no 
longer  be  a  member  of  the  Federal  Reserve  Board  and  shall  be  con- 
sidered to  have  served  out  his  term.  This  would  make  it  possible 
for  a  Governor,  if  he  be  drawn  from  the  banking  field,  to  reenter 
the  banking  business  without  having  to  wait  for  a  2-year  period 
when  he  is  no  longer  designated  as  Governor. 

There  has  been  a  great  deal  of  discussion  about  the  fact  that  this 
makes  the  Board  a  more  political  board.  You  know,  gentlemen,  as 
well  as  I  do  that  no  man  would  stay  on  the  Board  if  the  President 
of  the  United  States  wished  to  appoint  someone  else  in  his  place. 
The  present  act  provides  that  the  President  shall  designate  one  of  the 
appointive  members  as  Governor  of  the  Board,  ana  this  has  been 
consistently  interpreted  to  mean  that  the  Governor  serves  as  such  at 
the  pleasure  of  the  President.  It  seems  to  me  to  be  immaterial 
whether  a  Governor  has  or  has  not  a  technical  right  to  stay  on  the 
Board,  if  the  President  prefers  to  have  someone  else  as  Governor, 
because  no  person  who  is  qualified  for  that  position  would  choose  to 
remain  in  these  circumstances. 
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The  bill  as  reported  in  the  House  has  modified  this  provision  so 
that  the  Governor  could  retain  his  position  on  the  Board,  if  he  were 
not  redesignated,  but  if  he  resigned,  he  would  be  permitted  to  resume 
his  banking  connection  without  the  2  years'  delay. 

Recognition  of  the  fact  that  control  over  money  is  a  matter  of 
national  concern  that  must  be  retained  by  the  sovereign  power  or 
delegated  by  it  to  an  agency  of  its  own  creation  is  as  old  as  govern- 
ment itself.  The  change  that  has  occurred  in  the  past  quarter  of  a 
century  has  been  in  the  nature  of  adaptation  of  an  ancient  idea  to 
modern  conditions.  The  change  has  arisen  out  of  a  growing  recog- 
nition of  the  fact  that  monetary  control  must  not  he  confined  to 
control  of  currency  because,  to  an  ever  increasing  extent,  the  bank 
check  has  taken  the  place  of  currency.  In  this  country  fully  nine- 
tenths  of  all  payments  are  made  by  check  rather  than  in  cash.  Con- 
trol over  the  supply  of  money,  therefore,  involves  under  existing 
conditions  a  control  over  the  volume  of  bank  deposits  and  bank 
credit. 

The  statutes  of  all  the  newer  central  banks  of  the  world  recognize 
the  necessary  relationship  between  the  Government  and  the  central 
bank.  That  it  is  not  clearly  recognized  in  the  charters  of  some  of 
the  older  central  banks  is  due  primarily  to  the  fact  that  the  relation- 
ship between  central  banking,  commercial  banking,  and  the  money 
supply  has  been  a  gradual  development  and  the  responsibility  of 
public  control  over  deposit  banking  has  only  been  gradually  ap- 
preciated. There  is  in  the  world  today  no  central  banking  institu- 
tion, whatever  the  facts  as  to  stock  ownership  or  the  legal  provisions 
of  its  charter,  which  is  not  subject  to  control  by  government.  This 
is  just  as  true  of  the  Bank  of  England,  which  is  commonly  cited  as 
an  example  of  a  completely  independent  central  bank,  as  it  is  of  any 
other  central  banking  system.  , 

Senator  Glass.  On  the  contrary,  I  heard  a  very  well-informed  man 
in  New  York,  thoroughly  familiar  with  the  laws  and  practices  of  the 
Bank  of  England,  say  that  the  Chancellor  of  the  Exchequer  would 
not  dare  tell  the  Bank  of  England  what  it  must  do,  but  the  Bank  of 
England  very  frequently  told  the  Chancellor  what  he  should  do. 

Governor  Eccles.  I  think  there  is,  of  course,  a  very  responsive 
relationship  between  the  Bank  of  England  and  the  Chancellor  of 
the  Exchequer. 

Senator  Glass.  They  have  concord ;  yes.  But  the  Parliament  does 
not  pretend  to  direct  the  activities  of  the  Bank  of  England.  It  some- 
times enacts  a  law  sanctioning  the  action  of  the  Bank  of  England  in 
exceeding  its  reserve  requirements  or,  rather,  in  falling  below  its 
reserve  requirements,  when  the  exigencies  of  a  particular  policy 
suggest. 

Governor  Ecclbs.  I  think  there  is  a  very  responsive  cooperative 
relationship  between  the  Chancellor  and  the  Bank  of  England.  Mr. 
Goldenweiser  has  just  handed  me  a  statement  by  Mr.  Snowden  that 
I  might  read  in  that  connection  [reading]  : 

The  relations  between  the  Bunk  of  England  and  the  Treasury  are  most  Intl- 
Qiate.  No  Important  departure  In  policy  is  ever  taken  by  the  bank  without  con- 
sultation with  the  Treasury.  The  Treasury  has  assumed  functions  In  recent 
years  which  were  formerly  discharged  by  the  Bank  of  England.  Under  the  hut 
'""urrency  Art  the  Treasury  can  decide,  within  limits,  the  amount  of  the  currency 
Issue.    Under  the  gnld  standard  the  maintenance  of  the  par  value  of  the  pound 
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was  automatically  regulated.  Now  when  we  have  no  erehanne  standard  the 
Treasury  tries  to  control  the  exchange  In  some  mysterious  way  by  the  use  of  iin 
exchange  equalisation  fond  of  £360.000,000. 

I  do  not  sec  that  It  Could  make  any  difference  to  the  management  or  policy 
of  the  Bank  of  England  tf  It  were  nominally  made  into  a  Stnte  Bank — for  all 
practical  purposes  It  Is  that  now.  Mr.  Lloyd  George  does  not  propose,  that  (t 
should  become  a  Government  department  like  the  Treasury.  It  would  be  fatal 
to  bring  the  bank  under  political  control.  (Viscount  Snowden,  "Mr.  Lloyd 
George's  '  New  Deal ' ",  pp.  41-42.) 

Senator  MoAdoo.  Is  that  equalization  fund  there,  the  amount  in 
pounds  or  dollars? 

Governor   Eccles.  Founds;  350,000,000  pounds  is  the   amount; 

[Continuing  statement.] 

The  necessity  of  Government  control  arises  from  the  fact  that 

governments  are  largely  instruments  for  the  formulation  and  exe — 
cation  of  economic  and  financial  policies.    Since  changes  in  ther 
supply  of  means  of  payment,  both  in  the  form  of  currency  and  int. 
the  form  of  deposits,  are  an  important  and  at  times  a  determining- 
factor  in  economic  changes,  a  central  bank,  if  it  chose  to  pursue  an. 
antagonistic  policy,  could  greatly  hinder  a  government  in  achieving- 
its  objective.     Since  central  banking  institutions  derive  their  power 
from  the  Government — are  in  fact  creatures  of  the  Government — 
they  do  not,  and  in  the  nature  of  things,  cannot  work  at  cross  pur- 
poses with  the  Government,  particularly  at  times  of   emergency. 
Hence,  in  one  form  or  another  there  must  be  cooperation  between 
the  Government,  which  determines  economic  policies,  and  the  bank 
of  issue  which  determines  monetary  policies. 

Senator  Glass.  Are  you  in  favor  of  a  Government  central  bank) 

Governor  Eccles.  No;  not  in  the  sense  that  we  should  transfer 
the  ownership  of  the  stock  of  the  Reserve  banks  to  the  Government 
and  create  one  bank. 

Senator  Glass.  Why  not*  Are  you  in  favor  of  Father  Cough- 
lin's  bank  bill? 

Governor  Eccles.  No;  I  am  not. 

Senator  Glass.  Why  not? 

Governor  Eccles.  Well,  I  do  not  think  it  is  a  practical  arrange- 
ment. It  seems  to  me  that  the  question  of  the  ownership  of  the  stock 
in  and  of  itself  is  not  the  vital  matter;  whether  the  Government 
owns  the  stock  or  the  private  banks  own  the  stock,  there  must  be 
management;  there  must  be  provision  for  the  selection  of  directors 
of  the  respective  banks.  It  seems  to  me  that  the  powers  that  are 
given  those  charged  with  the  responsibility  for  management  is  the 
important  matter,  rather  than  the  question  as  to  who  may  own  the 
stock. 

Senator  Glass.  Well,  is  it  not  important  that  a  central  bank 
should  have  a  propriety  interest — indeed,  own  the  assets  of  the 
bank? 

Governor  Eccles.  I  do  not  understand  your  question,  Senator. 

Senator  Glass.  Well,  I  mean  if  it  is  a  central  bank  it  ought  to  be 
a  bank  which 

Governor  Eccles.  Yes. 

Senator  Glass  (continuing).  Ought  to  own  its  own  assets,  ought 
it  not! 
.  Governor  Ecoleb.  That  is  correct. 
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Senator  Glass.  And  it  ought  to  have  a  proprietary  interest,  I 
would  say  an  exclusive  proprietary  interest  in  the  money  that  is 
to  be  loaned  to  business,  of  whatever  nature;  is  that  not  so! 

Governor  Ecci.es.  That  is  correct. 

Senator  Couzens.  Governor  Eccles,  assuming  that  your  bill  had 
been  in  force  in  1928  and  1929,  what  procedure  would  you  have 
taken  ? 

Governor  Eccles.  I  am  unable  to  answer  that,  Senator.  That  is 
rather  a  broad  question. 

Senator  Couzens.  Well,  is  that  not  important,  though,  in  deter- 
mining whether  or  not  we  should  change  the  functions  of  the  Fed- 
eral Reserve  Board?  In  other  words,  it  seems  to  me  that  there  was 
a  lot  of  criticism  of  the  Board  during  those  years  and  subsequent 
years,  and  I  would  like  to  know  in  what  manner  this  bill  of  yours 
would  correct  that. 

Governor  Eccles.  I  think  that  the  Banking  Act  of  1933,  giving 
to  the  Board  control  over  speculative  activities  of  the  banks  would 
have  been  more  effective  in  1928  and  1929,  probably,  than  the  provi- 
sions of  this  bill. 

Senator  Glass.  This  bill  destroys  that  control,  does  it  not! 

Governor  Eccles.  The  control  over  margin  requirements  and  over 
brokers'  collateral  loans  would  seem  to  me  to  deal  directly  with  the 
problem  of  speculation. 

Senator  Couzens.  Well,  as  a  matter  of  fact,  then,  your  answer 
indicates  that  most  of  the  trouble  that  occurred  in  those  years  has 
been  remedied  by  the  1933  Banking  Act;  is  that  correct* 

Governor  Eccles.  Well,  so  far  as  the  question  of  speculation 
itself  is  concerned,  I  think  the  Banking  Act  of  1933  enables  the 
Federal  Reserve  Board  to  meet  that  effectively.  My  statement  covers 
the  specific  reasons  for  the  proposals  in  the  present  bill. 

Senator  Couzens.  Do  you  not  have  them  in  mind  ? 

Governor  Eccles.  What  is  it! 

Senator  Couzens.  Do  you  not  have  them  in  mind! 

Governor  Eccles.  Well,  I  can  recite  them,  I  can  give  them  to  you, 
hut 

Senator  Couzens.  Yes;  but  what  I  am  trying  to  find  out  is  how 
this  bill  of  yours  effectually  changes  existing  conditions  so  there 
would  be  no  future  evils  arise,  which  it  is  alleged  did  arise  as  a  re- 
sult of  the  activities  of  the  Federal  Reserve  Board  under  the  old 
act. 

Senator  McAdoo.  May  I  interrupt,  Senator! 

Senator  Couzens.  I  would  like  an  answer  to  my  question,  first. 

Senator  McAdoo.  I  beg  your  pardon,  but  I  wanted  to  ask  him 
whether  or  not,  before  he  attempts  to  answer  your  question,  he  has 
the  answer  in  the  statement  he  has  prepared.  If  so,  perhaps  it  would 
t>^  better  to  get  it  in  the  logical  form  he  is  presenting  it  than  to  ask 
the  question. 

Governor  Eccles.  I  would  prefer  to  finish  the  statement,  and  then 
X  would  be  glad  to  answer  any  questions  that  you  may  desire  to  ask 
*"-Hat  I  am  able  to  answer. 

Senator  Glass.  Well,  you  may  do  that,  so  far  as  I  am  concerned, 
Except  that  I  would  like  to  supplement  the  question  that  the  Senator 

"from  Michigan  asked.    He  asked  what  you  would  have  done 

Governor  Eccles.  Yes. 
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Senator  Glass  (continuing).  In  1928  and  1929.  I  would  like  to 
ask  what  the  Federal  Reserve  Board  did  do  in  1928  and  1929,  be- 
cause you  propose  now  to  charge  it  with  supreme  authority  in  this 
matter.    What  did  it  do  in  1928  and  1929? 

Governor  Eccles.  I  do  not  know  that  I  can  tell  you  exactly  what 
they  did,  Senator. 

Senator  Glass.  The  record  is  perfectly  clear. 

Governor  Eocles.  Yes. 

Senator  Glass.  I  assume  that  you  do  not  know.  If  you  do  not, 
you  will  find  it  in  your  own  records  that  the  Federal  Reserve  Bank 
of  New  York  for,  I  think  four  consecutive  weeks,  proposed  an  ap- 

greciable  raise  in  the  rediscount  rate,  and  that  the  Federal  Reserve 
■oard.  I  think  for  the  same  number  of  weeks,  positively  refused  to-  — 
sanction  that  action. 

Now  state  what  vou  would  have  done. 

I  do  not  know,  but  I  do  know  what  the  Federal  Reserve  Board 
did  do. 

Senator  Codzens.  Of  course,  if  Governor  Eccles  does  not  want  to*- 
answer  this,  I  submit  in  all  humility  to  the  two  former  Secretaries 
of  the  Treasury  and  will  let  them  run  the  meeting. 

Governor  Eccles.  I  would  prefer  to  read  this  and  I  would  be  glaoL 
to  answer  the  questions  later. 

Senator  Glass.  I  do  not  want  to  run  the  meeting,  but  as  a  member- 
of  this  committee,  I  am  going  to  take  the  privilege  of  asking  ques- 
tions. 

Senator  Couzens.  I  asked  a  question  and  did  not  consult  the  chair- 
man or  the  Senator  from  California,  but  an  effort  was  attempted  to 
estop  an  answer  to  my  question  at  the  moment  ljecau.se  of  the  aus- 
terity of  the  two  former  Secretaries  of  the  Treasury. 

Senator  Glass.  As  a  matter  of  fact,  so  far  from  attempting  to 
estop  an  answer  to  your  question  I  supplemented  your  question  so 
(hat  the  answer  might  be  more  complete. 

Senator  McAdoo.  I  may  snv  for  the  record  thai  I  had  no  thought 
of  preventing  an  answer  to  the  question  of  the  Senator  from  Mich- 
igan. My  only  purpose  was  to  expedite  the  hearing,  perhaps,  bv 
allowing  him  to  complete  his  statement  and  then  have  him  answer 
the  question.     I  have  no  objection  to  his  answering  the  question. 

Senator  Codzesh.  The  Senator  from  California  knows  that  after 
the  reading  of  a  long  statement  many  of  the  thoughts  and  ques- 
tions we  desire  to  have  answered  are  forgotten  by  the  time  I  he  state- 
ment is  completed.  If  the  Senator  from  California  does  not  want 
me  to  interrupt,  I  will  not  interrupt  any  more. 

Senator  McAdoo.  I  do  not  rare,  but  I  think,  and  I  am  quite  sure 
that  the  Senator  from  Michigan  underrates  his  mental  processes  if 
he  cannot  retain  in  his  memory  the  questions  he  wanted  to  ask  until 
after  the  statement  is  concluded. 

Senator  Glass.  Proceed.  Governor.  Or  if  you  prefer,  answer  the 
question  by  the  Senator  from  Michigan,  and  inv  supplemental  ques- 
tion. 

Senator  Townsend.  I  think  the  Senator  from  Michigan  is  entitled 
to  an  answer  to  his  question,  if  the  Governor  is  prepared  to  answer. 

Senator  McAixki.  Certainly  he  is.  I  onlv  made  the  suggestion  for 
the  purpose  of  trying  to  expedite  the  testimony. 

Governor  Eccles.  Will  you  repeat  the  question? 
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Senator  Couzens.  You  are  proposing  a  new  form  of  activities  and 
t»*ocedures  of  the  Federal  Reserve  Board.  I  asked  if  this  act  you 
»»  JKf  now  proposing  had  been  in  effect  in  1928  and  1929  what  you 
^■^-ould  have  done  under  this  proposed  act. 

Governor  Ecci.es.  Of  course,  the  bill  is  not  proposing  any  new 
a*,  -vtivity. 

Senator  Couzens.  What  is  the  purpose  of  it,  then  ? 
Governor  Eccles.  It  is  placing  the  responsibility  for  the  three  in- 
se-i truments  of  monetary  control  in  the  Federal  Reserve  Board.    The 
m  aiost  important  of  those  three  instruments,  that  of  open-market  op- 
■^E^rations,  the  initiation  of  them,  is  in  the  hands  of  an  open-market 
■«-_*>mmittee.    The  matter  of  the  discount  rate  is  now  in  the  hands  of  the 
JBoard.    The  increase  in  reserve  requirements  was  provided  for  in  the 
Thomas  amendment  to  the  Agricultural  Adjustment  Act,  with  the  con- 
^-ent  of  the  President,  by  declaring  an  emergency.    What  the  bill  pro- 
poses to  do  is  to  recognize  the  three  principal  functions  of  monetary 
control  which  I  have  just  enumerated,  and  to  place  the  responsibility 
:for  the  exercise  of  these  monetary  control  functions  in  the  Federal 
^Reserve  Board,  and  to  provide  for  a  committee  of  five  representatives 
«>f  the  Federal  Reserve  banks  to  be  selected  by  the  12  governors,  to 
Imi  an  advisory  committee  to  the  Board  in  the  exercise  of  all  three 
functions.    1  will  not  go  into  extensive  detail,  because  if  I  do  there 
ivould  be  no  occasion  to  read  this  statement  which  covers  that  point 

fully,  but 

Senator  Townbend.  Are  the  five  advisory  members  permitted  to 
t  ote  * 

Governor  Eccles.  They  are  not  in  the  proposal  here.  The  Amer- 
ican Bankers'  Association  have  submitted  a  suggested  amendment 
providing  that  the  five  members  be  added  to  the  Board  for  that  pur- 
pose. The  five  members  of  the  advisory  committee  in  my  proposal 
u»'e  given  the  power  to  initiate.  The  Board  is  required  before  taking 
ft*.'ti(in  to  give  this  committee  of  governors  a  hearing,  an  opportunity 
c<>  express  their  views,  so  that  Both  the  Board  and  the  committee 
Vv«uld  have  the  power  of  initiative. 

The  Board,  however,  in  the  final  analysis,  is  charged  with  what- 
ev-er  responsibility  is  taken. 

Of  course,  I  recognize  that  in  monetary  control  alone,  that  is. 
X*X  attempting  to  increase  or  diminish  the  .supply  of  money  through 
**  monetary  action,  there  is  no  solution  for  oil  of  our  economic  prob- 
*v*ms,  and  as  I  said  before  the  House  committee,  I  do  not  believe 

*  I  iat  through  monetary  action  alone  the  difficulties  that  confronted 

*  &iis  country  in  1928  and  1929  could  have  been  entirely  avoided.     I 

*  »«'lieve  that  the  question  of  distribution  of  income  is  a  very  import- 
**  lit  factor  because  it  tends  to  affect  the  velocity  of  money.  So,  I  do 
*~*ot  believe  that  purely  through  monetary  control  we  could  have 
**-  voided  the  depression. 

Senator  Couzens.  I  am  indebted  to  the  Governor  for  his  state- 
**ient,  but  I  still  have  not  got  an  answer  to  the  question  as  to  what 
*"*e  would  have  done  in  1928  or  1929  under  the  conditions  as  they 
*  lien  existed. 

Governor  Eccles.  You  mean  what  Federal  Reserve  policy  I  would 
*"*ave  adopted? 
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Senator  Couzens.  Yes;  that  is  what  we  are  talking  about;  is  i — 
not* 

Governor  Eoclbs.  Of  course,  I  feel  that  instead  of  reducing  income 
taxes  during  that  period  they  should  have  been  increased. 

Senator  Couzens.  I  will  agree  with  that;  but  the  Federal  Reserve 
Board  could  not  do  that. 

Governor  Eccles,  That  is  right;  and  as  I  say,  there  was  a  limita- 
tion as  to  what  the  banking  system  could  do  toward  maintaining 
stability,  business  stability. 

Senator  McAdoo.  As  I  understand,  the  Senator  from  Michigan 

Senator  Coozens.  Just  a  minute.  The  Senator  will  pardon  me, 
I  am  still  insisting  upon  an  answer  to  that  question,  please.  If  this 
bill  had  been  a  law,  what  should  the  Federal  Reserve  Board  have 
done;  what  would  they  have  done  that  was  not  done  in  1928  and 
1929? 

Governor  Ecci.es.  I  could  not  answer  that,  Senator. 

Senator  Couzenb.  Well,  just  why  this  bill,  if  you  do  know  what 
is  going  to  happen  ? 

Governor  Eccles.  Well,  I  think  it  is  a  very  difficult  thing  to  say 
what  you  are  going  to  do  at  any  given  time,  until  you  know  what 
the  problem  is. 

Senator  Couzens.  We  will  assume 

Governor  Eccles.  I  have  not  analyzed  the  problem  of  1929  with 
the  idea  of  seeing  how  this  bill  would  apply  if  it  had  been  in 
existence.  One  cannot  express  an  opinion  on  a  subject  as  important 
as  that.    It  would  be  like 

Senator  Couzens  (interposing) .  Well,  it  will  be  some  time,  I  guess, 
before  we  pass  this  bill,  and  would  the  Governor  mind  going  back 
and  assuming,  for  example,  that  this  bill  was  a  law  in  1928  and  1929, 
and  come  back  and  tell  us  what  he  would  have  recommended  to  do 
during  that  period  had  this  law  been  in  effect  or  this  bill  been  in 
effect  f 

Governor  Eccles.  I  will  be  glad  to. 

Senator  McAdoo.  And  if  he  had  been  in  charge  of  the  administra- 
tion of  the  act? 

Senator  Couzens.  Yes. 

Senator  McAdoo.  Of  course,  he  cannot  assume  what  other  men 
might  have  done,  but  what  he  would  have  done  if  he  had  had  the 
responsibility,  and  the  law  was  in  effect  as  it  is  suggested. 

Senator  Couzens.  In  other  words,  he  might  have  done  as  the  Sen- 
ator from  California  recommended,  paying  all  of  our  bills  by  print- 
ing-press money,  and  if  he  would  recommend  that,  I  should  like  to 
know  that. 

Senator  McAdoo.  I  think  the  Senator  from  Michigan  does  not 
know  what  printing-press  money  is. 

Senator  Couzens.  No;  I  confess  I  have  expressed  my  humility  to 
being  inferior  to  the  Senator  from  California. 

Senator  McAdoo.  That  is  certainly  a  gratifying  announcement. 

Senator  Townsend.  Governor,  while  we  are  on  this  subject,  what 
would  be  the  result  if  there  was  created  the  Federal  open-market 
committee,  consisting  of  the  entire  Federal  Reserve  Board  and  five 
governors  of  the  Federal  Reserve  banks,  each  member  of  the  said 
open-market  committee  having  a  vote  in  the  deliberations  of  the  com- 
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mittee,  and  should  make  the  changes,  namely,  first,  open-market 
policy;  second,  the  change  in  the  discount  rate;  and,  third,  a  change 
in  the  member  bank  reserve  requirements? 

Governor  Eccles.  What  would  be  the  objection,  is  that  your 
question? 

Senator  Townsend.  Yes;  or  the  result. 

Governor  Eccles.  I  do  not  believe  there  is  a  very  great  difference 
in  the  proposed  bill  and  that  proposal  from  the  standpoint  of  its 
practical  operation.  It  is  true  the  five  governors,  as  proposed  in  the 
bill  passed  Dy  the  House,  do  not  have  a  vote.    I  believe,  the  suggested 

Siroposal  would  be  a  very  big  improvement  over  the  present  set-up. 
believe  that  it  is  the  best  compromise,  if  there  is  to  be  a  compromise, 
between  what  is  proposed  in  the  bill  and  some  other  proposals  that  I 
have  heard.  I  have  made  certain  recommendations  before  the  House, 
and  am  making  them  before  your  committee,  and  they  express  my 
views  of  the  most  desirable  arrangement.  Next  to  this  arrangement 
the  proposal  that  you  have  just  read  would  be  the  most  acceptable 
to  me. 

Senator  Town8end.  Thank  you. 

Senator  Glass.  Governor,  if  I  may  venture  to  ask  a  question,  do 
you  discover  any  difference  between  a  real  central  bank  which  has  a 
proprietary  interest  in  its  own  funds  and  may  manage  its  own  loans 
of  its  own  funds  and  the  central  bank  which  has  exclusive  control  of 
the  funds  belonging  to  other  people  and  directing  the  manner  in 
which  and  the  extent  to  which  the  funds  belonging  to  other  people 
may  be  loaned? 

Governor  Eccles.  I  cannot  conceive  of  a  central  bank  except 
it  be  a  bank  that  handles  the  funds  of  others.  Every  central  bank, 
I  think,  in  the  world  is  nothing  more  nor  less  than  a  banker's  bank. 
It  is  a  hank  that  holds  the  reserves  of  the  private  banking  system. 

Senator  Glass.  It  is  a  bank  of  deposits? 

Governor  Eccles.  That  is  right — a  bank  of  deposits  for  the  hanks. 
The  ownership  varies  in  different  countries.  The  organization  varies 
from  institutions  owned  entirely  by  the  Government  to  institutions 
owned  entirely  by  the  public.    In  tne  case 

Senator  Glass.  But  the  stockholders  of  a  central  bank  of  that  de- 
scription have  a  responsibility  to  the  depositors,  have  they  not? 

Governor  Eccles.  Yes;  whether  they  be  private  stockholders  or 
"whether  the  Government  be  the  stockholder,  I  would  say  they  have. 

Senator  Glass.  Yes;  but  the  Federal  Reserve  Board  has  no  re- 
sponsibility to  the  depositors  in  the  various  banks,  member  banks  of 
the  country,  has  it? 

Governor  Eccles.  Only  to  the  extent  that  it  is  given  responsi- 
bility for  monetary  action,  monetary  control,  and  responsibility 
rtor  making  rules  and  regulations  that  would  affect  the  depositors. 
To  that  extent  it  would  have  responsibility. 

Senator  Glass.  Well,  of  course,  the  statute  now  and  the  rules  and 
regulations  of  the  existing  Federal  Reserve  Board  charge  it  with 
that  responsibility;  but  that  is  a  very  different  matter  from  deter- 
mining to  whom  and  to  what  extent  the  deposits  in  the  various  banks 
may  be  loaned. 

Governor  Eccles.  There  is  nothing  in  this  bill  that  does  that. 
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Senator  Glass.  Well,  you  may  not  have  discovered  it. 

Governor  Eccles.  I  have  not.  There  is  nothing  in  this  bill  that 
prescribes  how  the  Federal  Reserve  banks  shall  loan  their  funds. 
The  responsibility  for  credit  extended  to  member  banks  by  Reserve 
banks  rests  with  the  Reserve  banks.  The  Board  may  make  certain 
rules  and  regulations  governing  the  basis  upon  which  credit  could 
be  extended  to  member  banks. 

Senator  Glass.  Not  inconsistent  with  the  statute  itself. 

Governor  Eccles.  That  is  right.    That  is  correct. 

Shall  I  proceed  ? 

Senator  Glass.  You  may  proceed. 

Governor  Eccles  (continuing  statement) :  Limitations  and  ob- 
jectives of  monetary  control. — Recognition  of  the  importance  of 
monetary  control  and  of  cooperation  between  the  Government  and 
the  bank  of  issue  is  not  based  on  the  belief  that  all  economic  ills  can 
be  cured  by  monetary  action  alone. 

It  has  been  asserted  that  the  proponents  of  this  bill,  and  I  in 
particular,  hold  such  a  belief.  Speaking  ior  myself  alone,  I  am 
keenly  aware  of  the  limitations  of  the  influence  of  monetary  meas- 
ures on  economic  conditions.  I  realize  that  without  a  properly 
managed  plan  of  Government  expenditures  and  without  a  system  of 
taxation  conducive  to  a  more  equitable  distribution  of  income,  mone- 
tary control  is  not  capable  or  preventing  booms  and  depressions. 
The  volume  and  cost  of  money  are  important,  however,  and  are  the 
particular  responsibility  of  the  Federal  Reserve  System.  That  is 
the  reason  why  our  immediate  concern  in  this  legislation  is  to  make 
the  machinery  of  regulating  the  volume  of  money  as  efficient  as 
possible  so  that  the  system  may  exert  its  influence  toward  the 
achievement  of  the  desired  objective. 

This  objective,  in  my  opinion,  should  be  more  clearly  defined  than 
is  the  case  in  existing  law.  For  the  somewhat  indefinite  phrase  of 
"  accommodating  agriculture,  commerce,  and  industry ".  I  would 
suggest  the  substitution  of  a  definite  mandate  that  the  Federal  Re- 
serve Sytem  shall  exert  such  powers  as  it  has  toward  promoting 
business  stability  and  moderating  fluctuations  in  production,  employ- 
ment, and  prices,  insofar  as  that  can  be  accomplished  within  the 
scope  of  monetary  action  and  credit  administration. 

Senator  Townsend.  Would  you  care  to  clarify  that  by  an  example? 

Senator  Glass.  You  would  not  care  to  usurp  the  authority  of  the 
Department  of  Agriculture  and  its  A.  A. 'A.  provisions  that  require 
the  plowing  under  of  so  many  crops,  and  how  otherwise  would  vou 
control  production?  You  could  not  produce  crops  or  things  of  that 
sort  when  you  would  have  to  plow  them  under  or  rent  the  land  and 
pay  a  subsidy  ? 

Governor  Eccles.  Only  as  the  monetary  policy  induces  inflation 
or  deflation. 

Senator  Couzens.  Have  you  studied  the  conditions  sufficiently  in 
1928  and  1929  to  have  reached  a  conclusion  as  to  how  the  monetary 
policy  might  have  been  controlled  at  that  time  to  have  prevented  the 
Killing  of  pigs  and  plowing  under  of  crops? 

Governor  Eccles.  I  do  not  know  that  I  have.  I  may  have  some 
views  on  the  subject,  but  I  would  not  want  to  pose  as  an  authority. 

Senator  Couzens.  Would  you  mind  giving  them,  because  it  might 
exert  a  great  influence  upon  the  distinguished  committee? 
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Governor  Eccleh.  I  think  that  could  possibly  be  answered  in  con- 
nection with  the  question  you  asked  a  little  while  ago.  I  think  it 
would  be  closely  related  to  the  whole  subject. 

Senator  Couzens.  You  say  you  think  you  would  like  to  report  later 
on  that* 

Senator  Glass.  How  would  you  correct  that  vice  of  Congress, 
with  apologies  to  these  Members  of  the  Senate,  of  appropriating  hun- 
dreds of  millions  of  dollars  to  prevent  overproduction,  and  then  ap- 
propriating hundreds  of  millions  of  dollars  to  reclaim  swamp  lands 
and  irrigate  deserts  to  increase  production? 

Governor  Eccles.  Well,  that  is  a 

Senator  Glass.  If  vou  can  do  that,  I  am  in  favor  of  electing  you 
to  the  United  States  Senate. 

Senator  Couzens.  That  would  not  be  enough,  because  there  are 
too  many  other  questions. 

Senator  McAdoo.  Perhaps  that  is  the  last  thing  that  he  wants  to 
happen. 

Governor  Eccles.  You  are  right. 

Senator  Glass.  All  right,  Governor,  go  ahead.  We  simply  want  to 
point  out  some  of  the  difficulties  you  would  encounter  when  you 
propose  that. 

Governor  Eccles.  I  am  quite  aware  of  them.  I  am  quite  aware  of 
the  limitation  of  monetary  policy  alone.     [Continuing  statement:] 

This  objective,  which  is  similar  to  the  one  recently  adopted  for 
the  Bank  of  Canada,  states  the  aims  that  must  guide  the  Federal  Re- 
serve Board  in  the  formulation  of  its  policy  and  at  the  same  time 
clearly  recognizes  the  limitations  of  its  power.  I  believe  that  the 
Federal  Reserve  Board  will  be  in  a  position  to  exercise  its  powers 
more  effectively  if  it  is  given  a  more  definite  indication  by  Congress  of 
the  broad  objectives  of  monetary  policy.  It  will  also  increase  the 
Board's  power  to  resist  political  pressure  for  the  use  of  its  authority 
for  purposes  inconsistent  with  the  maintenance  of  business  stability. 

Senator  McAdoo.  Let  me  interrupt  you  there,  Governor.  I  am 
violating  the  suggestion  I  made  to  the  distinguished  Senator  from 
Michigan,  when  he  lectured  me  so  effectively  a  moment  ago,  but  I 
should  like  to  ask  at  this  juncture  just  what  you  mean  by  political 
influence.  Do  you  think  it  has  been  exerted  on  the  Federal  Reserve 
Board  heretofore,  and  if  so,  when?    Have  you  information? 

Senator  Couzens.  I  think  I  can  answer  that  one — when  you  were 
Secretary  of  the  Treasury. 

Senator  McAdoo.  You  could  not,  because  you  did  not  know  any- 
thing about  it  at  that  time. 

Senator  Couzens.  Well,  we  can  read  history,  you  know. 

Senator  McAdoo.  You  do  not  mean  it  is  history,  do  you  ? 

Senator  Couzens.  Oh,  yes.  You  made  an  historical  speech  on  the 
floor  of  the  Senate.    That  will  go  down  in  history. 

Senator  McAdoo.  I  hope  so.  Let  us  hope  so.  It  had  nothing,  how- 
ever, to  do  with  the  consideration  of  this  question. 

Senator  Couzens.  Oh,  yes;  it  has  to  do  with  monetary  policies. 
It  is  very  important. 

Senator  Glass.  I  should  like  to  compose  the  austerities  of  this 
■committee. 
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Senator  Cotjzens.  Well,  I  must  confess  that  I  am  terribly  dis-  I 
turbed  when  two  distinguished  former  Secretaries  of  the  Treasury  I 
take  opposite  positions. 

Senator  McAdoo.  Well,  we  have  not  taken  any  opposite  positions. 
We  are  asking  for  information. 

Senator  Couzens.  I  observed  the  Senator  from  Virginia  did  not 
vote  for  the  printing  press  money  the  other  day. 

Senator  Glass.  Gentlemen  gentlemen. 

Governor  Eccles.  I  dont  believe  I  can  answer  that  question  as  to 
when  political  influence  may  have  been  exercised,  Senator. 

Senator  McAdoo.  You  referred  to  it,  and  I  wanted  to  learn  when 
that  had  been  effective. 

In  connection  with  this  printing-press  monev  that  seems  to  disturb 
the  Senator  from  Michigan  so  much,  I  remember  hearing  my  distin- 

f uished  colleague,  the  Senator  from  Virginia,  present  upon  the 
cor  of  the  Senate  a  bill  and  ask  what  it  was.  He  did  not  so  ex- 
press it,  but  the  others  knew  that  it  represented  at  the  moment  print- 
ing-press money  and  nothing  else.  It  is  a  felony  to  take  the  money 
and  convert  it  into  gold. 

Senator  Glass.  Well,  the  money  that  we  once  had  was  not  print- 
ing-press money.    It  took  it  away  from  those  who  had  it. 

Senator  McAdoo.  That  is  what  I  mean. 

Senator  Glass.  It  took  it  away  from  those  who  had  it.  It  has  is 
much  right  to  take  your  shirt  as  to  take  your  gold. 

Senator  McAdoo.  I  am  very  thankful  mine  was  not  taken-  I  do 
not  know  how  I  could  replace  it. 

Senator  Glass.  If  I  had  more  shirts  than  gold,  I  would  say  that 

Senator  McAdoo.  I  may  say  that  I  think  I  understand  the  good- 
natured  observations  of  my  good  friend  from  Michigan.  I  know  the 
spirit  in  which  he  made  them. 

Governor  Eccles  (continuing  statement) :  Increased  regional  au- 
tonomy.— An  important  feature  of  the  proposed  legislation  is  that 
it  clarifies  and  increases  regional  autonomy  of  the  Reserve  banks  in 
matters  of  local  concern.  This  is  contrary  to  the  contention  of 
critics  who  allege  that  the  bill  would  abobsh  local  autonomy  and 
inaugurate  completely  centralized  control  over  the  Federal  Reserve 
System.  In  its  proposals  along  this  line  the  bill  follows  the  prin- 
ciples laid  down  in  1918  by  the  House  Banking  and  Currency  Com- 
mittee in  its  report  on  the  original  Federal  Reserve  legislation,  in 
which  it  was  stated : 

IxK-nl  control  uf  banking,  local  application  of  resources  to  necessities,  com- 
bined with  Federal  supervision,  and  limited  by  Federal  authority  to  compel 
the  joint  application  of  bunk  resources  to  the  relief  of  dangerous  or  stringent 
conditions  In  any  locality  are  the  characteristic  features  of  the  plan  as  now 
put  forward. 

Recognition  of  the  necessity  of  striking  the  proper  balance  between 
national  and  regional  considerations  in  the  organization  and  opera- 
tion of  the  Federal  Reserve  System,  therefore,  dates  back  to  its 
origin.  The  principle  is  that  responsibility  for  policies  of  national 
scope  and  purpose  shall  be  lodged  in  the  Federal  Reserve  Board  and 
that  actual  banking  operations  and  all  activities  or  policies  of  local 
concern  shall  rest  with  individual  Reserve  banks,  subject  only  to  the 
necessary  degree  of  coordination. 
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The  proposed  bill,  as  already  stated,  strengthens  the  regional 
autonomy  of  the  Reserve  banks.  At  present  the  Reserve  Board 
appoints  three  directors  of  each  Federal  Reserve  bank,  including 
the  chairman.  Under  this  bill  the  Board  will  appoint  at  the  most 
two  and  possibly  only  one  director.  The  governor,  who  will  be  a 
class  C  director,  and  the  vice-governor,  who  may  also  be  a  class  C 
director,  will  be  appointed  by  the  local  directors,  subject  only  to 
the  Federal  Reserve  Board's  approval.  In  the  bill  as  introduced, 
annual  approval  by  the  Board  is  prescribed.  I  believe  that  one 
approval  of  the  governor  for  the  period  of  his  3-year  term  as  a 
class  C  director  would  be  sufficient,  and  I  consequently  recommend 
such  a  change  in  the  bill. 

Senator  Couzens.  May 'I  ask  at  that  point  just  why  the  Federal 
Reserve  Board  wants  the  power  to  approve  the  appointment  of  these 
directors  ? 

Senator  McAnoo.  You  mean  the  governor? 

Senator  Couzens.  Yes. 

Governor  Eccles.  The  Board  now  appoints  the  chairman,  who  is 
the — well,  I  think  this  nest  statement  answers  your  question.  As 
I  go  on  here  I  think  that  it  explains  the  advisability  of  combin- 
ing the  offices  of  chairman  and  governor.     (Continuing  statement:) 

At  the  present  time  the  Reserve  agent  is  by  law  the  Board's 
representative  at  the  Reserve  bank 

Senator  McAnoo.  He  is  the  chairman  as  well  as  the  agent? 

Governor  Eccles.  That  is  right     [Continuing  statement:] 

And  maintains  an  office  of  the  Reserve  Board  on  the  premises  of 
the  Reserve  bank. 

Now,  I  do  not  know  whether  that  answers  your  question  or  not. 

Senator  Couzens.  In  other  words,  you  are  just  substituting  a 
governor  for  an  agent  and  it  is  your  opinion  because  the  appoint- 
ment of  the  agent  must  be  approved  you  would  approve  the  ap- 
pointment of  the  governor! 

Governor  Eccles.  The  Board  appoints  the  agent.  We  appoint  the 
agent  and  his  entire  staff.  We  oelieve  that  it  would  be  a  better 
organization,  that  it  would  make  for  better  coordination  to  have  one 
head  of  the  bank,  by  combining  the  office  of  the  governor  and  the 
agent,  and  it  is  felt  that  inasmuch  as  the  Board  no  longer  would 
appoint  the  chairman  who,  as  I  understand  it,  was  expected  to  be 
the  executive  head  of  the  bank,  that  they  should  have  the  approval 
of  the  governor  and  chairman  at  least  each  3  years,  when  the  term 
as  a  class  C  director  would  expire.  In  other  words,  a  person  occupy- 
ing that  position  should  be  a  person  agreeable  both  to  the  local  board 
and  the  Board  here  for  the  purpose  of  having  proper  coordination 
and  cooperation. 

Senator  McAdoo.  Then  what  you  do  is  this — pardon  me. 

Senator  Couzens.  I  was  going  to  say,  have  you  any  figures  as  to 
the  number  of  employees  each  1  of  these  12  Federal  banks  have! 

Governor  Eccles.  Yes.  I  do  not  have  them  in  mind.  I  think  we 
have  a  total  of  something  like  12,000,  as  I  recall  the  number. 

Senator  Codzens.  Divided  among  12  banks? 

Governor  Eccles.  Yes. 

Senator  CotizENs.  Will  you  furnish  the  number  that  is  in  each 
bank! 
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1  Governor  Eccles.  Yes,  sir;  I  shall  furnish  you  the  number  of  peo-     | 
pie  in  both  the  agents'  division  and  the  governors'  division.  | 

Senator  Glass.  Was  that  included  in  your  testimony  before  the     ' 
House? 

Governor  Eccles.  No,  it  was  not,  Senator;  it  was  not  requested. 

Senator  Townsend.  Will  you  also  furnish  the  number  that  will  be 
in  the  new  set-up  1 

Governor  Eccles.  There  will  not  be  any  more.  It  is  impossible  to 
furnish  what  that  would  be. 

■  Senator  Glass.  It  will  not  be  any  more?  There  will  just  be  one 
less* 

Governor  Ecci.es.  There  should  be  more  than  one  less. 
]  Senator  McAnoo.  In  order  to  make  perfectly  clear  what  you  are 
detailing  there,  I  want  to  know  if  I  understand  you  correctly:  under 
the  present  law,  nine  directors  are  chosen  for  each  Federal  Reserve 
bank  ? 

Governor  Eccles.  That  is  right. 

Senator   McAnoo.  Divided   into   classes.     Now,   of   the   9,   3  are 
class  C  directors,  and  they  are  appointed  by  the  Government;  that 
is,  by  the  Federal  Reserve  Board  ? 
'  Governor  Eccles.  Yes. 

Senator  McAnoo.  Acting  for  the  Government;  and  one  of  those 
is  now  designated  as  chairman  of  the  Board  and  Federal  Reserve 
agent? 

Governor  Eccles.  Yes. 
"i  Senator  McAdoo.  And  he  has  certain  functions  to  perform ;  be 
has  to  attend  the  meeting  of  the  Board,  and  his  business  is  to  see  to 
the  issue  of  currency  and  to  provide  for  the  necessary  collateral  to 
protect  that  currency  issue,  as  well  as  perform  certain  other  func- 
tions* 

Governor  Eccles.  Yes. 

Senator  McAdoo.  Now.  the  nine  members  of  the  Board  select  the 
governor,  and  since  the  banks  control  six  of  the  directors,  the-  banks, 
or  the  stockholders.  I  mean,  who  own  the  stock,  it  being  owned  by 
the  bank  that  selected  the  governor,  and  he  is  the  chief  executive  of 
the  bank  and  directs  its  affairs.  Your  proposal  is  to  merge  the  chair- 
man of  the  Board  and  the  Federal  Reserve  agent  and  the  governor 
into  one,  is  it  not? 

Governor  Eccles.  That  is  right. 

Senator  McAnoo.  And  you  require  the  selection  of  one  of  the  class 
C  directors  as  a  governor? 

Governor  Eccles.  No  :  whoever  is  selected  as  governor  by  the  local 
board  and  approved  by  the  Hoard  will  be  a  class  C  director. 

Senator  McAnoo.  Well,  then,  the  Government  has  two  directors 
under  your  plan,  only? 

Governor  Eccles.  That  is  right. 

Senator  McAdoo.  Because  yon  are  caused  to  accept,  then,  the 
nominee  of  the  bank,  or  the  stockholders? 

Senator  Glass.  Or  disapprove. 

Senator  McAdoo.  Or  disapprove. 

Governor  Ecci.es.  Yes. 

Senator  McAdoo.  One  or  the  other.  But  yon  can  never  have  the 
third  class  0  director  a  governor  unless  the  Board  approves  itfc 

Governor  Eccles,  That  is  right. 
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Senator  McAdoo.  The  effect  of  it  is  really  to  put  the  selection  of 
the  governor  in  the  control  of  the  Board  and,  really,  that  is  the 
effect  of  it,  is  it  not? 

Governor  Eccles.  Well,  no;  we  cannot  designate  the  governor 
at  all. 

Senator  McAdoo.  Well,  you  can  continue  to  disapprove  until  you 
get  one  whom  you  are  willing  to  accept,  which  is  in  effect  the  same 
thing. 

Senator  CorzENs.  Well,  hardly,  because  we  have  that  same  thing 
in  the  confirmation  of  an  appointee  by  the  President.  We  cannot 
select  him,  hut  we  can  confirm  or  disapprove.  All  we  can  do  is  to 
approve  or  disapprove. 

Senator  Glass.  Yes;  but  we  always  confirm. 

Senator  McAdoo.  Yes;  as  a  rule  we  do. 

Governor  Eccles.  Well,  possibly. 

Senator  McAdoo.  Now,  you  think  that  by  the  consolidation  of  these 
two  offices  into  one,  and  having  the  Board  practically  select  the 
governor,  that  you  get  better  administration? 

Governor  Eccles.  I  do. 

Senator  McAdoo.  Can  you  give  us  particular  reasons  for  that  as  a 
matter  of  organization? 

Governor  Eccles.  That  is  explained  here. 

Senator  McAdoo.  All  right,  go  ahead. 

Governor  Eccles.  I  am  quite  sure  if  I  could  read  this  it  would; 
answer  a  good  many  questions  that  are  being  asked. 

Senator  Glass.  Go  ahead,  sir. 

Governor  Eccles  (continuing  statement) :  At  the  present  time  the 
Reserve  agent  is  by  law  the  Board's  representative  at  the  Reserve 
bank,  and  maintains  an  office  of  the  Reserve  Board  on  the  premises 
of  the  Reserve  bank.  Not  only  is  he  himself  directly  appointed  by 
the  Board,  but  the  appointment  of  his  entire  staff,  including  bank 
relations  and  economic  services,  is  subject  to  approval  by  the  Board. 
Under  the  proposed  bill  the  agent's  department  would  be  abolished 
and  its  functions  and  personnel  brought  directly  under  the  gover- 
nors of  the  Reserve  banks.  The  proposed  change  concerning  eligi- 
bility requirements  for  discount  and  the  proposed  elimination  of  the 
collateral  requirements  for  Federal  Reserve  notes  will  likewise  in- 
crease local  discretion  and  autonomy.  The  Reserve  banks  will  under 
these  provisions  have  increased  responsibility  in  dealing  with  mem- 
ber banks.  The  power  of  the  Federal  Reserve  Board  to  delegate 
Mime  of  its  functions  to  its  representatives  will  also  enable  the  Board 
to  authorize  Reserve  banks  to  handle  many  administrative  matters, 
which  under  present  law  must  be  passed  upon  by  the  Federal  Re- 
serve Board  as  a  whole.  These  matters  may  include  passing  on 
applications  for  membership,  granting  of  voting  permits  for  holding 
companies,  and  many  others. 

It  is  apparent  that  the  present  proposals  will  not  destroy  the  re- 
gional character  of  the  system,  but,  on  the  contrary,  will  carry  to 
its  logical  conclusion  the  principles  which  were  in  the  mind  of  Presi- 
dent Wilson  and  of  proponents  of  the  original  act,  namely,  the 
granting  of  wide  discretion  and  autonomy  to  the  Reserve  banks  in 
local  matters  and  the  concentration  in  the  Reserve  Board  of  authority 
over  national  monetary  policies. 
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Senator  Glass.  But  there  was  another  thing  in  the  mind  of  Presi- 
dent Wilson  and  of  the  proponents  of  the  Reserve  Act,  and  it  is  re- 
flected textually  in  the  statute  itself,  and  that  is  that  the  facilities 
of  the  Federal  Reserve  System  should  not  be  used  for  speculative 
purposes.  The  Board  is  authorized  to  make  its  own  definitions  of 
eligible  paper,  but  it  is  distinctly  prohibited  from  including  in  its 
definition  speculative  investment  transactions. 

Now,  is  it  not  possible  that  under  your  proposed  alteration  of  the 
law  member  banks  might  engage  in  speculation  to  their  heart's 
content  ¥ 

Governor  Eccles.  I  do  not  think  so.    I  think  that 

Senator  Glass.  Evidently  the  counsel  to  the  Board  do  not  think 
that  the  chairman  knows  anything  about  the  Federal  Reserve  Act, 
but  the  chairman  thinks  he  does. 

Governor  Eccleb.  This  proposed  bill  would  not  change  the  law 
with  reference  to  the  member  banks'  loaning  activities,  except  by 
liberalizing  the  real-estate  loan  provisions. 

Senator  Glass.  Yet  you  propose  to  permit  them  to  loan  on  any 
sound  asset  and  the  brokers  testified  before  our  committee  that  the 
soundest  asset  upon  which  loans  were  ever  made  were  brokers'  loans. 

Governor  Eocles.  We  do  not  permit  the  member  banks  to  loan 
upon  sound  assets.  They  are  already  permitted  to  loan  on  sound 
assets.  The  proposal  is  to  permit  the  Reserve  banks  to  lend  to  the 
member  banks  on  sound  assets. 

Senator  Glass.  That  opens  the  facilities  of  the  Federal  Reserve 
banks  for  speculative  investments. 

Governor  Eccles.  Sound  assets  do  not  necessarily  mean  specula- 
tive investments.  If  banks  must  confine  all  their  lending  to  what 
is  known  as  "  commercial  paper  ",  with  the  present  business  struc- 
ture, with  the  structure  of  business  for  a  number  of  years,  there  will 
not  be  enough  commercial  credits  or  commercial  lending  to  go 
around. 

Senator  Glass.  So,  if  we  keep  on  spending,  there  will  not  be  any. 

Governor  Eccles.  The  total  amount  of  commercial  paper  in  the 
banking  system  today  which  is  considered  to  be,  eligible  by  the  mem- 
ber hanks  is  less  than  8  percent  of  their  total  loans  and  investments. 

Senator  Glass.  Well,  is  that  not  because  of  this  unprecedented 
depression  in  business? 

Governor  Eccles.  In  1929,  Senator,  the  total  was  only  between  12 
and  13  percent. 

Senator  Glass.  After  the  crash? 

Governor  Eccles.  No.  before  the  crash;  and  it  bus  declined  from 
a  little  over  4  billions  to  approximately  2  billions. 

Senator  Glass.  How  many  hanks  in  the  system  are  without  eligible 
paper  for  rediscount? 

Governor  Eccles.  I  could  not  answer  that.  I  would  say  that  most 
of  the  banks  would  have  some  eligible  paper.  It  would  vary.  Most 
of  the  eligible  paper,  however,  is  held  by  the  larger  banks  because 
the  commercial  credit  seeks  the  lowest  money  market.  Particularly 
is  that  true  with  large  concerns  that  arc  able  to  sell  their  paper  in 
the  market.  So  that  the  larger  banks  would  have  the  greater  amount 
of  what  would  be  known  as  "strictly  commercial  or  "eligible" 
paper.  The  rates  on  paper  of  that  sort  at  the  present  time  are 
extremely  low. 
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Senator  McAdoo.  Governor,  could  you  have  put  in  the  record 
here,  later,  as  a  supplement  to  your  statement,  the  testimony  you  are 
now  giving,  some  figures  to  show  for  a  few  consecutive  years  before 
and  since  the  panic  of  1929  just  what  percentage  the  eligible  paper 
is  of  loanable  assets  that  the  banks  held  in  the  various  Federal 
Reserve  districts? 

Governor  Eccles.  By  districts,  you  mean  3 

Senator  Glass.  At  this  time? 

Senator  McAdoo.  No;  I  say  for  a  few  years  preceding  1929,  and 
a  few  years  following. 

Governor  Eccles.  The  total  was  between  12  and  13  percent. 

Senator  McAdoo.  Of  loanable  assets? 

Governor  Eccles.  Yes. 

Senator  McAdoo.  What  of  the  deposits,  related  to  deposits? 

Governor  Eccles.  That  would  be  a  different  figure.  I  think  the 
total  is  12  to  13  percent  of  the  loans  and  investments.  Now,  it  would 
make  a  lower  percentage. 

Senator  McAdoo.  Of  course. 

Governor  Eccles.  Based  on  other  resources.  Now,  as  to  what  the 
figures  are  by  districts,  I  couldn't  say.    We  can  get  those  figures. 

Senator  McAdoo.  That  information  is  available  ? 

Governor  Eccles.  Yes. 

Senator  Bulkley.  Governor,  you  do  not  contend  that  there  is  any 
shortage  of  eligible  paper  in  the  Federal  Reserve  banks  today,  do 
you? 

Governor  Eccles.  No. 

Senator  Bflkley.  Together  with  Government  bonds? 

Governor  Eccles.  No. 

Senator  McAdoo.  The  point  I  wanted  brought  out  is  that  you  are 
proposing  here  the  broadening  of  requirements  for  eligible  paper  in 
the  Reserve  banks. 

Governor  Eccles.  Yes,  sir. 

Senator  McAdoo.  And  these  figures  would  be  of  value,  in  enabling 
us  to  judge  whether  or  not  such  an  enlargement  would  be  of  value. 

Senator  Glass.  And  expunging  the  requirement  that  they  shall 
relate  themselves  specifically  to  commerce,  industry  and  agriculture. 

Senator  McAdoo.  Well,  I  would  not  expunge  that. 

Senator  Glass.  But  I  say  the  proposal  is  to  expunge. 

Senator  McAdoo.  The  proposal  here  is,  but  I  am  preserving  the  law 
in  that  respect  as  it  was. 

Senator  Glass.  At  least,  I  think  that  is  the  present  provision. 
Maybe  counsel  for  the  Federal  Reserve  Board  can  tell  us  better  than  I. 

Governor  Eccles.  I  will  proceed,  if  I  may. 

Senator  McAdoo.  Mr.  Chairman,  may  I  ask,  please,  is  it  your  in- 
tention to  continue  the  hearing?  I  myself  am  obliged  to  be  at  the 
session. 

Senator  Glass.  Well,  I  am  content  to  continue. 

Very  well,  go  ahead. 

Senator  McAdoo.  I  will  have  to  ask  you  to  excuse  me. 

Governor  Eccles  [continuing  statement]  : 

Summary  of  reasons  for  proposed  changes. — Perhaps  the  best  way 
to  explain  the  reasons  for  the  changes  proposed  in  this  billie  to  ask 
you  to  consider  what  kind  of  a  system  would  be  devised,  if  a  plan 
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for  such  a  system  were  to  be  formulated  at  the  present  time.  It  | 
would  be  considered  desirable  that  all  banks  carrying  deposits  sub- 
ject to  check  be  members  of  the  system.  It  would  also  tie  deemed 
desirable  that  the  banks  be  supervised,  but  in  a  country  the  size  of 
ours  it  would  be  undesirable  to  centralize  in  Washington  all  opera- 
tions pertaining  to  individual  banks. 

Senator  Glass.  The  House  does  not  agree  with  you  on  that,  does  iti 

Governor  Eccles.  No  ;  they  do  not. 

Senator  Couzens.  Neither  do  I. 

Governor  Eccles  (continuing  statement).  What  would  be  done  is 
to  provide  for  regional  Reserve  banks  with  a  large  degree  of  local 
autonomy  in  dealing  with  their  local  member  banks.  It  is  equally 
clear  that  national  monetary  policies  would  have  to  be  under  public, 
not  private  or  banker,  control.  Such  policies  would  be  placed  under 
a  body  appointed  by  the  President  and  confirmed  by  the  Senate. 
Provision  would  be  made  to  insure  as  far  as  possible  that  the  con- 
trolling body  be  composed  of  the  best  talent  available  and  that  it  be 
in  a  position  to  resist  pressure  to  pursue  policies  for  undesirable  pur- 
poses. To  this  end  both  authority  and  responsibility  would  be  con- 
centrated in  that  body ;  its  members,  would  be  made  financially  inde- 
pendent; high  qualifications  for  membership  and  an  objective  toward 
which  policy  should  be  directed  would  be  laid  down.  That  body 
would  be  entrusted  with  sufficiently  effective  instruments  of  policy  to 
make  the  system  responsive  to  changing  conditions,  and  would  be 
given  discretion  in  the  regulation  of  bank  operations. 

The  system,  which  I  have  ventured  to  suggest  would  be  estab- 
lished if  a  new  plan  were  now  being  formulated,  differs  little  from 
the  Federal  Reserve  System  with  the  changes  proposed  in  the  bank- 
ing bill  of  1935.  We  propose  to  facilitate  entrance  of  nonmember 
banks  into  the  Federal  Reserve  System.  We  propose  to  increase  the 
regional  autonomy  of  the  Reserve  banks  in  matters  pertaining  to 
local  credit  administration.  We  propose  to  increase  the  authority 
and  responsibility  of  the  Federal  Reserve  Board  in  matters  pertain- 
ing to  national  monetary  policies;  to  lay  down  new  qualifications 
for  future  Federal  Reserve  Board  members;  to  grant  to  future 
members  pensions  and  higher  salaries.  In  these  ways  we  hope  to 
make  a  position  on  the  Board  more  attractive  to  outstanding  men. 
We  suggest  a  specific  objective  of  monetary  policy.  We  propose 
that  the  system  s  organization  be  made  more  amenable  to  Federal 
Reserve  Board  policy;  that  the  banking  system  be  made  more  re- 
sponsive by  making  it  safe  for  the  banks  to  meet  the  changing  nature 
of  the  community's  requirements  for  loans,  and  by  liberalizing  the 
provisions  in  respect  to  real-estate  loans;  and,  finally,  we  propose 
the  removal  of  various  impediments  to  effective  policy,  such  as  col- 
lateral requirements  for  notes. 

Proposal  for  a  commission: — Opponents  of  this  legislation  have 
proposed  the  creation  of  a  commission  of  experts  which  would  re- 
view the  whole  field  of  banking  legislation  at  leisure  and  would  then 
make  a  report  to  serve  as  a  basis  for  reform. 

Senator  Glass.  Would  not  you  like  to  modify  that  by  saying 
"  some  of  the  opponents  "? 

Governor  Eccles.  I  am  willing. 

Senator  Glass.  Not  all  of  them,  by  any  means. 
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Governor  Ecclbs.  I  am  willing  to  modify  it  to  that  extent.  I 
think  that  is  more  nearly  correct,  Senator.    [Continuing  statement :] 

A  proposal  for  a  commission  is  not  infrequently  made  as  a  means 
of  gaining  time  in  order  better  to  organize  opposition  to  undesired 
legislation.  It  is  not  infrequently  advocated  by  persons  who  are 
opposed  to  a  measure  and  think  that  the  first  and  easiest  step  is  to 
prevent  its  immediate  passage  by  proposing  a  commission  for  the 
study  of  the  subject. 

In  my  opinion  the  public  interest  will  ba  best  served  through  the 
adoption  of  banking  measures  in  the  order  of  their  urgency  and  in 
accordance  with  our  capacity  to  formulate  concrete  conclusions.  The 
Banking  Act  of  1933  was  such  a  measure.  It  did  not  cover  the  whole 
field  of  our  banking  problems,  but  dealt  primarily  with  the  specific 
problems  concerning  the  speculative  use  of  credit  and  the  relations 
of  investments  to  commercial  banking  on  the  basis  of  our  experience 
in  the  years  immediately  preceding  the  depression.  It  is  gratifying 
to  have  this  law  on  our  statute  books  and  to  feel  that  there  are  ade- 
quate means  at  our  disposal  through  that  act  and  the  Securities 
Exchange  Act  to  prevent  the  occurrence  of  another  speculative  orgy 
like  that  of  1929. 

Similarly  the  provisions  of  the  present  bill  are  based  on  the  actual 
experience  of  the  Federal  Reserve  System  for  the  past  20  years  and 
particularly  on  its  experience  during  this  depression.  They  were 
prepared  in  the  light  of  past  events  and  in  consultation  with  persons 
who  have  worked  in  the  System  for  many  years.  Statements  that 
have  been  made  to  the  effect  that  the  bill  was  hastily  drafted  without 
competent  advice  do  not  correspond  to  the  facts.  The  proposals  in 
this  bill  are  simple  and  concrete;  without  modifying  the  essential 
nature  of  the  Federal  Reserve  System,  they  strengthen  its  power  to 
meet  future  emergencies,  and  increase  the  ability  of  member  banks  to 
facilitate  recovery. 

The  argument  that  an  elaborate  study  should  be  made  before  any 
banking  legislation  is  enacted  ignores  the  fact  that  committees  of 
both  Houses  of  Congress  have  been  studying  the  subject  for  years  arid 
that  there  is  a  vast  volume  of  material  available  in  the  bearings  and 
reports  of  these  committees.  It  also  ignores  the  fact  that  the  Federal 
Reserve  System,  commercial  bankers,  and  other  agencies  have  been 
almost  continuously  studying  the  problem  in  recent  years. 

It  is  my  conviction  that  the  measures  proposed  in  this  hill  would 
not  be  greatly  modified  by  additional  years  of  study,  and  that  in  the 
meantime  the  banking  system  would  not  he  in  so  advantageous  a 
position  for  contributing  its  share  toward  recovery,  and  the  Federal 
Reserve  System  would  not  be  well  equipped  to  cope  with  inflation 
if  it  should  develop. 

Differences  of  opinion  on  the  proposals  contained  in  title  II  of 
this  bill  are  not  the  kind  that  can  be  resolved  by  study.  They  repre- 
sent fundamental  differences  of  approach  to  economic  problems. 
Proponents  of  this  bill  are  irrevocably  convinced  of  the  necessity 
of  public  control  of  national  monetary  and  credit,  policies.  Oppon- 
ents believe  in  a  minimum  of  Government  supervision  and  represent 
two  different  points  of  view:  One  believing  that  monetary  control 
should  be  left  with  the  private  banks  that  own  the  Federal  Reserve 
System;  the  other  holding  the  opinion  that  no  control  at  all  is  neces- 


300  BANKING   ACT   OF    1935  | 

sary,  that  the  free  play  of  natural  economic  forces  will  result  in  the 
monetary  system  functioning  for  the  public  welfare.  These  diverg- 
ent points  of  view  cannot  be  reconciled  by  argument,  nor  can  they 
be  clarified  by  further  study.  They  call  for  a  decision  by  the  Con- 
gress of  the  United  States. 

Swnmary  of  provisions. — A  brief  discussion  of  the  provisions  of  the 
bill,  section  by  section,  may  be  appropriate  at  this  point  and  may  be 
helpful  in  indicating  what  was  intended  to  be  accomplished  by  the 
proposals. 

Section  201  proposes  that  the  offices  of  governor  and  chairman  of 
the  Federal  Reserve  banks  be  combined. 

This  proposal  is  in  recognition  of  the  situation  that  has  developed 
in  the  banks.  It  gives  the  governors  of  the  Reserve  banks  a  status 
in  the  law  and  combines  their  office  with  that  of  the  chairmen  of  die 
boards  of  directors.  It  is,  of  course,  essential  that  the  holders  of 
these  combined  offices  be  approved  by  the  Federal  Reserve  Board. 

In  this  proposal  there  is  no  encroachment  on  the  autonomy  of 
individual  Reserve  banks.  It  merely  reestablishes  the  original  plan 
of  the  Federal  Reserve  Act  that  the  Federal  Reserve  Board,  which 
has  responsibility  for  national  policies  and  for  general  supervision 
over  the  Reserve  banks,  shall  be  a  party  to  the  selection  of  the  active 
heads  of  the  12  Reserve  banks.  This  change  will  work  toward 
smoother  cooperation  between  the  Board  and  the  banks  and  will 
establish  within  the  banks  a  greater  unity  of  administrative  control 
than  now  exists.  It  will  also  result  in  considerable  saving  through 
the  elimination  of  one  of  the  two  highest  officers  in  each  Federal 
Reserve  bank. 

Section  201  also  provides  that  directors  of  Federal  Reserve  banks 
shall  not  serve  more  than  6  consecutive  years.  This  is  proposed  to 
avoid  the  crystallization  in  the  boards  of  directors  of  the  influence 
of  any  one  individual  or  groups  of  individuals.  That  such  a  policy 
is  desirable  is  evidenced  by  the  fact  that  it  has  already  been  adopted 
in  some  of  the  Federal  Reserve  districts. 

Section  202  would  give  the  Federal  Reserve  Board  authority  to 
waive  capital  requirements  for  membership  for  insured  nonmerober 
banks  joining  the  System  prior  to  July  1,  1937,  when  all  insured 
nonmember  banks  are  required  by  law  to  become  members  of  the 
System.  This  proposal  is  for  the  purpose  of  making  it  possible  for 
numerous  nonmember  banks  with  small  capital  to  join  the  Federal 
Reserve  System  and  thus  not  lose  their  privilege  of  belonging  to  the 
Federal  Deposit  Insurance  Corporation.  In  providing  that  insured 
banks  must  become  members  of  the  Federal  Reserve  System  by  July 
1,  1937.  the  Banking  Act  Of  1933  took  an  important  step  in  the 
direction  of  unified  banking  which  is  universally  admitted  to  be 
desirable. 

Senator  Glass.  Well,  it  is  not  universally  admitted,  because  the 
House  has  vitiated  the  whole  thing. 

Senator  Townsknd.  Have  you  a  record  of  how  many  State  banks 
and  nonmember  banks  have  come  into  the  System  since  that  time! 

Governor  Ecclbs.  No.  I  could  get  that  for  you.  I  do  not  have 
it  in  my  mind,  but  I  can  get  it  for  you. 

Senator  Glass.  What  do  you  think  would  happen  to  the  insurance 
fund  if  the  action  of  the  House  should  be  confirmed  by  the  Senate! 
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Governor  Eccles.  Of  course,  it  would  depend  to  what  extent  power 
to  admit  banks  to  the  insurance  fund  was  given  to  the  Federal  De- 
posit Insurance  Corporation  and  what  powers  they  have  of  examina- 
tion and  expulsion  of  members  from  the  fund  and  how  well  they 
administer  the  powers  that  are  given  them. 

Senator  Townsend.  What  powers  are  given  in  the  House  actt 

Governor  Eccles.  I  do  not  recall  just  how  the  act  was  finally 
passed.  As  I  understand  it,  as  I  recall,  the  powers  that  were  asked 
by  the  Federal  Deposit  Insurance  Corporation  were  not  all  given  to 
them,  and  I  think  it  is  very  essential  that  they  certainly  be  given 
adequate  power  to  determine  what  banks  shall  be  admitted  to  mem- 
bership,  and  also  power  over  examinations,  and  power  to  expel  for 
cause.  In  connection  with  this  same  matter  I  have  something  to  say 
here  about  it,     [Continuing  statement:] 

This  provision  of  the  present  bill  is  designed  to  facilitate  the  process 
of  unification.  I  wish,  however,  to  recommend  a  modification  of  the 
section  in  the  bill  as  it  was  introduced  which  I  recommended  to  the 
House ;  that  is  with  reference  to  the  phraseology  of  the  provision  pro- 
viding for  the  admission  of  nonmember  banks,  giving  the  Board 
certain  powers  to  waive  requirements.  I  shall  include  this  proposed 
modification  with  others  that  I  wish  to  recommend. 

I  should  like  to  call  attention  to  the  fact  that  the  bill  as  reported 
by  the  Banking  and  Currency  Committee  of  the  House  eliminated 
from  this  proposal  the  limitation  that  it  shall  continue  in  force 
only  up  to  July  1,  1937.  The  House  committee  also  made  a  change 
in  title  I  of  this  bill  and  amended  the  Banking  Act  of  1933  to 
eliminate  the  requirement  that  all  banks  that  are  members  of  the 
Federal  Deposit  Insurance  Corporation  shall  become  members  of 
the  Federal  Reserve  System  by  July  1937.  This  change  appears 
to  me  undesirable.  It  is  generally  agreed  that  unification  of  bank- 
ing under  national  supervision  is  desirable  and  that  the  conflict 
of  jurisdiction  and  authority  over  banks  which  has  prevailed  has 
been  a  source  of  weakness  in  the  banking  system.  There  ought  to 
be  national  control  of  charters  granted  to  banks,  and  there  ought 
not  to  be  unfair  competition  between  member  and  nonmember  banks 
in  regard  to  interest  on  deposits  and  other  matters.  In  case,  for 
example,  the  Federal  Reserve  System  should  find  it  necessary  to  raise 
reserve  requirements,  as  it  has  authority  to  do  under  the  law,  the 
fact  that  a  substantial  group  of  banks  would  not  be  affected  would 
be  a  distinct  limitation  on  the  effectiveness  of  the  measure. 

For  these  reasons,  it  would  be  in  the  public  interest  to  bring  about 
as  rapidly  as  possible  a  unification  of  the  banking  system.  At  the 
same  time  it  is  recognized  that  there  are  many  small  banks  that 
would  find  it  difficult  to  join  the  Federal  Heserve  System  even  under 
the  liberalized  provisions  proposed  in  this  bill.  For  one  tiling, 
many  of  these  small  banks  derive  a  considerable  proportion  of  their 
income  from  exchange  charges  which  they  would  have  to  abandon 
if  they  joined  the  Federal  Reserve  System.  It  has  occurred  to  me, 
therefore,  that  the  situation  might  be  met  by  a  proposal — and  it  is  a 
suggested  compromise  proposal — that  all  insured  banks  with  deposits 
of  ¥500,000  or  more  shall  join  the  Federal  Reserve  System  within 
a  year  after  they  become  members  of  the  Deposit  Insurance  Cor- 
poration.   That  would  apply  to  new  banks  or  within  a  year  after 
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their  deposits  reach  $500,000  or  more.  Banks  of  this  size  do  not 
have  to  depend  on  exchange  charges  for  their  earnings  and  should 
be  in  a  position  to  qualify  for  membership  in  the  Federal  Reserve 
System  m  other  respects.  Under  this  proposal  smaller  banks  would 
have  the  option  of  joining  the  Federal  Reserve  System  if  thev 
wished.  I  should  like,  however,  to  provide  that  any  new  bant 
chartered  after  the  passage  of  the  banking  bill  of  1935  be  required 
to  belong  to  the  Federal  Reserve  System,  if  it  joined  the  Federal 
Deposit  Insurance  Corporation. 

Senator  Guiss.  You,  of  course,  know  that  the  exchange  question 
has  been  one  of  the  most  bitterly  controverted  problems  with  which  we 
have  had  to  deal.  It  has  entailed  a  considerable  amount  of  litiga- 
tion, it  has  gone  through  court  stages  up  to  the  Supreme  Court,  it 
has  saved,  it  is  computed,  the  businss  interests  of  the  country,  that  is, 
the  existing  law  has,  approximately  $250,000,000  a  year.  The  existing 
law,  as  you  know,  provides  that  these  banks  may  charge  the  actual 
cost  of  exchange  transactions,  but  nobody  has  ever  been  able  to  find 
an  actuary  or  in  accountant  who  could  estimate  the  positively  inap- 
preciable loss  to  the  banks.  So  that  banks  that  want  to  get  exchange 
want  to  get  something  for  nothing. 

Governor  Eccles.  Continuing  on  this  question  [continuing  state- 
ment] : 

I  am  informed  that  there  are  5,644  State  nonmember  banks  belong- 
ing to  the  Insurance  Corporation  whose  deposits  are  $500,000  and 
under,  and  2,038  whose  deposits  are  over  $500,000,  so  that  roughly 
three-fourths  of  the  insured  nonmember  banks  would  not  be  obliged 
to  joint  the  Federal  Reserve  System,  if  my  suggestions  were  adopted, 
and  only  one-fourth,  representing  the  larger  banks,  would  be  re- 
quired to  join.  This  would  not  deprive  the  small  banks  of  the  earn- 
ings from  exchange  charges.  At  the  same  time  it  would  not  seriously 
interfere  with  the  system's  monetary  policies,  because  the  banks  with 
deposits  of  over  $500,000,  which  would  have  to  join  the  system,  hold 
77  percent  of  the  total  deposits  of  all  insured  nonmember  banks. 

This  would  mean  that  although  in  numbers  less  than  two-thirds 
of  all  the  banks  of  the  country  would  be  members  of  the  System,  if 
banks  with  deposits  under  $500,000  were  left  out,  that  we  would  have 
more  than  95  percent  of  the  deposits  of  the  banking  system  in  member 
banks. 

Another  important  advantage  of  this  proposal,  as  compared  with 
the  House  proposal,  would  be  that  the  larger  banks  that  are  now 
members  of  the  Federal  Reserve  System  would  not  be  free  to  retain 
the  benefits  of  deposit  insurance  and  at  the  same  time  to  leave 
the  system  whenever  it  suited  them.  That  is  a  matter  of  vital  im- 
portance, because  the  right  of  member  banks  to  free  themselves 
from  regulation  by  the  System  by  giving  up  membership  might  at 
any  time  limit  the  System's  ability  to  make  its  monetary  and  credit 
policy  effective. 

Section  203  deals  with  qualifications  for  membership  on  the 
Board 

Senator  Glass.  Before  you  get  to  that,  Governor,  and  adverting 
to  the  question  of  the  small  banks,  do  you  believe  in  branch  banking! 

Governor  Ecc&eb.  I  do.  ■  ■■ 

Senator  Glass.  State-wide?  ■■  '■! 
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Governor  Eccles.  Either  state-wide  or  regional,  trade  area.  I 
believe  in  the  extension  of  limited  branch  banking. 

Senator  Glass.  Do  you  think  that  would  in  a  large  measure  selve 
the  problem  of  tbe  small  banks? 

Governor  Eccles.  I  do. 

Senator  Townsend.  Is  that  provided  for  in  this  bill  ? 

Governor  Eccles,  It  is  not. 

Senator  Townsend.  Would  you  favor  putting  it  in  the  bill? 

Governor  Eccles.  Not  at  the  present  time.  I  am  expressing,  of 
course,  a  personal  opinion,  and  I  recognize  how  controversial  the 
question  is,  the  question  of  State's  rights  that  arises  in  connection  with 
giving  national  oanks  the  right  to  establish  branches  in  States  where 
branch  banking  is  not  permitted.  The  problem  raises  an  issue  which 
I  think  sooner  or  later  must  be  met. 

Senator  Glass.  Does  that  mean  to  suggest  that  you  do  not  mind 
controverting  the  judgment  of  the  Senate  but  you  do  not  like  to 
undertake  to  controvert  the  judgment  of  the  House? 

Governor  Eccles.  No;  I  would  not  say  that.  I  do  not  want  to 
consider  too  many  controversial  questions.  It  seems  to  me  that  there 
have  already  been  introduced  sufficient,  possibly,  for  one 

Senator  Glass.  Is  not  that  a  vital  problem  t 

Governor  Eccles.  It  is  a  vital  problem,  and  it  is  a  problem  that 
must  be  met.  I  personally  have  been  in  favor  of  the  unification  of 
banking  and  branch  banking  and  have  recognized  the  need  for  a  good 
number  of  years. 

Senator  Glass.  Well,  we  have  been  studying  that  problem,  to  my 
personal  knowledge,  for  35  years.  Why  need  we  study  it  any  fur- 
ther?    Why  not  act? 

Governor  Eccles.  Well,  of  course,  there  has  been  progress  in  the 
development  of  branch  banking  in  the  last  few  years.  Even  the 
States  have  taken  some  initiative  and  leadership ;  and  the  bill  that 
was  passed  in  1933  permitting  national  banks  to  establish  branches 
in  those  States  where  States  permitted  it  was  a  step  in  the  right  direc- 
tion.   Progress  is  being  made,  I  think,  in  that  regard. 

Senator  Glass.  Yes;  but  you  do  not  want  any  more  made  right 
now;  is  that  your  idea? 

Governor  Eccle9.  Well,  I  can 

Senator  Glass.  You  want  it  made,  but  you  do  not  want  a  con- 
troversy? 

Governor  Eccles.  I,  personally,  am  in  favor  of  it,  because  I  believe 
it  is  constructive.  I  think  it  would  serve  the  public  interest.  I  think 
it  would  strengthen  the  banking  system. 

Senator  Couzens.  I  think  you  would  find  a  very  considerable 
diversity  of  opinion  on  that. 

Governor  Eccles.  I  recognize  that.  I  think  that  is  one  reason  it 
may  be  well  to  consider  it  at  some  other  time.  I  feel,  however,  that 
branch  banking  should  be  limited  in  its  scope;  and  I  also  feel  that 
where  there  are  communities,  small  communities,  that  have  banking 
service,  that  it  should  not  be- — 

Senator  Glass.  That  is  provided  in  existing  law. 

Governor  Eccles.  Yes.  That  a  bank  should  not  be  permitted  to 
go  in  and  establish  a  bank  and  drive  out  an  existing  bank  that  is 
already  there  and  established. 
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Senator  Glass.  Your  ideas  are  more  liberal  than  mine.  You  want 
it  regional,  and  I  think  it  ought  to  be  confined  to  the  States. 

Governor  Eccles.  Well,  I  have  thought  of  it- in  connection  with 
Federal  Reserve  district  branch  areas,  from  the  standpoint  of  adminis- 
tration, because  the  banks  carry  their  reserves,  and  bank  examinations 
are  conducted  from  that  area,  and  it  is  a  logical  business  unit,  it 
seems  to  me. 

Senator  Glass.  I  do  not  disagree  there,  but  right  at  that  point  I 
join  you  in  not  wanting  too  much  cont rovers}'. 

Governor  Eccles.  I  think  it  would  be 

Senator  Glass.  I  want  to  get  rid  of  this  talk  about  States'  rights. 
The  States  have  no  rights  left,  so  far  as  that  is  concerned,  but  I 
would  like  to  get  rid  of  that  much  of  it. 

Senator  Couzens,  May  I  ask,  leaving  aside  for  the  moment  the 
public  benefit,  if  by  having  a  unified  banking  system — can  you,  in 
a  brief  way,  state  to  me  the  advantages  of  an  independent  bank 
well  financed,  becoming  a  member  of  the  Federal  Reserve  System! 

Governor  Eccles.  You  mean  the  advantage  to  the  bank? 

Senator  Codzens.  Yes. 

Governor  Eccles.  Or  an  advantage  to  the  public! 

Senator  Codzhns.  I  said,  leaving  aside  the  public  advantage  of  a 
unified  banking  system,  and  considering  the  question  of  just  what 
advantages  a  bank  may  have  in  becoming  a  member  of  the  Federal 
Reserve  System. 

Governor  Eccles.  Why,  I  think  that  the  rediscount  privileges,  the 
opportunity  to  borrow  funds,  and  the  clearing  facilities  that  it  gets 
through  the  Reserve  System  are  very  important  elements.  The  safe- 
keeping service  that  it  gets 

Senator  Codzens.  Safe-keeping  service  of  what! 

Governor  Eccles.  Securities.  It  is  my  experience  in  the  banking 
business;  from  the  very  beginning  of  the  organization  of  the  Fed- 
eral Reserve,  I  have  always  felt  that  it  was  to  the  interest  of  the 
bank  to  be  a  member  of  the  Reserve  System. 

Senator  Codzens.  I  know  that  is  the  general  conclusion,  but  I  was 
trying  to  get  the  details  of  why  you  thought  it  was  better. 

Governor  Eccles.  There  is  a  certain  amount  of  public  confidence 
as  a  result  of  membership,  and  that  is  given  largely  through  the 
access  to  Federal  Reserve  facilities. 

Senator  Codzens.  I  think  you  had  better  check  up  on  that  answer 
and  see  how  many  banks  there  are  with  signs  on  the  window,  "  Fed- 
eral Reserve  System ".  that  closed  and  have  not  paid  out  their 
depositors. 

Governor  Eccles.  There  is  no  question  that  there  were  closed  banks 
in  all  classes  national  member  hanks,  State  member  and  State  non- 
member  banks,  but  the  figures  will  show  that  the  State  nonmember 
bank  mortality  and  loss  of  deposits  far  exceeded  those  of  the  banks  in 
the  System.  The  shrinkage  of  deposits  and  the  bank  mortality  were 
very  much  greater  than  for  the  member  banks. 

Senator  Codzens.  Have  you  ever  heard  of  the  criticism  that  exists 
among  the  ordinary  depositors  of  the  fact  that  they  felt  that  when 
they  saw  "  Federal  "  on  these  windows  that  they  felt  that  they  were 
guaranteed  and  taken  care  of  by  the  Federal  Government ! 

Governor  Eccles.  I  haven't  heard  that. 
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Senator  Couzenb.  Never  heard  tiiat? 

Governor  Eccles.  No. 

Senator  Couzens.  I  have  had  a  number  of  letters  to  that  effect. 

Senator  Townbend.  You  have  heard  of  criticism  of  the  names  of 
banks,  for  example,  the  United  States  Bank! 

Governor  Eccles.  Yes;  I  have;  I  have  heard  that  criticism,  but 
never  of  the  Federal  Reserve  System. 

Senator  Townsend.  Well,  they  were  a  member  of  the  Federal  Re- 
serve System. 

Governor  Eccles.  Yes;  but  I  have  not  heard  of  cases  where  people 
felt,  simply  because  a  bank  was  a  member  of  tbe  Federal  Reserve 
System,  that  it  was  a  Government-owned  bank.  I  have  heard  of  cases 
where  people  thought  that  a  first  national  bank  was  Government 
owned;  but  those  cases,  I  think,  are  quite  remote.     I  will  continue. 

Senator  Glass.  Well,  is  it  not  a  very  vital  consideration,  in  banks 
which  are  not  even  members  of  the  Federal  Reserve  System,  that  we 
no  longer  have  currency  panics  in  this  country? 

Governor  Ecoles.  Well 

Senator  Glass.  In  other  words,  history  shows  that  almost  decen- 
nially we  have  had  in  this  country,  or  we  did  have  in  this  country 
prior  to  the  enactment  of  the  Federal  Reserve  System,  currency 
panics  when  banks  would  be  compelled  to  close;  banks  with  ample 
assets  could  not  get  a  dollar,  and  they  would  have  to  issue  clearing- 
house certificates  instead  of  currency.  That  has  never  occurred  since 
the  adoption  of  the  Federal  Reserve  System,  and  the  Federal  Reserve 
System,  as  it  seems  to  me,  is  an  insurance  against  its  ever  occurring 
again. 

Governor  Eccles.  That  is  correct.  As  long  as  a  bank  is  a  member 
of  the  Reserve  System  and  has  reserves,  that  bank  is  solvent;  or  so 
long  as  a  member  bank  has  assets  on  which  it  can  borrow  from  the 
Reserve  System,  as  far  as  that  bank  is  concerned  and  its  depositors, 
they  are  always  able  to  get  currency.  There  is  an  elastic  currency 
created  as  a  result  of  the  Federal  Reserve  System,  because  they  can 
create  currency  based  upon  the  call  for  currency  by  their  members, 
so  long  as  those  members  have  reserves  with  the  Reserve  System. 

Senator  Glass.  Yes. 

Senator  Townbend.  And  there  is  no  urgent  demand  for  printing 
more  currency  ? 

Governor  Eccles.  No;  not  at  all.  You  couldn't  keep  it  out  if  you 
printed  it.    You  just  could  not  get  it  out. 

Senator  Couzens.  Well,  if  you  put  the  Patman  money  out,  that 
will  not  mean  anything,  will  it? 

Governor  Eccles.  It  will  not  mean  that  you  will  increase  the 
amount  of  money  in  circulation,  because  the  Patman  money  would 
displace  some  of  the  existing  currency,  but  the  total  amount  of  cur- 
rency that  will  be  in  circulation  as  a  result  of  paying  the  $2,000,- 
000,000  bonus  would  not  be  increased  any  more'than  by  putting  out 
$2.0*)0.000,000  of  Government  bonds. 

Senator  Glass.  In  other  words,  the  Patman  currency  would  sig- 
nify just  an  easy  way  to  pay  the  Government's  indebtedness  by 
running  the  printing  presses,  but  the  possibility  is  that  the  Bureau  of 
Engraving  and  Printing  would  be  kept  busy  hereafter  doing  the  same 
thing? 

Senator  Townbend.  Because  it  is  a  payment  of  the  debt. 
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Governor  Eccles.  Mechanically  the  Government  can  create  money 
by  the  issuance  of  currency  and  by  using  that  currency  to  pay  its 
debts  or  to  take  care  of  appropriations  that  Congress  makes,  or  it  can 
finance  the  deficits  which  such  appropriations  create  through  a  sale 
of  its  obligations,  Government  bonds,  in  the  market.  Now,  in  either 
case,  whether  it  is  through  a  bond  issue  or  through  a  currency  issue, 
you  increase  the  means  of  payment  by  that  amount.  The  differ- 
ence  

Senator  Glass.  And  if  you  keep  it  up,  you  make  your  currency 
worthless. 

Governor  Eccles.  Yes;  there  is  no  question  about  that. 

Senator  Glass.  I  have  got  right  here  in  my  pocket  now  a  practical 
illustration  of  that.  I  have  got  a  hundred-million-mark  note  here 
that  was  once  worth — what? — $46,000;  and  now  it  is  not  worth  carry- 
ing around  in  my  pocketbook  except  to  exhibit  it  as  a  curiosity. 

Governor  Eccles.  Of  course,  Congress  would  have  to  appropriate 
the  funds  that  would  create  the  deficit. 

Senator  Glass.  There  would  not  be  any  difficulty  about  that.  We 
have  not  experienced  any  so  far. 

Senator  Townsend.  Well,  of  course,  by  issuing  that  money  we 
would  have  a  certain  degree  of  inflation,  would  we  not? 

Governor  Eccles.  No  more  inflation  than  by  issuing  the  same 
amount  of  Government  bonds  to  take  care  of  a  deficit,  from  a  purely 
mechanical  standpoint.  From  a  psychological  standpoint,  there  ts 
always  a  possibility,  when  financing  is  done  by  currency  issues  rather 
than  bond  issues,  of  creating  a  certain  fear  psychology  that  would 
cause  a  rapid  velocity  of  funds,  which  would  tend  to  bring  about  a 
degree  of  inflation;  and,  if  kept  up  long  enough,  it  would  decrease 
the  value  of  money  roughly  according  to  the  total  mediums  of  pay- 
ment that  was  created. 

Senator  Glass.  When  the  money  was  on  a  sound  money  basis,  there 
was  a  vast  deal  of  difference  between  bond  issues  and  the  issuance  of 
currency.  One  is  a  demand  obligation,  and  the  other  usually  has  a 
long  time  in  which  to  mature,  and  the  practice  with  respect  to  bonds 
has  always  been  a  refunding  practice.  Whereas  the  issuance  of  an 
immense  amount  of  demand  currency,  if  we  were  on  a  sound  money 
basis,  would  simply  wipe  out  the  entire  gold  reserve. 

Senator  Townsend.  Well,  as  a  matter  of  fact,  the  bonds  that  we 
issue  without  the  protection  of  a  sinking  fund,  in  providing  for  the 
interest  charge,  is  inflation,  is  it  not? 

Governor  Eccles.  To  the  extent  that  they  create  a  deficit. 

Senator  Townsend.  That  is  right. 

Governor  Eccles.  But  no  mure  of  an  inflation  than  the  same 
amount  of  credit  expansion  by  the  banking  system.  In  other  words, 
a  deficit  financed  bv  Government  bond  issues  of  $4,000,000,000  will 
add.  if  those  bonds' are  taken  by  the  banking  system.  $4,000,000,000 
of  deposits  to  the  bauking  system.  The  deposits  will  first  go  to  the 
Government,  the  Government  spends  the  funds,  and  they  come  to  the 
banks  as  deposits  of  individuals  and  corporations. 

Senator  Glass.  Yes;  but  if  the  bonds  are  taken  by  individual 
investors? 

Governor  Eccles.  In  that  case  it  increases  velocity  without  chang- 
ing ttie  volume  of  deposits.  In  other  words,  it  makes  use  of  existing 
deposits;  the  depositors  in  a  bank  draw  those  deposits  out  and  buy 
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Government  bonds.  The  Government  spends  that  money,  and  the 
deposit  goes  right  back  in  the  bank  in  the  account  of  somebody  else, 
so  that  the  person  or  corporation  that  has  bought  the  bond  has  simply 
changed  its  money  for  bonds.  It  does  not  mean  a  change  in  the 
amount  of  money,  and  from  the  standpoint  of  money  it  is  not 
inflationary. 

To  the  extent  that  banks  buy  the  bonds,  it  has  the  same  effect  as 
extending  credit  and  is  inflationary. 

Senator  Townsend.  What  percentage  of  the  bonds  now  are  being 
taken  by  the  banks  ( 

Governor  Eccles.  I  think  it  is  just  a  rough  guess.  About  44  per- 
cent of  the  Government  obligations  outstanding  today  are  held  by 
the  Reserve  and  member  banks.  I  think  that  the  proportion  that  is 
currently  taken  by  the  banks  today  would  run  larger  than  that.  I 
think  that  may  run  as  high  as  60  percent.  Of  course,  you  are  speak- 
ing of  new  issues,  rather  than  refunding? 

Senator  Townsend.  Well,  I  was  speaking  of  both,  really. 

Senator  Glass.  Well,  go  ahead. 

Senator  Cotjzens.  There  is  one  question  I  want  to  ask.  There  is  a 
famous  columnist  that  keeps  asking  in  his  column  what  is  the  differ- 
ence between  an  issue  of  a  Government  note — demand  note,  which 
is  simply  a  promise  to  pay  back — and  a  Government  bond  bearing 
interest,  with  a  promise  to  pay  at  a  specific  time?  He  keeps  asking 
that  question,  nnd  I  have  never  happened  to  have  seen  the  answer, 
and  so  I  would  like  an  expert  to  answer  it. 

Senator  Glass.  I  nm  not  an  expert,  but  I  gave  the  answer  to  the 
question  as  to  the  difference  between  a  demand  obligation  and  a 
Government  bond  a  few  moments  ago.  The  whole  history  of  the 
financing  of  the  Nation  shows  that  the  time  obligation  is  usually 
refunded,  whereas  the  demand  obligation,  if  we  are  on  a  sound- 
money  basis 

Senator  Couzens.  Well,  we  are  not  on  a  sound-money  basis,  and 
I  want  him  to  answer  it  under  the  situation  as  it  now  exists,  not  if 
we  were  on  a  sound-money  basis.  I  do  not  want  any  "  ifs"  in  it  at 
all.  But  what  is  the  difference  between  a  Government  issue  of  a 
note  without  interest  and  a  note  with  interest? 

Governor  Eccles.  I  will  be  very  glad  to  give  you  my  view,  my 
interpretation,  of  the  difference.  The  Government  issues  its  bonds. 
The  bonds  have  a  definite  maturity  date,  and  they  bear  a  definite, 
fixed  rate  of  interest.    And  the  banks  buy  those  bonds. 

Senator  Glass.  Why  restrict  it  to  the  banks? 

Governor  Eccles.  I  am  going  to  say  there  is  a  different  situation 
between  the  banks  buying  the  bonds 

Senator  Cotjzens.  I  am  not  talking  about  the  banks.  I  am  talk- 
ing about  the  public.  I  am  asking  as  to  the  difference  that  would 
exist  between  a  demand  note  without  interest  and  a  bond  with  inter- 
est, in  the  public  hands. 

Governor  Eccles.  I  will  explain  the  difference,  but  I  have  to  go 
through  this  to  make  the  distinction. 

Senator  Codzenb.  All  right. 

Governor  Eccles.  The  banks  buying  the  Governments  debit  the 
asset  account  when  they  buy  the  Governments,  and  they  credit  the 
deposit  account  to  the  Government.  That  money  is  spent  and  comes 
back  in  and  hence  increases  the  deposits  of  the  banks  by  that  amount. 
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To  the  extent  that  the  public  buys  the  Government  bonds,  it  in  no 
way  changes  the  volume  of  money.  It  does  affect  the  velocity  of 
money  because  the  individual  buying  the  bond  draws  the  money  to 
buy  the  bond,  the  money  is  transferred  to  the  Government  and  then 
the  Government  spends  it.  It  in  no  way  changes  the  volume  of 
money  in  the  System  when  the  individuals  and  corporations  buy  the 
bonds,  but  when  the  banks  buy  bonds  it  does  make  a  difference.  To 
the  extent  that  the  deposits  are  increased  by  the  banks  purchasing 
bonds,  the  excess  reserves  of  the  banks  are  reducd  by  10  percent. 

In  other  words,  if  the  banks  buy  a  billion  dollars  of  Government 
bonds,  the  deposits  of  the  banks  as  a  rule  are  increased  by  a  billion, 
and  the  average  required  reserve  is  increased  by  $100,000,000.  There- 
fore, if  the  banks  have  a  1 -billion-dollar  excess  reserve  and  they  buy 
a  billion  dollars  worth  of  Government  bonds  and  increase  the  deposits 
a  billion  dollars,  the  excess  reserve  is  reduced  to  $900,000,000.  If  they 
bought  20  billions  of  Government  bonds,  the  banks  would  increase 
the  deposits  in  the  banks  20  billions  and  their  excess  reserves  would  be 
entirely  wiped  out  through  that  operation. 

Now,  let  us  take  cash  and  currency. 

Senator  Bulkley.  You  are  speaking  of  surplus? 

Governor  Eccles.  No;  I  am  speaking  of  excess  reserves. 

Senator  Codzpns.  While  your  discourse  is  very  interesting,  you 
have  not  yet  told  me  the  difference. 

Governor  Eccles.  I  am  going  to. 

Senator  Codzens.  It  is  not  necessary  to  go  through  the  banks.  I 
am  not  talking  about  the  banks.  Here  is  a  Government  bond  bear- 
ing a  3-percent  interest  rate,  with  a  specified  maturity.  Here  is  a 
Government  note  without  any  specified  maturity,  and  no  interest. 

Governor  Eccles.  Yes. 

Senator  Codzens.  What  is  the  difference  in  the  value  of  those? 

Governor  Eccles.  The  bond  might  fluctuate  in  total  value,  de- 
pending on  its  maturity  and  interest  rate,  based  upon  the  market 
for  money  at  that  time.     The  note  will  not  fluctuate. 

Senator  Codzens.  I  am  not  talking  about  fluctuation.  I  am  talk- 
ing about  the  value  of  it.  It  is  strange  I  cannot  get  a  straight 
answer. 

Governor  Eccles.  The  value  to  whom? 

Senator  Coczens.  The  owner.  In  other  words,  the  Government 
bond  has  a  promise  to  pay. 

Governor  Eccleb.  Yes. 

Senator  Codzens.  At  a  specified  time,  not  in  gold. 

Governor  Eccles.  That  is  right. 

Senator  Codzens.  And  here  is  a  hundred -dollar  bond,  baby  bond, 
for  example,  and  all  it  is  is  a  promise  to  pay.  Here  is  a  hundred- 
dollar  note,  a  note  without  any  maturity,  simply  the  Government's 
promise  to  pay.  I  ask  you  what  the  difference  is  in  the  security  of 
those  two? 

Goven.or  Ei'cxr.*.  Then'  is  no  difference  in  the  security. 

Senator  Codzens.  That  is  answered. 

Governor  Eccles.  There  is  no  difference  in  the  security.  There 
may  be  a  difference  in  the  value,  but  no  difference  in  the  security. 

Senator  Codzens.  I  am  talking  about  the  security.  I  am  not  talk- 
ing about  the  value  of  it.    In  other  words,  if  the  Government  issues 
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Patman  money,  and  promises  to  pay  it,  the  person  who  has  it  is  just 
as  secure  as  though  he  had  bonds? 

Governor  Ecci.es.  Yes;  there  may  be  a  difference  in  the  value, 
depending  on  the  market  at  the  time. 

Senator  Couzens.  I  am  talking  about  the  security.  So  I  am  just 
as  secure  when  I  take  a  Government  note  with  a  promise  to  pay  as 
I  am  with  a  bond  with  a  promise  to  pay.  I  am  just  as  secure  in 
money ? 

Governor  Eccles.  Yes. 

Senator  Glass.  You  are  not  secure  in  either  case. 

Senator  Codzens.  I  am  not  talking  about  that.  This  famous  col- 
umnist is  quite  correct  in  his  contention,  then,  that  there  is  just  as 
much  security  behind  a  Government  note  as  there  is  behind  a  Gov- 
ernment bond  that  bears  an  interest  rate  ? 

Governor  Eccles.  That  is  right. 

Senator  Glass.  And  you  cannot  get  the  security  on  either  proposi- 
tion.   They  put  you  in  jail  if  you  do. 

Senator  Couzens.  Then  I  want  to  ask  another  question.  Is  there 
not  automatically  an  estoppel  on  a  bond,  on  the  issuance  of  bonds, 
dependent  upon  the  people's  willingness  to  buy,  while  there  is  no 
estoppel  anywhere  on  the  issuance  of  notes  whereby  people  have  to 
take  the  notes  in  payment  of  debts  ? 

Governor  Eccles.  I  think  that  is  possibly  correct,  that 

Senator  Codzens.  In  other  words,  if  the  Government  issues  a  bil- 
lion of  bonds  and  there  are  no  buyers,  buyers  have  lost  confidence, 
they  do  not  buy,  and  so  we  cannot  sell  them,  therefore  the  Govern- 
ment cannot  spend  any  more.  Their  credit  is  gone.  If,  however,  they 
issue  a  billion  dollars'  worth  of  notes,  without  interest  and  without 
maturity  date,  and  they  pass  them  around  to  pay  their  debts  to  all 
their  employees,  including  Senators  and  all  others,  we  have  got  to 
take  them,  haven't  we? 

Governor  Eccles.  That  is  right. 

Senator  Couzens.  So  is  it  not  a  fact  that  there  is  an  automatic 
estoppel  upon  the  sale  of  bonds,  while  there  is  no  automatic  estoppel 
on  the  issuance  of  notes ;  is  that  correct  ? 

Senator  Codzens.  Is  that  correct? 

Governor  Eccles.  I  do  not  know  that  there  is  an  automatic 
estoppel  on  the  sale  of  bonds;  at  least,  I  do  not  know  where  it  is. 

Senator  Codzens.  At  least,  it  is  when  the  people  stop  buying  them  ? 

Governor  Eccles.  Yes,  sir. 

Senator  Bdlklet.  Is  not  what  the  Senator  from  Michigan  has 
said  a  good  deal  mitigated  when  you  can  make  the  member  banks 
buy  bonds? 

Because,  of  course,  they  can  get  the  currency  on  the  bonds  after 
they  have  bought  them. 

Governor  Eccles.  Congress  can  appropriate  money  and  can  find 
means  of  either  raising  it  through  bond  issue  or,  failing  to  do  that, 
they  could  raise  it  through  the  issue  of  currency. 

Now,  with  reference  to  the  Reserve  banks  and  the  member  banks 
buying  Government  bonds,  the  indication  or  the  inference  has  been 
made,  at  different  times,  that  they  are  being  forced  or  that  pressure 
has  been  brought  to  bear  to  support  the  Government  credit. 
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As  a  matter  of  fact,  the  amount  of  bonds  held  by  the  Reserve 
System  has  not  increased  since  November  1933,  and  the  total  interest 
paid  by  the  Government  on  its  indebtedness  today  is  less  than  at  any 
time  between  1919  and  1925. 

Senator  Bulhley.  I  think  that  is  very  interesting  and  very  en- 
couraging. 

But  my  question  was  purely  a  theoretical  one.  As  to  whether  the 
force  of  Senator  Couzens'  distinction  was  not  in  large  measure  ar- 
rested, so  long  as  the  Government  can  put  pressure  on  the  banks  to 
buy  bonds,  and  the  member  banks,  in  turn,  can  get  currency  against 
the  bonds  as  needed. 

Governor  Eccles.  Of  course,  if  the  Government  can  put  pressure 
on  them,  that  is  true. 

But  there  is  nothing  in  the  law  that  gives  to  the  Government  the 
power — either  in  the  proposed  legislation  or  in  existing  legislation — 
to  require  the  Federal  Reserve  banks  to  buy  Governments. 

Senator  Bolklky.  Now,  let  us  see  about  the  proposed  legislation ;  I 
am  inclined  to  think  there  is.  Is  there  any  doubt  that  the  Federal 
Reserve  Board  can  require  the  banks,  through  the  open  market  com- 
mittee, to  buy  any  securities  that  they  see  fit! 

Governor  Eccles.  Government  bonds,  you  mean  ? 

Senator  Buckley.  Government  bonds  or  any  other  securities. 

Governor  Eccles.  The  Federal  Reserve  Board,  under  the  proposal 
here,  is  charged  with  the  responsibility  of  carrying  out  a  monetary 
policy  which  deals  with  open  market  buying  and  selling  of  bonds, 
with  discount  rates,  and  reserve  requirements,  and  is  directed  to 
use  these  instruments  toward  a  condition  of  business  stability,  and 
so  forth. 

The  power  is  given  to  the  Board  to  require  the  Reserve  banks  to 
purchase  or  sell  Government  bonds. 

Senator  Ullkley.  Within  what  limits? 

Governor  Eocles.  There  is  no  limitation. 

Senator  Bolkley.  That  is  what  I  thought. 

Governor  Eccles.  That  is  right;  there  is  no  limitation. 

However,  at  the  present  time,  of  course,  the  Treasury  is  a  mone- 
tary authority  on  its  own  account,  to  quite  an  extent,  with  a  stabili- 
zation fund  the  size  that  it  is,  and  with  the  balances  that  it  carries  in 
the  member  banks,  from  one  to  two  billion  dollars,  and  with  the 
very  large  amount  of  trust  funds,  which  include  Postal  Savings  and 
F.  I).  I.  C.  and  others;  and  it  is  in  a  position  to  exercise  very  great 
influence  over  the  money  market. 

Senator  Bulkley.  All  of  which  reinforces  what  I  am  saying :  That 
the  distinction  that  Senator  Couzens  makes  is  not  very  material,  if 
we  should  enact  this  law. 

Governor  Eccles.  I  think  that  is  correct. 

The  danger  in  issuing  currency  is  this:  It  does  not  diminish  the 
reserves  at  all.  The  banks  get  an  increase  in  deposits,  the  same  as 
when  bonds  are  issued.  But  it  all  goes  in  to  increase  the  excess 
reserve. 

A  $'2,000,000,000  currency  issue  would  increase  the  present  excess 
reserve  from  about  $2,000,000,000  to  nearly  $4,000,000,000,  while  the 
same  amount,  financed  bv  Government  bonds,  would  decrease  the  ex- 
cess reserve  by  $200,000,000. 
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That  seems  to  me  to  be  an  important  difference. 

Senator  Town8end.  What  percent  of  the  stabilization  fund  was 
invested  in  Government  bonds? 

Governor  Eccles.  That  is  a  question  that  I  should  prefer  you  to 
ask  the  Secretary  of  the  Treasury. 

I  have  no  responsibility  in  connection  with  the  handling  of  that 
fund. 

Now,  I  am  going  to  skip  some  of  this  statement  here,  inasmuch  as 
we  have  discussed  it. 

Senator  Glass.  If  it  conforms  to  your  convenience,  Governor 
Eccles,  we  shall  have  you  back  on  Monday  morning,  if  you  please. 

Governor  Eccles.  I  shall  be  glad  to  be  here  at  the  convenience  of 
the  committee. 

Senator  Glass.  Very  well;  we  shall  adjourn  for  today, 

(Thereupon,  at  1  p.  m.,  an  adjournment  was  taken  until  Monday, 
May  13, 1935,  at  10 :  30  a.  m. ) 


itf  by  Google 


=  „  Google 


BANKING  ACT  OF  1935 


mont>ay.  may  13,  1935 

United  States  Senate, 
Subcommittee  or  the  Committee  on 

Banking  and  Correnot, 

Washington.,  D.  C. 
The  subcommittee  met,  pursuant  to  adjournment  on  Friday,  May 
10,  1935,  at  10:  30  a,  m.,  in  room  301,  Senate  Office  Building,  Senator 
Carter  Glass  (chairman  of  the  subcommittee)  presiding. 

Present:  Senators  Glass,  Bulkley,  Townsend,  Bankhead,  Couzens, 
and  McAdoo. 

Senator  Glabs.  Governor,  you  had  not  quite  finished  with  your 
statement? 
Governor  Ecoles.  Yes;  that  is  correct. 

Senator  Glass.  We  would  be  glad  to  have  you  proceed  and  con- 
clude. 

STATEMENT  OF  MARRINER  S.  EOCIES,  GOVERNOR  OF  TEE 
FEDERAL  RESERVE  BOARD— Resumed 

Governor  Eccl.es.  All  right.  I  didn't  conclude  the  prepared  state- 
ment at  the  hearing  on  Friday,  and  I  will  omit  a  portion  of  it  and 
then  file  the  statement  for  the  record,  if  that  is  all  right,  in  order 
to  save  time. 

Senator  Glass.  That  will  be  entirely  satisfactory. 

Governor  Eccles.  There  are,  however,  certain  sections  of  it  which 
I  would  like  to  read. 

Senator  Glass.  Very  well. 

Governor  Eccles  {continuing  statement) :  Section  203  deals  with 
qualifications  for  membership  on  the  Board,  provision  for  a  more 
adequate  salary  and  a  pension  system,  and  also  with  the  matter  of  the 
Governor's  appointment,  which  I  have  already  discussed. 

Section  204  would  authorize  the  Board  to  assign  duties  to  desig- 
nated Board  members  or  its  representatives  and  thus  would  enable 
it  to  be  relieved  of  a  mass  of  administrative  detail  and  to  give  its 
time  to  the  study  of  policy  matters. 

Section  205  of  the  bill  would  provide  for  an  open-market  com- 
mittee to  consist  of  the  Governor  and  two  members  of  the  Board, 
elected  annually  by  the  Board,  and  two  governors  of  the  Federal 
Reserve  banks,  elected  annually  by  the  governors  of  the  Federal 
Reserve  banks.  It  would  be  the  duty  of  this  committee  to  formuiate 
the  System's  open -market  policies  which  would  be  binding  on  the 
Federal  Reserve  banks.  The  committee  would  also  make  recom- 
mendations about  discount  rates. 
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A  change  in  the  provision  about  open-market  policy  is  necessary 
in  order  to  place  definite  responsibility  on  a  national  body  with  a 
national  viewpoint. 

Under  the  present  law,  open-market  policies  are  formulated  by 
the  Federal  Open  Market  Committee,  which  consists  of  the  gov- 
ernors of  the  12  Federal  Reserve  banks.  The  recommendations  of 
the  committee  have  to  be  approved  by  the  Federal  Reserve  Board, 
and  the  boards  of  directors  of  each  Federal  Reserve  bank  retain 
the  authority  to  refuse  participation  in  the  policy  adopted.  It 
would  be  difficult  to  conceive  of  an  arrangement  better  calculated 
than  this  for  diffusing  responsibility  and  creating  an  elaborate  sys- 
tem of  obstructions. 

In  my  opinion,  however,  the  proposal  in  the  bill  as  introduced 
would  not  be  a  satisfactory  solution  of  the  problem.  I  recommended 
before  the  House,  and  I  wish  to  recommend,  instead,  a  provision 
clearly  vesting  in  the  Federal  Reserve  Board  full  power  ana  respon- 
sibility to  initiate,  adopt,  and  enforce  open-market  policies  for  the 
Federal  Reserve  System,  after  consulting  with  an  advisory  com- 
mittee consisting  of  S  representatives  of  the  Federal  Reserve  banks 
selected  annually  by  the  governors  of  the  12  Federal  Reserve  banks. 
The  Board  should  be  required  to  consult  this  committee  before  adopt 
ing  an  open-market  policy,  a  change  in  discount  rates,  or  a  change  in 
member  bank  reserve  requirements. 

Such  a  provision  would  eliminate  conflicts  of  jurisdiction  and 
policy  and  at  the  same  time  would  preserve  the  participation  of 
Federal  Reserve  bank  governors  in  the  deliberations  leading  to  the 
adoption  of  open-market  policies. 

Senator  Glass.  Do  you  know  of  any  conflict  that  has  happened! 

Governor  Eccles.  Between  the  governors  and  the  Board? 

Senator  Glass.  The  Federal  Reserve  Board  and  the  Open  Market 
Committee  ? 

Governor  Eccles.  No:  I  don't  know  of  any. 

Senator  Glass.  The  Secretary  of  the  Treasury  does  not  know  of 
any  himself,  because  he  told  me  explicitly  that  the  Treasury  has 
hail  100  percent,  to  use  his  exact  language,  cooperation  from  the 
present  Open  Market  Committee. 

Governor  Eccles.  So  far  as  I  know,  that  is  correct.  [Continuing 
statement :] 

Open-market  ojwrations  might  be  initiated  by  either  the  commit- 
tee or  the  governors  or  by  the  Board,  but  the  ultimate  responsi- 
bility for  making  a  final  decision  and  the  power  for  adopting  and 
carrying  out  national  policies  would  be  centralized  in  one  place 
and  in  one  body,  as  they  should  be. 

Open-market  operations  as  a  means  of  credit  control  in  this  country 
are  a  post-war  development.  They  were  not  regarded  as  a  major 
instrument  of  policy  when  the  original  Federal  Reserve  Act  wis 
passed.  From  small  informal  beginnings,  whose  significance  was  not 
fully  appreciated,  open-market  operations  have  gradually  come  to  be 
recognized  as  the  principal  instrument  of  credit  control.  At  first  tht 
individual  operations  of  the  separate  Reserve  banks  were  designed 
merely  to  equalize  the  earnings  of  these  banks  in  periods  when  redis- 
counts were  diminishing;  then,  as  their  effect  on  bank  reserves  and 
the  volume  of  member  bank  credit  was  realized,  operations  were  con- 
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ducted  at  first  by  a  self-appointed  committee  of  the  governors  of  the 
eastern  Reserve  banks  and  later  by  the  same  committee  after  approval 
by  the  Reserve  Board.  Owing  largely  to  the  circumstances  of  their 
origin,  these  operations,  though  they  have  come  to  be  the  most  impor- 
tant features  of  our  monetary  policy  and  are  definitely  national  rather 
than  regional  in  purpose  and  in  effect,  still  remain  chiefly  under  the 
control  of  the  regional  Reserve  banks. 

Local,  or  regional,  control  of  open-market  policy  is,  in  fact,  impos- 
sible, because  the  effects  of  such  policy  cannot  be  restricted  geographi- 
cally. Local  control  has  been  tried  and  voluntarily  abandoned.  The 
question,  therefore,  is  merely  where  the  national  control  shall  be 
lodged.  In  my  opinion  it  should  be  lodged  in  the  Federal  Reserve 
Board,  which  has  the  responsibility  for  other  instruments  of  mone- 
tary policy  through  discount  rates  and  changes  in  reserve  require- 
ments. 

I  am  recommending  an  amendment  to  the  bill  to  carry  out  this 
proposal. 

Section  206  proposes  that  the  Federal  Reserve  banks,  under  regula- 
tions by  the  Federal  Reserve  Board,  be  authorized  to  make  advances 
to  member  banks  on  the  basis  of  any  sound  asset.  This  proposal 
arises  out  of  the  experience  of  the  Federal  Reserve  System. 

The  view  on  which  the  original  eligibility  provisions  of  the  Fed- 
eral Reserve  Act  were  based  was  that  bank  assets  should  be  self- 
liquidating.  This  view  rests  on  the  theory  that  member  banks  should 
engage  in  purely  commercial  banking;  such  a  view,  however,  is  not 
realistic  in  a  situation  where  only  8  percent  of  bank  assets  consist  of 
presumably  self -liquidating  paper.  The  banking  system  cannot  sub- 
sist on  the  $2,000,000;000  of  eligible  paper  that  is  available;  particu- 
larly since  this  paper  is  largely  concentrated  in  the  financial  centers. 
Furthermore,  in  an  emergency  it  does  not  remain  self-liquidating. 
The  banking  troubles  of  this  country  in  1919  to  1921  were  based  to  a 
considerable  extent  on  the  frozen  condition  of  what  was  considered 
self -liquidating  assets. 

In  an  emergency  no  type  of  bank  asset  is  liquid,  and  it  is  the  func- 
tion of  the  central  banking  institution  to  provide  such  liquidity,  sub- 
ject only  to  the  requirement  that  the  assets  shall  be  sound.  There  is 
not  and  can  never  be  a  substitute  for  soundness,  which  must  be  based 
upon  the  competent  exercise  of  banking  judgment.  The  present  pro- 
vision would  introduce  into  the  Federal  Reserve  Act  for  the  first  time 
the  express  requirement  of  soundness  of  assets  as  the  fundamental 
and  single  requirement  for  eligibility  for  borrowing  from  the  Reserve 
banks.  If  the  Reserve  banks  are  to  give  genuine  assistance  to  the 
commercial  banks,  they  must  serve  in  an  emergency  as  an  agency  for 
liquefying  all  sound  assets.  During  the  depression  many  banks  were 
forced  into  bankruptcy  not  because  their  assets  were  bad  but  because 
they  could  not  meet  the  narrow  and  essentially  unrealistic  eligibility 
requirements,  and  it  became  necessary,  by  the  Glass-Steagall  Act  of 
February  1932,  to  pass  emergency  legislation  permitting  the  member 
banks  to  borrow  from  the  Reserve  banks  on  sound  assets. 

It  has  been  suggested  that  the  proposed  amendment  would  impair 
the  assets  of  the  Reserve  banks  themselves.  The  implication  is  that 
the  Reserve  banks  would  lose  their  judgment  of  the  soundness  of  bank 
assets.    That  this  fear  is  fanciful  would  seem  to  be  indicated  bv  the 
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fact  that  under  the  Glass-Steagall  Act  the  Reserve  banks  made  loans 
of  this  character  amounting  to  over  $300,000,000  and  that  of  this 
amount  all  but  about  $1,500,000  had  been  repaid  at  the  beginning  of 
this  year. 

Section  207  makes  provision  for  placing  securities  guaranteed  as 
to  principal  and  interest  by  the  United  States  Government  on  the 
same  basis  in  regard  to  eligibility  for  purchase  by  the  Reserve  banks 
as  direct  obligations  of  the  United  States  Government.  There  seems 
lo  be  no  reasonable  ground  far  discrimination  against  these  guaran- 
teed obligations. 

Section  208  provides  for  eliminating  collateral  requirements  for 
Federal  Reserve  notes.  The  requirement  for  segregation  of  collateral 
against  Federal  Reserve  notes  adds  nothing  to  the  quality  of  the 
notes,  which'  are  a  prior  lien  on  the  assets  of  the  issuing  Reserve 
banks,  and  an  obligation  of  the  United  States  Government.     Heine  a 

Srior  lien,  the  notes  are  secured  in  effect  by  the  best  assets  that  the 
ieserve  banks  have.  They  cannot  be  issued  except  in  return  for 
assets  that  the  Federal  Reserve  banks  are  permitted  and  willing  to 
acquire. 

The  complex  machinery  of  providing  for  special  segregation  of 
collateral  behind  Federal  Reserve  notes  is  not  in  conformity  with 
the  fact  that  there  is  nothing  more  sacred1  in  the  note  liability  than 
in  the  deposit  liability  of  the  Federal  Reserve  banks.  The  deposits 
are  the  reserves  of  our  banking  system  and,  therefore,  are  back  of 
all  the  deposits  of  all  the  depositors  in  all  the  member  banks.  These 
deposits  surely  deserve  the  same  degree  of  protection  as  do  Federal 
Reserve  notes.  The  proposal  does  not  go  this  far  but  merely  places 
Federal  Reserve  notes  on  a  basis  of  equality  with  deposits  so  far  as 
collateral  is  concerned,  without  making  any  change  in  reserve  require- 
ments. It  would  preserve  their  status  as  paramount  liens  on  the 
assets  of  the  issuing  banks  and  us  obligations  of  the  Government, 
and  would  have  no  effect  either  on  the  quality  of  the  notes  or  on  the 
elasticity  of  our  currency.  It  would  result  in  a  simplification  of  the 
machinery  of  currency  issue  and  in  considerable  economy  for  the 
Federal  Reserve  banks. 

While  these  collateral  requirements  are  not  a  protection  for  Fed- 
eral Reserve  notes,  thev  have  at  times  been  the  cause  of  serious  diffi- 
culty for  the  Federal  Reserve  System.  At  a  time  when  the  System 
was  pursuing  aii  easy  money  policy  through  the  purchase  of*  Gov- 
ernment securities  there  developed  a  shortage  of  eligible  paper,  with 
the  consequence  that  it  was  necessary  to  impound  a  large  amount 
of  gold  as  collateral  against  the  notes  over  and  above  the  40  percent 
reserve  requirement.  Such  a  situation  prevailed  in  the  earlv  months 
of  1D32.  when  the  Federal  Reserve  banks,  because  their  gold  reserves 
were  impounded  behind  the  Federal  Reserve  notes,  wore  unable  to 
pursue  a  poli<-v  that  would  tend  to  arrest  the  deflationary  process. 
At  that  tune  it  became  necessary  for  Congress  to  pass  the  Glass- 
Steagall  Act,  which  authorized  the  use  of  Government  securities  as 
collateral  for  Federal  Reserve  notes.  This  law  has  since  been  ex- 
tended, but  it  expires  in  March  1937. 

It  is  proposed  here  to  do  away  with  collateral  requirements  alto- 
gether. Thev  serve  no  useful  purpose,  they  are  expensive  and 
cumbersome,  and  at  times  result  in  danger  to  the  country's  financial 
structure. 
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Section  209  is  designed  to  clarify  and  expand  somewhat  the  power 
if  changing  reserve  requirements,  provided  in  the-  so-called  Thomas 
Amendment.  It  would  permit  the  Board  to  change  reserve  require- 
nents  without  declaring  the  existence  of  an  emergency  and  without 
he  necessity  for  obtaining  the  approval  of  the  President.  This  is 
me  of  the  ways  in  which  the  bill  would  diminish  political  control 
>ver  the  Federal  Reserve  Board. 

I  wish  to  recommend  that  the  bill  be  modified  so  as  to  limit  the 
>ower  of  the  Board  to  change  reserve  requirements  to  two  groups 
)f  banks,  central  reserve  and  reserve  city  banks  and  all  other  banks, 
mil  not  to  permit  changes  for  individual  Federal  Reserve  districts. 
There  is  urgent  need  for  the  authority  to  change  reserve  require- 
nents,  in  view  of  the  large  amount  of  excess  reserves  now  available 
»  member  banks  and  the  possibilities  of  further  additions  to  these 


Section  210  would  liberalize  the  provisions  for  real-estate  loans. 
The  modifications  here  proposed  include  an  increase  in  the  total 
rolume  of  such  loans  that  a  bank  may  make,  an  increase  in  the  pro- 
Dortion  of  the  value  of  real  estate  mat  banks  may  lend,  and  pro- 
vision for  amortized  loans  with  longer  maturity. 

Upon  further  consideration  of  this  matter  I  wish  to  suggest  that 
ihe  section  be  modified  to  give  the  Federal  Reserve  Board  power 
»  regulate  real-estate  loans,  subject  to  the  limitation  that  new  loans 
ihall  not  exceed  60  percent  of  appraised  value  of  the  real  estate. 

This  is  the  amendment  that  was  proposed  to  the  House  and  is  in- 
cluded, with  some  changes,  however,  in  the  House  bill. 

As  you  know,  real-estate  loans  are  not  a  new  form  of  investment 
for  our  commercial  banks.  They  have  been  lending  on'  real-estate 
nortgage  security  for  decades.  Liberalization  of  the  reel-estate  loon 
provisions,  combined  with  the  broadened  eligibility  requirements  for 
sorrowing  at  the  Federal  Reserve  banks,  may  encourage  activity 
n  the  construction  industry,  which  is  essential  to  recovery. 

Criticism  of  these  provisions  has  come  largely  from  those  who 
relieve  in  the  separation  of  savings  banking  from  commercial  bank- 
ng.  Whatever  may  be  Baid  in  favor  of  such  a  separation  as  a  de- 
iirable  thing  in  theory,  it  is  nut  feasible  so  long  as  we  have  thousands 
>f  small  banks  that  cannot  operate  profitably  on  the  basis  of  their 
lemand  deposits  alone.  The  member  banks  have  $10,000,000,000  of 
:ime  deposits  which  represent  the  people's  savings.  So  long  as  they 
:iave  time  deposits  for  which  they  must  pay  interest,  they  of  neces- 
sity must  participate  in  financing  long-term  undertakings  that  will 
yield  enough  to  pay  for  doing  the  business.  The  law  places  no  limits 
on  what  the  banks  may  do  in  the  purchase  of  bonds  or  of  other  long- 
time paper;  there  is  no  reason  for  singling  out  real-estate  loans  for 
special  restrictions. 

Our  banks  have  been  losing  a  large  part  of  their  business  to  the 
Government,  which  has  sold  its  bonds  to  the  banks  and  has  used  the 
funds  to  make  mortgage  and  other  loans,  many  of  which  the  banks 
diould  be  in  position  to  make  themselves.  Unless  the  banks  regain 
some  of  the  business  which  has  been  taken  over  by  the  Government 
credit  agencies,  there  will  not  be  sufficient  business  to  support  the 
ranking  system.  There  will  also  be  great  pressure  for  a  constantly 
growing  public  debt  incurred  in  part  in  taking  over  business  that 
;ould  be  done  by  the  banks. 
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I  note  that  the  Banking  and  Currency  Committee  of  the  House  in 
reporting  out  the  bill  has  made  two  changes  in  the  recommendations 
which  we  made  with  reference  to  real-estate  loans.  In  the  first  place 
a  limitation  has  been  inserted  that  aggregate  real-estate  loans  shall 
not  exceed  100  percent  of  the  capital  and  surplus  or  60  percent  of  sav- 
ings deposits,  whichever  is  the  greater.  I  think  this  rigid  limitation 
is  undesirable.  It  would  be  much  better  to  leave  this  matter  to  the 
discretion  of  the  Federal  Reserve  Board  because  the  ag 
amount  that  may  be  safely  loaned  on  real  estate  varies  witl 
localities  and  periods  of  time. 

The  second  change  in  the  bill  as  reported  by  the  House  Committee 
is  the  elimination  of  the  provision  applying  the  regulations  on  real- 
estate  loans  to  State  member  banks,  as  well  as  to  national  banks. 
This  is  a  serious  omission,  because  under  it  national  banks  would  be 
at  a  competitive  disadvantage  as  against  State  member  banks,  many 
of  which  are  under  little  or  no  limitation  in  regard  to  their  real- 
estate  loans.  Furthermore,  the  Federal  Reserve  System,  which  has 
a  vital  interest  in  the  solvency  of  State  member  banks,  would  be 
given  no  authority  over  real-estate  loans  that  the  State  member  banks 
may  make.  This  is  inconsistent  with  provisions  in  the  Banking  Act 
of  1933  which  in  dealing  with  investment  securities  placed  State 
member  banks  on  the  same  basis  with  national  hanks.  One  of  the 
important  advantages  in  having  State  banks  members  of  the  Federal 
Reserve  System  would  be  lost  if  there  were  no  uniformity  in  such 
matters. 

Senator  Glass.  Of  what  advantage  to  national  banks  is  a  national 
charter  with  a  right  of  circulation  withdrawn  1 

Senator  Bankhead.  I  could  not  hear  that  statement 

Senator  Glass.  I  say,  of  what  advantage  is  it  to  national  banks 
to  remain  in  the  System  with  die  circulation  privilege  withdrawn! 

Governor  Ecci.es.  I  never  considered  the  circulation  privilege  of 
very  great  value  to  national  banks.  Particularly  has  that  been 
true  the  last  year  or  so,  where  banks  had  excess  reserves.  Many  of 
the  banks,  I  think,  up  to  the  extent  of  about  $200,000,000,  deposited 
funds  with  the  Treasury  to  offset  their  circulation.  In  other  words, 
so  long  as  they  had  the  excess  funds,  they  could  not  afford  to  pay  the 
tax  for  the  privilege  of  circulation.  There  is  some  small  earning 
that  accrues  to  national  banks  through  the  circulation  privilege  under 
conditions  where  they  do  not  hare  excess  reserves. 
_  Senator  Glass.  Well,  what  other  distinctive  privilege  will  a  n«- 
tional  bank  have  over  a  State  bank  in  the  event  the  circulation 
privilege  is  canceled  as  is  now  proposed! 

Governor  Eocles.  They  will  not  have  any. 

Senator  Glass.  Exactly. 

Governor  Eccleb.  They  will  not  have  any.  That  is  one  of  the 
dangers. 

Senator  Glass.  Exactly. 

Governor  Eccles.  Yes. 

Senator  Glass.  Then,  will  there  be  any  particular  reason  why 
national  banks  should  not  convert  into  State  banks  and  enjoy  tin 
peculiar  privileges  that  the  various  States  offer  I 

Governor  Eccles.  There  is  likely  to  be  reason  for  conversion. 
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itor  Glaus.  Well,  I  did  not  mean  to  interrupt  you  there, 
itor  Bankhead.  Is  there  not  an  element  of  confidence  in  na- 
banksf 

itor  Glass.  What  is  that  i 

itor  Bankhead.  I  am  asking  if  there  is  not  an  element  of  con- 
i  in  national  banks,  generally  speaking,  as  distinguished  from 
lanks,  growing  out  of  the  system  of  examination,  and  so  forth  f 
ernor  Eccleb.  The  record  of  the  national  banking  system  has 
luch  better  than  the  record  of  the  State  banking  system  as  a 
-but  with  the  Federal  Deposit  Insurance  Corporation  insuring 
posits  of  not  only  national  and  State  member  banks  but  also 
nonmember  banks,  it  seems  to  me  that  that  element  of  ad- 
;e  and  confidence  is  pretty  largely  wiped  out. 
itor  Glass.  Well,  go  ahead,  Governor, 
ernor  Eccles  (continuing  statement) : 

wmmended  modifications  in  the  proposed  biU. — Following  is 
t  summary  of  tne  modifications  in  the  bill  that  I  wish  to 
nend.  These  are  the  same  modifications  that  I  recommended 
House  Banking  and  Currency  Committee  when  I  testified 
it.  A  detailed  statement  of  the  verbal  changes  that  would  be 
try  to  incorporate  these  recommendations  will  be  furnished 
committee, 
ection  201.  The  appointment  of  governors  and  chairmen  and 

J  governors  of  the  Federal  Reserve  banks  shall  be  approved  by 
eral  Reserve  Board  every  3  years  rather  than  annually,  so 
ieir  terms  in  these  offices  may  coincide  with  their  terms  as 
:  directors. 

ection  202.  On  the  admission  of  insured  nonmember  banks, 
iard  shall  have  authority  to  waive  not  only  capital  require- 
but  all  other  requirements  for  admission,  and  the  Board 
w  permitted  to  admit  existing  banks  to  membership  perma- 
with  capital  below  that  required  for  the  organization  of  na- 
banks  in  the  same  places,  provided  that  their  capital  is  ade- 
or  is  built  up  within  a  reasonable  time  to  be  adequate,  in  re- 
to  liabilities  to  depositors  and  other  cerditors. 
jction  203  (2).  The  pension  provision  shall  be  modified  so  that 
jmber  of  the  Board,  regardless  of  age,  who  has  served  as  long 
■ars,  whose  term  expires  and  who  is  not  reappointed,  shall  be 
i  to  a  pension  on  the  same  basis  as  though  he  were  retired 
That  is,  he  is  to  receive  a  pension  of  $1,000  for  each  year  of 
up  to  12. 

action  204.  It  shall  be  the  duty  of  the  Federal  Reserve  Board 
cise  such  powers  as  it  possesses  in  such  manner  as  to  promote 
ons  conducive  to  business  stability  and  to  mitigate  by  its  in- 
unstabilizing  fluctuations  in  the  general  level  of  production, 
prices,  and  employment,  so  far  as  may  be  possible  within  the 
if  monetary  action  and  credit  administration, 
sction  205.  Authority  over  open-market  operations  shall  be 
in  the  Federal  Reserve  Board,  but  that  there  would  be  cre- 
committee  of  5  governors  of  Federal  Reserve  banks,  selected 
12  governors  of  the  Federal  Reserve  banks,  and  the  Board 
e  required  to  consult  this  committee  before  adopting  an  open- 
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market  policy,  a  change  in  discount  rates,  or  a  change  in  member- 
bank  reserve  requirements. 

6.  Section  209.  The  Board  shall  not  have  the  power  to  change 
reserve  requirements  by  Federal  Reserve  districts,  but  only  by  classes 
of  cities.  For  this  purpose  banks  shall  be  classified  into  two  groups: 
one  comprising  member  banks  in  central  reserve  and  reserve  cities, 
and  the  other  all  other  member  banks.  Changes  in  reserve  require- 
ments, therefore,  would  have  to  be  either  for  the  country  as  a  whole 
or  for  the  financial  centers,  or  for  the  country  districts. 

1.  Section  810.  The  conditions  under  which  real-estate  loans  may 
be  granted  by  member  banks  shall  be  left  to  the  discretion  of  the 
Federal  Reserve  Board  to  be  determined  by  regulation.  No  real- 
estate  loan  hereafter  made  shall  exceed  60  percent  of  the  appraised 
value  of  the  property;  but  this  shall  not  prevent  the  renewal  or 
extension  of  loans  heretofore  made. 

In  closing,  I  should  appreciate  it  if  an  opportunity  were  given 
the  Board's  counsel  to  present  to  the  committee  a  number  of  minor 
amendments,  in  the  nature  of  drafting  changes,  that  have  been 
perfected  since  the  bill  was  introduced. 

Senator  Glass.  He  can  file  that,  either  with  the  chairman  of  the 
committee  or  with  the  clerk. 

[The  amendments  referred  to  by  Governor  Eccles  are  herewith, 
printed  in  full.] 

Auendubkts  Proposed  »v  Govern  ob  Eocuis  to  Title  II  or  S.  1715 

SECTION    101     (A) 

Page  38.  line  14,  change  the  comma  following  tbe  word  •'directors"  to  a  pe- 
riod, strike  out  everything  thereafter  through  and  including  the  period  follow- 
ing the  word  "  bank  "  in  line  18,  and  substitute  the  following : 

"  His  Brat  appointment  shall  be  subject  to  the  approval  of  the  Federal  Reserve 
Board.  He  shall  not  take  office  until  approved  by  the  Federal  Reserve  Board 
and  thereupon  be  shall  become  a  cIubh  C  director  of  the  bank  for  the  unexpired 
portion  of  the  term  held  by  his  predecessor  as  chairman  of  the  board  of  direc- 
tors or,  if  such  term  was  completed,  then  for  the  next  regular  term  of  three 
years.  At  the  expiration  of  such  term  a<<  a  Has*  C  director,  and  of  each 
term  of  three  years  thereafter,  hie  continuance  in  office  shall  be  subject  to  tbe. 
approval  of  the  Federal  Reserve  Board,  and  he  shall  cease  to  be  Governor  at 
the  expiration  of  any  such  term  unless  bis  reappointment  be  approved  by  tbe 
Federal  Reserve  Board.  Upon  such  approval  be  shall  become  a  class  C  director 
for  the  ensuing  term  of  three  years." 

Page  40,  line  2,  after  the  period  following  the  word  "  bank  ",  Insert  a  new 
sentence  reading  as  follows : 

"  His  appointment  and  reappointment  shnll  be  subject  to  approval  by  the 
Federal  Reserve  Board  In  the  same  manner  as  that  of  tbe  Governor." 

Page  40,  strike  out  tbe  sentence  commencing  in  line  14  and  substitute  the 
following:  "All  duties  prescribed  by  law  for  the  Federal  Reserve  agent  shall 
be  performed  by  the  Governor  of  the  bank  or  by  such  other  person  or  persons  as 
he  may  designate." 

SUCTION  201    OB) 

Page  41,  between  line  4  and  line  B,  Insert  a  new  paragraph  reading  u 
follows: 

ic>  The  paragraph  of  such  section  4  which  commences  with  the  words  "  Such 
board  of  directors  shall  be  selected  "  Is  amended  by  striking  therefrom  the 
words  "  holding  office  for  three  years,  and  ". 
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ue  41,  strike  ont  nil  of  lines  5  to  20,  Inclusive,  and  Insert  in  Hen  thereof  the 
vtng: 

ec.  202.  Section  9  of  tbe  Federal  Reserve  Act,  as  amended.  Is  amended  by 
ting  after  the  tenth  paragraph  thereof  the  following  new  paragraph : 
pon  application  to  the  Federal  Reserve  Board  at  any  time  prior  to  July  1, 
by  any  nonmember  bnnk  which  at  the  time  of  such  application  has  been 
tted  to  the  benefits  of  insurance  by  the  Federal  Deposit  Insurance  Corpo- 
n  tinder  section  12  B  of  this  Act,  the  Federal  Reserve  Board,  In  Its  discre- 
in order  to  facilitate  the  admission  of  such  bank  to  membership  In  tbe 
ral  Reserve  System,  may  waive  in  whole  or  in  part  the  requirements  of 
section  relating  to  the  admission  of  such  bank  to  membership:  Provided, 
if  snch  bank  is  admitted  with  a  capital  less  than  that  required  for  the 
lization  of  a  national  bnnk  In  tbe  same  place  and  its  capital  and  surplus 
ot,  in  the  judgment  of  the  Federal  Reserve  Board,  adequate  in  relation  to 
ibfllties  to  depositors  and  other  creditors,  the  Federal  Reserve  Board  may, 
i  discretion,  require  such  bank  to  Increase  its  capital  and  surplus  to  noch 
nt  as  the  Board  may  deem  necessary  within  such  period  prescribed  by 
(card  as  In  its  judgment  shall  be  reasonable  In  view  of  all  the  clreum- 
es:  Provided,  however,  That  no  such  bank  shall  be  required  to  increase 
Lpitul  to  an  amount  In  excess  of  that  required  for  tbe  organization  of  a 
mil  bank  in  the  same  place." 

SECTION   103    (2) 

;e  42,  before  the  word  "  retirement "  In  lines  19  and  23,  Insert  the  word 

ml." 

;c  43,  line  2,  strike  out  the  weirds  "  after  he  reaches  the  age  of  65." 

;e  43,  line  B,  change  the  period  following  tbe  word  "paragraph"  to  a 

ia  and  insert  the  follows :  "  except  that,  If  his  term  expire  before  he  reaches 

ge  of  sixty-five  and  he  decline  to  accept  reappointment,  he  shall  not  receive 

etirement  pay." 

;e  43,  line  8.  insert  before  the  quotation  marks  the  following:  "  Nothing  in 

lection  shall  prevent  the  President  from  reappointing  airy  member  of  the 

•n)  Reserve  Board  holding  office  on  July  1,  1935." 

SECTION   208    (4) 

;e  43.  between  lines  21  and  22,  insert  the  following  new  paragraph: 

By  adding  at  tbe  end  of  tbe  second  paragraph  tbe  following:  "  Upon  the 
it  Ion  of  their  terms  of  office,  members  of  the  Federal  Reserve  Board  shall 
me  to  serve  until  their  successors  are  appointed  and  have  qualified." 

SECTION    204 

re  43,  line  22,  Immediately  before  the  word  "subsection"  insert  "(a)." 
;e  44.  line  1,  strike  out  the  word  "such"  and  Insert  before  the  comma 
.•Ing  the  word  "  regulations "  the  words  "  prescribed  by  the  Board." 
on  page  44,  line  2,  before  the  word  "duties'*  insert  the  words  "any  of 
after  the  word  "  services  ",  insert  a  semicolon ;  and  strike  out  the  words 
pecifled  "  and  the  comma  following  such  words. 
;e  44,  between  lines  7  and  8,  insert  a  new  paragraph  as  follows : 

Section  11  of  the  Federal  Reserve  Act,  as  amended,  is  amended  by  adding 
■  end  thereof  a  new  subsection  as  follows : 

)  It  shall  be  the  duty  of  the  Federal  Reserve  Board  to  exercise  sncli 
's  as  it  possesses  In  such  manner  as  to  promote  conditions  conducive  to 
ess  stability  and  to  mitigate  by  Its  Influence  unstablllelng  fluctuations  in 
>neral  level  of  production,  trade,  prices,  and  employment,  so  far  as  may  be 
lie  within  the  scope  of  monetary  action  and  credit  administration." 

SECTION    208 

;<■  44.  Strike  out  everything  commencing  with  line  11  through  and  includ- 
ne  17  on  page 45  and  substitute  the  following: 

dc.  12  A-  (a)  There  Is  hereby  created  an  Open  Market  Advisory  Com- 
b  {hereinafter  referred  to  as  the  'Committee'),  whYcn.  sto«.\\  oruAtt.  <A 
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Ave  representatives  of  the  Federal  Reserve  banks.  The  members  of  toe  Com- 
mittee and  an  alternate  to  serve  In  the  absence  of  each  of  them  shall  be 
elected  annually  by  the  governors  of  the  twelve  Federal  Reserve  banks  In  ac- 
cordance with  procedure  prescribed  by  regulations  of  the  Federal  Reserve 
Board.  Vacancies  shall  be  filled  In  the  same  manner.  The  terms  of  the  mem- 
bers of  the  Committee  shall  expire  at  the  end  of  each  calendar  year,  and  a 
person  elected  to  fill  a  vacancy  shall  serve  for  the  remainder  of  the  terms  of 
his  predecessor.  The  Committee  shall  elect  Its  own  chairman.  Meetings  of 
the  Committee  shall  be  held  from  time  to  time  upon  the  call  of  the  chairman  or 
upon  tbe  call  of  the  Governor  of  the  Federal  Reserve  Board.  Meetings  shall 
be  called  whenever  requested  by  a  majority  of  members  of  the  Committee  or  by 
a  majority  of  the  members  of  the  Federal  Reserve  Board. 

"(b)  Tbe  Committee  shall  consult  and  advise  with,  and  make  recommenda- 
tions to,  the  Federal  Reserve  Board  from  time  to  time  with  regard  to  the  open- 
market  policy  of  the  Federal  Reserve  System.  The  Committee  shall  also  aid  In 
the  execution  of  open-market  policies  adopted  from  time  to  time  by  the  Federal 
Reserve  Board  and  shall  perform  such  other  duties  relating  thereto  as  the 
Federal  Reserve  Board  may  prescribe.  The  Federal  Reserve  Board  shall  con- 
sult tbe  Committee  before  making  any  changes  on  Its  own  Initiative  in  the 
open-market  policy,  in  the  rates  of  Interest  or  discount  to  be  charged  by  the 
Federal  Reserve  banks,  or  In  tbe  reserve  balances  required  to  be  maintained 
by  member  banks. 

"(c)  After  consulting  with  and  considering  the  recommendations  of  the 
Committee,  the  Federal  Keserve  Board,  from  time  to  time,  shall  prescribe  the 
open-market  policy  of  tbe  Federal  Reserve  System.  Bach  Federal  Reserve 
bank  shall  purchase  or  sell  obligations  of  the  United  States,  bankers'  accept- 
ances, bills  of  exchange,  and  other  obligations  of  the  kinds  and  maturities 
made  eligible  for  purchase  under  the  provisions  of  section  14  of  this  Act  to 
such  extent  and  in  such  manner  as  may  be  required  by  the  Federal  Reserve 
Board  In  order  to  effectuate  the  open-market  policies  adopted  by  the  Board 
from  time  to  time  under  the  provisions  of  this  section,  and  each  Federal 
Reserve  bank  shall  cooperate  fully,  in  every  way,  in  making  such  policies 
effective. 

"(d)  AH  transactions  of  Federal  Reserve  banks  under  authority  of  Section 
14  of  this  Act  shall  be  subject  to  such  regulations,  limitations,  and  restrictions 
as  tbe  Federal  Reserve  Board  may  prescribe." 


J  (1) 

Page  46,  line  21,  after  the  word  "retired",  insert  the  words  "by  Federal 
Reserve  banks." 

Page  47,  line  22,  after  the  words  "  Comptroller  of  the  Currency  ",  Insert  ■ 
comma  and  the  following:  "under  the  direction  of  the  Secretary  of  the 
Treasury." 

Page  48,  line  5,  strike  out  the  word  "numbers"  and  substitute  the  wort 
"  letters." 

Page  48,  line  11,  strike  out  the  words  "  by  tbe  Federal  Reserve  banks." 

SECTION  208    (!) 

Page  48,  line  15,  strike  out  the  words  "and  also"  and  the  word  "and"  sfi 
Insert  commas  In  their  places. 

Page  48,  line  18.  change  the  period  following  the  words  "Federal  Hiirni 
agent"  to  u  comma  and  add  the  following:  "the  words  'or  any  Asslstut 
Treasurer ',  the  words  '  or  Assistant  Treasurer ',  and  the  words  '  by  the  Trttt- 
urer  at  Washington  upon  proper  advices  from  any  Assistant  Treasurer  that 
such  deposit  has  been  made.' " 

SECTION    208 
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5  and  substitute  the  following :  "  by  member  bsnka  In  reserve  and  central  re- 
serve cities  or  by  member  banks  not  In  reserve  or  central  reserve  cities  or  by 
ill  member  banks." 

SECTION   no 

Page  49,  strike  out  everything  commencing  with  line  7,  through  and  Inelud- 
ng  line  8,  on  page  51,  and  substitute  the  following: 

"  Sec.  24.  Subject  to  such  regulations  as  the  Federal  Reserve  Board  may  pre- 
*crlbe,  any  national  banking  association  may  make  real-estate  loans  secured  by 
Irst  liens  upon  improved  real  estate,  including  Improved  farm  land  and  im- 
proved business  and  residential  properties.  The  amount  of  any  such  loan  here- 
after made  shall  not  exceed  60  per  centum  of  the  appraised  value  of  the  real 
-■state ;  but  this  limitation  shall  not  prevent  the  renewal  or  extension  of  loans 
heretofore  made  and  shall  not  apply  to  real-estate  loans  which  are  insured  under 
the  provisions  of  title  II  of  the  National  Housing  Act.  The  Federal  Reserve 
Board  is  authorized  to  prescribe  from  time  to  time  regulations  defining  the 
term  'real-estate  loans'  and  other  terms  used  In  this  section  and  regulating 
and  limiting  the  making  of  real-estate  loans  by  member  banks,  with  a  view  of 
preventing  an  unreasonably  large  proportion  of  each  bank's  assets  from  being 
Invested  In  real  estate  and  real-estate  loans,  preventing  such  loans  from  exceed- 
ing a  reasonable  percentage  of  the  appraised  value  of  the  real  estate  in  view 
of  the  circumstances  existing  at  the  time,  and  otherwise  requiring  the  banks 
to  conform  to  sound  practices  in  making  real-estate  loans.  On  and  after  the 
date  on  which  the  regulations  first  adopted  under  this  section  shall  become 
effective,  no  State  bank  or  trust  company  which  la  a  member  of  the  Federal 
Reserve  System  shall  make  new  real-estate  loans  except  to  the  same  extent  and 
under  the  same  regulations  and  limitations  as  national  banking  associations 
are  permitted  to  do  so." 

Section  210  alternative  amendments,  If  foregoing  substitute  not  adopted : 

Page  GO,  line  8,  change  the  first  word  to  "  of." 

Page  60,  line  12,  strike  out  the  words  "  second  or  subsequent." 

AWmiOWAT.  SBCTION  TO  BB  ADDBD  TO  TITLE  1TI 

The  second  paragraph  of  section  9  of  the  Federal  Reserve  Act,  as  amended, 
Is  amended  by  striking  out  the  period  at  the  end  thereof  and  adding  thereto 
the  following  words :  "  except  that  the  approval  of  the  Federal  Reserve  Board, 
Instead  of  the  Comptroller  of  the  Currency,  shall  be  obtained  before  any  State 
member  bank  may  hereafter  establish  any  branch  and  before  any  State  bank 
hereafter  admitted  to  membership  may  retain  any  branch  established  after 
February  25,  1927,  beyond  the  limits  of  the  city,  town,  or  village  In  which  the 
parent  bank  Is  situated," 

[Note. — The  sole  purpose  and  effect  of  the  above  amendment  Is  to  correct  a 
technical  error  In  the  Banking  Act  of  1933  which  results  In  State  member  banks 
being  required  to  obtain  the  approval  of  the  Comptroller  of  the  Currency, 
Instead  of  tbe  Federal  Reserve  Board,  before  establishing  out-of-town  branches 
or  retaining  such  branches  upon  admission  to  the  Federal  Reserve  System,  If 
they  were  established  after  February  25,  1927.  It  would  neither  enlarge  nor 
diminish  tbe  right  of  State  banks  to  establish  or  retain  branches,  bnt  would 
merely  require  them  to  obtain  the  approval  of  the  Federal  Reserve  Board 
Instead  of  the  Comptroller  of  the  Currency.] 

Governor  Ecci.es.  The  committee  requested  certain  information 
on  Friday  with  reference  to  the  number  of  employees  in  Federal 
Reserve  banks  and  the  paper  eligible  for  rediscount  with  Federal 
Reserve  banks  as  reported  by  member  banks.  The  latter  statistics 
were  prepared  for  selected  call  dates  from  1928  to  1934,  and  include 
tbe  total  amount  of  eligible  paper  from  that  date,  from  1928  to 
1934,  as  well  as  the  ratio  of  eligible  paper  to  total  loans  and  invest- 
ments, by  Federal  Reserve  districts. 

Senator  Glass.  Just  file  that  with  the  reporter.  Mr.  Smead  gave 
me  that  a  month  ago. 

(Paper  submitted  by  Governor  Eccles,  entitled,  "Paper  Eligible 
for  Rediscount  with  Federal  Reserve  Banks  as  Reported  by  Member 
Banks  on  Selected  Call  Dates",  is  as  follows:) 
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Governor  Eccles.  The  number  of  employees  of  the  System  is 
11,789.  Five  hundred  and  seventy-five  is  the  number  in  the  agents1 
departments,  engaged  in  the  issuance  of  Federal  Reserve  notes,  in 
bank  examinations,  the  statistical  and  analytical  work,  and  the 
Securities  Exchange  units. 

Two  thousand  three  hundred  and  forty-one  is  the  number  in  the 
fiscal  agency,  custodianship  and  depositary  departments.  That  in- 
cludes the  number  in  the  Treasury  Department,  Reconstruction  Fi- 
nance Corporation,  Farm  Credit  Administration,  Public  Works  Ad- 
ministration, and  the  Home  Owners'  Loan  Corporation  units. 

There  are  8,878  in  the  banking  departments,  all  other  units  of  the 
banks,  including  auditing.    I  will  file  these  figures. 

That  concludes  my  statement,  Senator. 

Senator  Glass.  We  are  very  much  obliged  to  you,  Governor,  for 
giving  us  that  statement.     Unless  there  are  questions  to  be  asked— • — 

Senator  Cotjzens.  I  suppose  the- Governor  will  come  back  at  the 
first  opportunity  and  answer  the  question  I  asked  last  week. 

Governor  Ecclhs.  All  right. 

Senator  Couzbns.  Because  I  want  that  as  a  matter  of  record.  I 
am  anxious  to  have  it  in  the  record. 

Governor  Ecclbs.  I  think,  Senator  Glass,  in  connection  with  your 
statement,  you  also  asked  that  I  state  what  the  Federal  Reserve 
Board  did. 

Senator  Glass.  Well,  you  need  not  do  that.  I  know  very  well  what 
they  did  do,  and  the  Senator  from  Michigan  seems  to  think  that  my 
supplemental  question,  which  was  designed  to  aid  him,  was  in  some 
sense  an  antagonistic*!  question.  So  you  need  not  answer  my  ques- 
tion, because  I  know  it. 

I  am  much  obliged  to  you,  Governor.       ... 

Governor  Eccles.  I  have  some  copies  of  that,  if.  any  of  the  members 
of  the  committee  want  any.   '  '.-■•.. 

Senator  McAdoo.  I  would  be  glad  to  have  a  copy  of  it,  Governor.    . 

Governor  Eccles.  Thank  you. 

(The  information  supplied  i& as  follows:) 

Average  number  of  officers  and  employee*  of  the  Federal  Reserve  banks  during 
the  last  fi  month*  of  l»Si 
Total 11,189 

Federal  Reserve  agents'  departments  (Federal  Reserve  note  Issues,  bank 
examination,  statistical  and  analytical,  and  securities  exchange  units)-        575 

Fiscal  agency,  custodianship  and  depositary  departments  (Treasury 
Department,'  Reconstruction  Finance  Corporation,  Farm  Credit  Ad- 
ministration, Public  Works  Administration,  and  Home  Owners'  Loan 
Corporation  units).. 


STATEMENT  OF  EDWIN  WALTER  KEMMERER,  WALKER  PRO- 
FESSOR  OF  INTERNATIONAL  PITTANCE,  PRINCETON  UJJI1VKR- 
STTT,  PRINCETON,  N.  J. 

Senator  Glass.  Professor,  just  give  your  name  and  occupation  to 
the  official  reporter. 


e  not  av« liable. 
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Professor  Kemmeeeb.  My  name  is  Edwin  Walter  Kemmerer.  X 
am  Walker  Professor  of  International  Finance  at  Princeton  Uni- 
versity. 

Senator  Glass.  Doctor,  have  you  had  any  experience  in  the  setting 
op  of  banking  systems  in  this  country  and  abroad  f 

Professor  Kemmerer.  I  have  had  considerable. 

Senator  Glass.  And  if  so,  briefly  state  what  it  has  been. 

Professor  Kemmeree.  I  have  had  considerable  experience  abroad 
and  have  cooperated  from  time  to  time  in  this  country;  but  my  work 
in  this  connection  has  been  largely  abroad.  I  was  currency  and 
banking  expert  of  the  Philippine  Government  from  1903  to  1906,  and 
at  that  time  was  the  adviser  in  the  inauguration  of  the  gold  standard 
and  drafted  first  hand,  or  with  the  assistance  of  others,  a  good  deal 
of  the  banking  legislation  of  that  time. 

In  1917  I  was  currency  expert  to  Mexico.  In  1918,  in  the  summer, 
I  was  with  the  Federal  Reserve  Bank  of  New  York,  assisting  in  the 
preliminary  work  of  the  establishment  of  their  statistical  department. 
In  1919  I  was  financial  adviser  to  Guatemala,  und  I  went  down  there 
on  a  second  mission  sometime  later ;  the  first  one  was  a  Government 
mission,  and  the  second  one  was  under  private  auspices  but  as  a  friend 
of  the  Government. 

In  1922,  I  was  a  trade  commissioner-at-large,  and  spent  a  greater 
part  of  the  year  traveling  in  South  America  studying  banking  and 
currency  problems. 

I  was  president  of  the  American  Commission  of  Financial  Advisers 
to  Colombia  in  1923. 

Senator  Bt/lkust.  Was  that  a  United  States  Government  posi- 
tion f 

Professor  Kemmeree.  It  was.     That  was  a  dollar  a-year  job. 

Senator  Bulkxey.  Under  what  department? 

Professor  Kemmerer.  Department  of  Commerce.  I  was  a  free- 
lance but  I  had  the  official  job  of  going  down  there  to  secure  informa- 
tion in  reference  to  the  conditions  down  there. 

Senator  Bulklst.  In  what  year  was  that} 

Professor  Kemmerer.  1922.  In  1923,  I  was  president  of  the 
American  Commission  of  Financial  Advisers  to  the  Republic  of 
Colombia.  And  in  that  connection  we  drafted  the  legislation  that 
established  the  central  bank  of  Colombia,  the  Bank  of  the  Republic, 
put  the  country  back  on  the  gold  standard  after  many  years  of  paper 
money,  drafted  the  general  banking  legislation,  and  so  on,  which 
is  still  in  operation.  We  covered  other  fields,  including  taxation, 
accounting,  tariff  administration,  and  credit  policy. 

Then,  later,  I  was  currency  expert  to  the  Dawes  Committee  in 
connection  with  the  German  banking  and  currency  reorganization. 

In  1925, 1  was  chairman  of  the  American  Commission  of  Financial 
Advisers  to  Chile.  We  drafted  plans  for  the  almost  complete  reor- 
ganization of  the  currency,  banking,  and  auditing  and  accounting 
laws  of  Chile.  There,  we  established  the  Central  Bank  of  Chile, 
helped  get  the  country  back  on  the  gold  standard,  drafted  legislation 
for  the  general  banking  law,  and  so  on. 

In  1927,  I  was  chairman  of  Commissions  of  Financial  Advisers 
of  Ecuador  and  Bolivia,  which  did  much  the  same  things  in  those 
countries. 
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In  1926  I  was  chairman  of  a  similar  commission  to  Poland,  in 
which  we— among  other  things — drafted  plans  for  revising  the  Cen- 
tral Bank  of  Poland,  and  for  getting  the  country  hack  on  the  gold 
standard.  In  1924  I  was — along  with  Girard  Vissering,  the  presi- 
dent of  the  Bank  of  The  Netherlands — currency  expert  to  the  Union 
of  South  Africa.  We  went  down  there  and  worked  out  a  plan  for 
the  return  of  South  Africa  to  the  gold  standard  before  Great  Britain 
came  back. 

I  had  a  commission  as  financial  adviser  to  China  in  1929.  We 
spent  practically  the  entire  year  there,  and  our  work  covered  the  field 
of  currency,  banking,  taxation,  auditing,  accounting,  public  credit, 
financial  administration,  and  railroad  finance. 

I  had  a  second  commission  to  Colombia  in  1930,  similar  to  the  first 
one,  in  which  we  followed  up  and  tried  to  perfect  and  improve  our 
original  work. 

Last  year  I  was  invited  to  Turkey  and  assisted  in  carrying  out 
what  was  known  as  the  "  Hines-Kemmerer  Economic  Survey  of 
Turkey."  In  connection  with  our  work  there  we  worked  out  plans 
for  helping  in  the  monetary  stabilization  and  the  reorganization  of 
banking. 

Senator  Couzens.  Would  you  kindly  tell  us  who  paid  your  expenses 
and  salary  at  the  time  you  went  to  Turkey? 

Professor  Kemmerer.  Who  paid  my  expenses? 

Senator  Couzens.  And  salary? 

Professor  Kemmerer.  Mr.  Walker  D.  Hines  was  invited  to  make 
an  economic  survey  of  Turkey  and  he  associated  with  himself  a  group 
of  experts,  who  went  out  there.  He  had  a  financial  arrangement 
with  the  Government  for  the  work.  It  was  continued  for  sometime, 
and  Mr.  Hines  became  ill.  They  wanted  to  get  someone  who  had 
been  familiar  with  this  field  to  assist  in  carrying  on  that  work.  So 
they  asked  me  if  I  would  be  willing  to  cooperate,  and  I  said  "  yes." 
I  got  a  group  of  people  who  were  interested  in  that  sort  of  thing  and 
we  cooperated  with  the  original  group,  with  Mr.  Hines'  group.  Mr. 
Hines  died  shortly  afterward,  but  we  carried  on  from  this  end,  and 
those  in  Turkey  did  likewise. 

We  finished  the  main  report  in  May  of  last  year,  but  did  not  finish 
the  work  on  currency  and  banking  until  late  summer,  for  I  was 
unwilling  to  make  any  definite  recommendations  in  that  field  until  I 
had  been  on  the  scene  in  Turkey  for  6  weeks. 

Senator  Glass.  Until  what? 

Professor  Kemmereb.  Until  I  had  been  on  the  scene,  been  out 
there.  I  went  out  there  with  a  couple  of  assistants  last  summer,  was 
there  for  6  weeks  and  finished  that  work. 

Mr.  Hines'  law  firm  made  the  arrangements  with  the  Government 
of  Turkey,  and  his  firm  paid  me  my  expenses  and  honorarium.  I  had 
no  negotiations  in  that  case  directly  with  the  Government.  In  my 
Peru  commission  my  negotiations  and  work  were  directly  with  the 
Reserve  Bank  of  Peru,  but  it  was  work  for  the  Government. 

Senator  Couzens.  While  you  are  on  that  subject,  you  have  men- 
tioned many  times  the  fact  that  you  were  an  expert.  So  that  us 
laymen  understand  just  what  an  "  expert  *'  means,  would  you  kindly 
define  an  "  expert  "f 

Professor  Kemmerer.  Well,  a  popular  definition  of  an  expert  is, 
A  guy  who  is  long  ways  from  home."    To  be  serious,  however,  the 
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word  "  expert "  is  one  that  is  bandied  around  a  great  deal.  I  don't 
know  any  definition  of  an  "expert "  that  is  entirely  satisfactory.  All 
I  can  say  is  that,  from  my  point  of  view,  an  expert  in  a  field  would 
be  a  man  who  had  made  a  careful  study  of  that  field  and  because  of 
that  study  and  perhaps  also,  though  not  necessarily,  but  desirably, 
because  of  experience  in  that  field,  had  accumulated  a  certain  amount 
of  knowledge  in  it  that  would  qualify  him  to  speak  with  more 
authority  than  people  who  had  not  haa  such  experience  and  made 
such  studies. 

Senator  Cottzbns.  I  understand  your  interpretation  of  the  word 
"expert ".  Is  it  possible  for  a  man  to  become  an  expert  by  training 
and  actual  experience,  activities — rather  than  book  learning — to 
become  an  expert? 

Professor  Kemmerkr.  I  should  think  it  is. 

Senator  Couzens.  So,  in1  effect,  you  admit  that  there  are  two 
kinds  of  experts.  One  is  your  kind,  where  you  fit  yourself,  as  you 
say,  by  studying,  and  then  there  is  the  other  kind  of  expert,  who 
gathers  experience  over  a  long  period  of  years,  and  he,  I  assume, 
under  your  interpretation,  is  also  nn  expert? 

Professor  Kemmehek.  Well,  I  think  there  are  a  great  many  varie- 
ties of  experts.  I  should  think  that  a  man  could  become  an  expert 
in  a  field  bv  experience ;  but  I  think  when  it  comes  to  fields  of  this 
kind  it  is  highly  desirable  that  an  expert  should  have  been  a  student 
of  the  scientific  development  of  the  subject,  of  the  history  of  the 
development  of  thought  in  the  subject,  should  know  the  theory  and 
should  have  had  practical  experience  as  well.  That  is,  he  should 
have  roots  as  well  as  flowers.  A  good  many  people,  I  think,  may,  by 
individual  study,  without  university  work,  nave  qualified  for  that 
sort  of  thing,  but  I  believe  that  a  fair  grounding  in  the  theory  and 
principles  and  the  history  of  the  thought  on  the  subject,  and  the 
experience  in  our  own  country  and  other  countries,  is  desirable  for 
an  expert. 

I  know  some  pretty  well-qualified  men  in  some  fields  who  have  had 
only  part  of  the  things  I  have  mentioned. 

Senator  Couzenb.  So,  in  fact,  some  of  them  are  all  flowers,  and 
some  of  them  are  all  roots ;  and  so  you  are  both  ? 

Professor  Kem  merer.  No;  I  am  making  no  such  claim,  sir. 

Senator  Glass.  Doctor,  I  asked  you  to  give  your  experience  and 
observations  in  order  that  the  committee  might  determine  the  value 
of  your  testimony  here.     Have  you  finished  along  that  line? 

Senator  Bankhead.  I  want  to"  ask  him  a  question  about  his  expe- 
rience. 

Professor  Kem  merer.  I  have  acted  in  an  advisory  capacity  in  one 
sort  or  another,  in  13  countries.  I  have  been  in  two  of  them  twice, 
Colombia  and  Guatemala. 

Senator  Giass.  Well,  you  have  omitted  a  very  important,  if  gra- 
tuitous part,  of  your  work,  in  failing  to  state  that  you  were  in  fre- 
quent communication  with  me  as  Chairman  of  the  Banking  and  Cur- 
rency Committee  of  the  House  of  Representatives,  and  perhaps 
with  the  Treasury  Department  when  we  adopted  the  Federal  Reserve 
Hanking  System. 

Professor  Kemmerkr.  Yes;  that  is  true.  I  was  working  with  a 
committee  that  was  active  in  the  work  with  you,  and  I  was  a  member 
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of  the  AmericW  Economic  Aastoratidn  War  Finance  Committee 
daring  the  wtfrV  ■  ' 

Senatdr  Biufcftfcm  Ton  said  yon  acted-  in  many  capacities,  Pro- 
fessor Kemmerer.  As  I  have  read  from  time  to  time  in  the  news- 
Sapers  for  the  last  8  or  10  years,  I  hare  gathered  the  impression 
lat  yon  devoted  your  activities,  especially  in  foreign  countries, 
largely  to  trying  to  get  those  countries  on  the  gold  standard.  Is 
that  correct? 

Professor  Remmereb.  Well,  most  of  my  missions  have  covered  a 
broad  field',  Senator,  currency  ami  banking  and  taxation  and  audit- 
ing and  accounting,  iind  the  whole  general  field  of  finance.  But 
in  most  of  the  countries  I  have  been  in  the  currency  problem  has 
been  an  important  one  and  in  a  considerable  number  of  them,  in 
fact,  most  of  them,  we  had  the  problem  of  reestablishing  the  gold 
standard. 

Senator  Bankhead.  How  many  countries  have  you  aided  in  getting 
on  the  gold  standard? 

Professor  Kemmerer.  Well,  I  will  have  to  count  them.  The  Phil- 
ippines. I  could  hardly  say  Mexico.  There  was  some  work  there, 
but  it  was  rather  a  matter  of  holding  on  to  the  gold  standard  at  the 
time  I  was  there.  Guatemala,  Colombia,  Ecuador,  Bolivia.  Chile, 
Peru,  Poland,  and  the  Union  or  South  Africa.  We  didn't  get  China 
onto  a  gold  basis  except  as  regards  her  customs  duties.  We  made 
recommendations,  however,  looking  in  that  direction  ultimately. 
Turkey  is  in  fact  on  a  form  of  the  gold  standard  but  we  made  rec- 
ommendations looking  toward  the  improvement  of  her  currency. 

I  think  you  have  them  all  there. 

Senator  Bankhead.  How  many  of  those  countries  are  still  on  the 
gold  standard? 

Professor  Kemmerer.  There  are  not  many  countries  in  the  world 
that  are  still  on  the  gold  standard.  Poland,  Germany,  Guatemala, 
the  Philippines,  and  Turkey,  although  Germany's  gold  standard  is 
largely  nominal.  I  might  say  that,  of  course,  there  are  very  few 
countries  firmly  on  the  gold  standard  today,  except  France,  Ho'liaml, 
Switzerland,  and  Poland. 

I  might  say  that  a  good  share  of  My  countries  like  my  South 
American  countries? — I  call  them  my  countries.  I  mean  the  countries 
I  have  worked  in — remained  on  the  gold  standard  until  after  Eng- 
land went  off. 

Senator  Glass.  You  do  not  feel  in  any  sense  responsible  for  any 
of  them  going  off  the  gold  standard? 

Professor  Kemmerer.  Well,  I  should  hate  to  take  that  responsi- 
bility. I  think  that  we  had  a  world  catastrophe  and  practically  alt 
went  off,  and  if  I  wanted  to  make  an  alibi,  and  I  am  not  interested 
in  alibis,  I  would  say  that  before  they  went  off  all  of  them  departed 
from  the  principles  and  rules  that  we  laid  down;  but  I  am  inclined 
to  think  the  pressure  was  pretty  strong  and  they  did  not  have  much 
choice  in  a  number  of  cases. 

Senator  Bankhead.  In  other  words,  the  situation  must  be  such 
in  order  for  them  to  say  on  the  gold  standard  that  they  have  a  suf- 
ficient volume  of  gold  as  compared  with  the  volume  of  business 
transacted? 

Professor  Kemmerer.  There  are  a  great  many  other  things.  I 
think  it  is  more  complicated  than  that,  Senator. 
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Senator  Bankhhad.  What  do  you  say  are  the  main  factors  f 

Professor  Kemherer.  I  do  not  think  the  main  factor  is  having  a 
large  amount  of  gold.  A  number  of  these  countries  which  went  off 
the  gold  standard  had  large  amounts,  of  gold.  I  think  the  main 
factor  is  to  keep  the  supply  of  the  currency  and  circulating  credit 
limited  to  the  needs  of  business  and  to  maintain  public  confidence 
in  that  currency  and  circulating  credit  I  think  a  number  of  those 
points  will  be  brought  out  in  my  testimony,  Senator. 

Senator  Bankhead.  All  right,  I  do  not  want  to  interrupt  you. 

Senator  Glass.  Doctor,  to  get  down  to  brass  tacks,  I  believe  that 
is  the  expression  of  people  who  are  engaged  in  levity,  you  are  fa- 
miliar with  this  proposed  bank  bill  of  Governor  Eccles,  are  you  ( 

Professor  Kemmereb.  I  have  read  it  carefully ;  yes,  sir. 

Senator  Glass.  We  would  like  to  have  your  testimony  in  regard 
to  it 

Professor  Kemmereb.  I  have  prepared  a  brief  memorandum, 
which,  if  it  is  agreeable  to  the  committee,  I  would  like  to  go  through 
and  then  have  the  committee  ask  such  questions  as  they  may  desire. 

Senator  Glass.  Very  well. 

Professor  Kemmeeer.  In  this  memorandum  I  have  not  touched 
all  the  phases  of  the  bill.  There  are  a  good  many  provisions  in  the 
bill  on  which  I  have  not  any  positive  conviction  one  way  or  the 
other  and  I  had  a  feeling  that  perhaps  I  could  be  most  helpful  to 
the  committee  if  I  would  stress  the  points  on  which  I  fundamentally 
disagree  with  the  bill. 

I  should  say  my  chief  criticisms  of  title  II — and  I  am  confining 
my  remarks  entirely  to  title  II  of  the  proposed  Banking  Act  at 
1935 — may  be  briefly  discussed  under  two  general  headings. 

First,  tne  bill  provides  for  an  increased  governmental  and  politi- 
cal control  of  our  banking  and  credit  system. 

Second,  it  contains  a  number  of  provisions  that  are  likely  to  result 
in  a  leveling  down  of  the  quality  of  our  bank  assets  and,  therefore, 
in  a  weakening  of  the  security  of  our  bank  deposits. 

The  increased  political  control  is  expressed  in  three  ways:  (a)  An 
enlargement  of  the  President's  powers  over  the  Federal  Reserve 
Board;  (&)  an  increase  in  the  powers  of  the  Federal  Reserve  Board 
over  the  Federal  Reserve  banks;  and  (c)  an  increase  in  the  powers 
of  the  Federal  Reserve  banks  over  member  banks.  The  net  result 
would  be  a  great  increase  in  the  power  of  the  President  over  our 
entire  monetary,  banking,  and  credit  system. 

How  would  this  take  place  under  the  provisions  of  this  bill ! 

INCREASED  POWER  OF  PRESIDENT  OVER  FEDERAL  RESERVE  BOARD 

Section  203,  paragraph  (3)  (pp.  49  and  50)  repeals  sentence  4 
of  paragraph  (2)  of  section  10  of  the  Federal  Reserve  Act,  which 
says: 

Of  the  six  persona  thus  appointed,  one  shall  be  designated  by  the  President 
as  Governor  ami  one  aa  Vlee  Governor  of  the  Federal  Reserve  Board. 
For  this  provision  the  bill  substitutes  the  sentence: 
Of  the  six  appointive  members  of  the  Board  one  shall  be  designated  bj  the 
President  as  Governor  and  one  as  Vice  Governor  of  the  Federal  Reserve  Board, 
to  sevri!  as  such  until  the  further  order  of  the  President,  and  the  provisions 
of  the  next  preceding  sentence  of  this  puragraph  shall  not  apply  to  the  member 
designated  as  Governor. 
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The  sentence  mentioned  is  the  one  that  fixes  the  term  of  office  of 
the  members  of  the  Board  at  10  years. 

This  amendment,  therefore,  specifically  places  the  tenure  of  office 
of  both  Governor  and  Vice  Governor  completely  in  the  hands  of  the 
President.  It  encourages  the  prevailing  idea  that  the  office  of  Gov- 
ernor of  the  Federal  Reserve  Board  is  a  political  office. 

Senator  McAdoo.  May  I  interrupt  there  just  a  moment!  -\ 

Professor  Kemmeber.  Oh,  yes. 

Senator  MoAdoo.  The  present  Federal  Reserve  Act  already  confers 
that  power  upon  the  President! 

Professor  Kemmerek.  Yes,  sir. 

Senator  McAdoo.  He  designates  the  Governor? 

Professor  Kemmekeh.  Yes,  sir. 

Senator  McAdoo.  Who  holds  at  the  pleasure  of  the  President? 

Professor  Kemmzreb.  I  think  what  I  nave  to  say  will  appear  in  my 
brief.  You  notice  what  I  said,  that  it  encourages  the  prevailing 
idea  that  the  office  of  Governor  of  the  Federal  Reserve  Board  is  a 
political  office.    I  will  come  to  that  a  little  later. 

Senator  McAdoo.  All  right. 

Professor  Kemmehek.  The  original  Federal  Reserve  Act  appar- 
ently contemplated  that  the  office  should  be  nonpolitical. 

In  my  judgment,  the  position  of  Governor  of  the  Federal  Reserve 
Board  should  be  as  nonpolitical  as  that  of  Chief  Justice  of  the  United 
States  Supreme  Court.  I  believe  that  it  would  be  sounder  public 
policy  to  amend  the  law  in  the  opposite  direction  to  that  proposed 
and  to  have  the  Governor  and  Vice  Governor  elected  annually  by  the 
Federal  Reserve  Board.  This  would  be  similar  to  the  practice 
in  the  Bank  of  England ;  also  in  a  number  of  other  central  banks, 
including  those  of  Canada,  Chile,  Colombia,  Greece,  and  Italy. 

Members  of  the  Federal  Reserve  Board  consist  entirely  of  men 
who  live  and  work  in  Washington — the  most  politically  minded  city 
in  the  Nation.  Every  member  of  the  Board  is  an  appointee  of  the 
President,  and  one  of  them  is  a  member  of  his  Cabinet.  By  the 
terms  of  the  proposed  law  both  the  appointment  and  the  removal 
of  the  Governor  of  the  Board  and  of  toe  Vice  Governor  are  placed 
entirely  in  the  President's  hands. 

Now,  I  grant  that  in  practice  the  President  does  appoint  them 
now. 

Senator  McAdoo.  He  can  remove  anyone  now  ? 

Professor  Kemmehek.  All  right. 

Now,  the  bill  does  not  say  specifically  he  can,  but,  as  a  matter  of 
fact,  he  does,  and  we  are  now  putting  that  specifically  in  statutory 
law. 

While  a  Governor  who  is  removed  from  office  by  the  President 
may  legally  continue  on  the  Board  under  the  terms  of  this  bill  as 
revised,  his  position  would  be  an  uncomfortable  one,  and  he  is  not 
likely  to  do  so.  Furthermore,  the  idea  seems  to  be  widely  enter- 
tained here  in  Washington,  whether  rightly  or  wrongly  I  do  not 
know,  that  the  tenure  of  office  of  the  other  members  of  the  Board  is 
in  reality  also  at  the  President's  discretion.  Every  member  of  the 
Board  today,  except  Governor  Ecctes,  belongs  to  the  same  political 
party  as  the  President. 

Senator  Glass.  Governor  Eccles  does,  because  he  voted  for  the 
President. 
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Professor  Kkmmerix.  I  checked  up  in  various  ways,  and  found 
that  the  only  one  listed  as  not  being  of  the  same  political  party  was 
Governor  Eccles. 
.  The  proper  duties  of  a  banking  and  credit  policy  board  like  the 
Federal  Unserve  Board  are  not  of  a  political  character.  They  are 
not  performed  best  in  an  atmosphere  that  id  highly  charged  witii 
political  motives. 

Increased  power  of  Federal  Reserve  Board  over  Federal  Reserve 
banks :  The  second  broad  criticism  of  the  bill  which  I  would  make 
under  this  general  heading  of  enlarged  political  control  is  the  in- 
creased powers  the  bill  gives  to  the  Federal  Reserve  Board  over  the 
12  Federal  Reserve  banks.  The  powers  possessed  by  the  Board  over 
the  12  Federal  Reserve  banks  have,  in  fact,  always  been  large  and 
they  have  been  increased  considerably  during  the  last  few  years  as  a 
result  of  temporary  emergency  measures.  This  bill  increases  them 
further  and  makes  the  enlarged  powers  permanent. 

Bill  gives  complete  power  over  open-market  operations  to  Federal 
Reserve  Board :  The  bill  takes  away  from  the  Federal  Reserve  banks 
themselves  practically  all  of  their  present  control  over  open-market 
policies,  the  most  important  and  far-reaching  policies  appertaining 
to  the  Federal  Reserve  System,  and  places  them  entirely  in  the  hands 
of  the  Federal  Reserve  Board.  The  Board,  it  is  true,  is  to  be  assisted 
by  an  open-market  advisory  committee  of  5  representatives  of  the 
Federal  Reserve  banks  and  5  alternates.  This  committee,  however, 
is  purely  advisory  and  has  no  power  whatever  in  determining  open- 
market  policies. 

At  present  open-market  operations  are  in  charge  of  a  Federal  Open 
Market  Committee  of  12  members,  1  chosen  annually  by  the  Board  of 
each  Federal  Reserve  bank.  No  Federal  Reserve  bank,  however,  is 
permitted  to  engage  in  open-market  operations,  except  in  accordance 
with  regulations  adopted  by  the  Federal  Reserve  Board.  Further- 
more, the  recommendations  of  the  Committee  are  subject  to  the 
approval  of  the  Board.  Any  Federal  Reserve  bank  at  the  present 
time,  however,  has  the  option  of  refusing  to  participate  in  any  open- 
market  operations  recommended  by  the  Committee.  The  representa- 
tives of  the  banks  themselves,  therefore,  under  the  existing  arrange- 
ment, have  adequate  control  over  the  use  of  their  own  funds  in  open- 
market  operations.  Since  6  of  the  9  directors  of  a  Federal  Reserve 
bank  are  chosen  by  the  member  banks  themselves,  whose  deposited 
reserves  constitute  the  bulk  of  the  money  which  would  be  used  in 
open-market  operations,  this  allocation  of  authority  over  open-market 
operations  to  the  representatives  of  the  12  Federal  Reserve  banks 
themselves  is  a  reasonable  assignment  of  responsibility.  It  is  not 
reasonable  to  put  the  complete  power  in  the  hands  of  a  group  of 
political  appointees  over  the  disposition  of  funds  like  these  tor  which 
they  are  not  financially  responsible. 

Open-market  operations  are  now,  and  are  likely  to  be  for  a  long 
time  to  come,  the  principal  credit  operations  of  the  12  Federal  Reserve 
banks.  Under  the  proposed  law  it  would  be  entirely  in  the  power  of 
the  Federal  Reserve  Board  so  to  conduct  the  open-market  operations 
as  to  eliminate  all  the  rediscounting  business  of  the  12  Federal  Reserve 
banks  (as  it  is  practically  eliminated  today)  and  to  limit  the  granting 
of  Federal  Reserve  bank  credit  entirely  to  open-market  purchases. 
The  open-market  operations  for  a  long  time  have  consisted  almost 

».™=.Google 


BANKING   ACT   OF   I»86  333 

entirely  in  the  purchase  and  sale  of  United  States  Government  securi- 
ties. The  funds  used  in  these  operations  consist  largely  of  the 
reserves  of  the  member  banks  upon  which  rests  the  bank-deposit 
structure  of  the  Nation.  Through  the  circulation  of  deposits  in  the 
form  of  checks  the  country  does  over  90  percent  of  its  total  business, 
amounting  in  all  to  something  like  a  trillion  dollars  in  a  normally 
prosperous  year.  In  other  words,  a  board  consisting  entirely  of 
appointed  Government  officials,  the  head  of  which,  and  at  least  two, 
if  not  all,  the  other  members  hold  their  offices  at  the  discretion  of  an 
elected  Government  official,  will  have  complete  control  over  the  use 
of  the  Nation's  reserve  money,  and  may  use  it  to  any  extent  it  may 
desire  for  the  purchase  and  sale  of  the  Government's  own  debt.  Such 
concentrated  political  power  over  the  open-market  operations  of  the 
19  Federal  Reserve  banks,  in  my  judgment,  is  fraught  with  great 
danger  both  to  our  banking  system  and  to  American  democracy  itself. 
Increased  power  over  reserve  requirements  given  to  Federal  Re- 
serve Board:  Another  substantial  increase  in  power  given  by  this 
bill  to  the  Federal  Reserve  Board  is  that  contained  in  section  209, 
revising  the  provisions  of  the  existing  law  concerning  reserve  re- 
quirements of  member  banks.  The  law  now  provides  definite  mini- 
mum reserve  requirements  for  member  banks  which  are  classified 
in  three  groups  according  to  their  location  as  central  reserve  city 
banks,  reserve  city  banks,  and  country  banks.  These  requirements 
are  qualified  by  an  emergency  provision  (sec.  19,  par.  3)  declaring 
that— 

tbc  Federal  Reserve  Board,  upon  the  affirmative  vote  of  not  less  than  five  of 
Its  members  and  with  the  ai>proval  of  the  President,  may  declare  that  an 
emergency  exists  by  reason  of  credit  expansion,  and  may  by  regulation  during 
each  emergency  Increase  or  decrease  from  time  to  time,  in  Its  discretion,  the 
reserve  balances  required  to  be  maintained  against  either  demand  or  time 
deposits. 

This  emergency  authority  to  vary  member  bank  reserve  require- 
ments is  a  very  broad  one  and  has  only  recently  been  given  to  the 
Federal  Reserve  Board,  under  the  stress  of  the  present  crisis.  The 
proposed  bill  substitutes  for  this  passage  the  following : 

Notwithstanding  the  other  provisions  of  this  section,  the  Federal  Reserve 
Board,  iu  order  to  prevent  injurious  credit  expansion  or  contraction,  may  by 
regulation  change  the  requirements  as  to  reserves  to  be  maintained  against 
demand  or  time  deposits  or  both  by  member  banks  in  reserve  and  central 
reserve  cities  or  by  member  banks  not  In  reserve  or  central  reserve  cities  or 
by  all  member  banks. 

It  will  be  noted  that  this  involves  four  important  changes  in  exist- 
ing law:  (1)  The  emergency  character  of  the  existing  provisions  is 
entirely  eliminated;  (2)  the  requirement  of  Presidential  approval  is 
eliminated;  (3)  the  requirement  of  five  affirmative  votes  of  the  Board 
for  such  action  is  eliminated,  thereby  making  a  majority  of  a  quorum 
sufficient;  and  (4)  in  changing  these  reserve  requirements,  the  bill 
gives  the  Board  authority  to  discriminate  among  classes  of  banks, 
since  it  may  require  such  changes  to  be  made  "  by  member  banks  in 
reserve  and  central  reserve  cities  or  by  member  banks  not  in  reserve 
or  central  reserve  cities  or  by  all  memoer  banks."  Experience  would 
probably  show  that  under  tnis  authority  it  would  be  much  easier  to 
lower  reserve  requirements  than  to  raise  them,  and  that  the  exercise 
of  this  power  would  result  in  a  progressive  leveling  down  of  reserve 
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requirements.  Raising  the  requirements  for  any  large  group  of  banks 
would  be  likelv  to  hit  hard  a  considerable  number  of  banks  which 
were  already  close  to  the  existing  margin,  and  to  arouse  strong  oppo- 
sition, particularly  in  the  case  of  the  country-bank  group.  In  my 
judgment,  the  emergency  character  of  the  existing  power  to  vary 
reserve  requirements  should  be  retained,  including  the  requirement 
of  five  affirmative  votes  to  make  it  effective.  There  is  much  to  be 
said  in  favor  of  such  an  emergency  power  if  its  exercise  is  very  care- 
fully guarded,  but  it  is  a  highly  dangerous  power  to  be  entrusted  to 
a  mere  majority  vote  of  a  politically  controlled  Board. 

Appointment  of  Federal  Reserve  bank  governor  made  subject  to 
approval  of  Federal  Reserve  Board:  Another  provision  by  which 
the  power  of  the  Federal  Reserve  Board  over  the  Federal  Reserve 
banks  is  increased  under  this  bill  is  through  the  provisions  of  section 
201,  which  combine  the  offices  of  chairman  of  the  Board  and  governor 
of  the  bank  under  the  title  of  governor.  The  governor  is  made  the 
chief  executive  of  the  bank  and  is  to  be  appointed  annually  by  the 
board  of  directors.  His  first  appointment,  however,  is  made  subject 
to  the  approval  of  the  Federal  Reserve  Board;  and,  since  he  is  only 
chosen  as  a  director  for  a  3-year  period,  his  reappointment  as  gover- 
nor after  each  3-year  period  would  require  the  approval  of  the  Fed- 
eral Reserve  Board.  His  original  appointment  and  his  continuance 
in  office,  therefore,  require  him  to  be  persona  grata  to  the  Federal  Re- 
serve Board.  Since  all  the  officers  and  employees  of  a  Federal  Re- 
serve bank  are  directly  responsible  to  the  governor,  this  provision  of 
the  proposed  law  places  in  the  hands  of  the  Federal  Reserve  Board 
a  means  of  effectively  controlling  the  operations  and  the  personnel  of 
the  12  Federal  Reserve  banks. 

In  my  judgment,  this  requirement  that  the  appointment  of  the 
governor  of  a  Federal  Reserve  bank  be  approved  by  the  Federal  Re- 
serve Board  is  a  dangerous  one  and  should  not  be  adopted.  The 
Sower  of  the  Federal  Reserve  Board  to  appoint  the  three  class-C 
irectors  of  each  Federal  Reserve  bank  board  is  an  adequate  liaison. 

Increased  power  over  member  banks  given  to  Federal  Reserve 
hanks :  We  now  come  to  the  third  form  in  which  governmental  au- 
thority over  our  banking  and  credit  system  is  increased  by  this  bill. 
The  first  form  was  an  increase  in  the  power  of  the  President  over 
the  Federal  Reserve  Board ;  the  second  was  an  increase  in  the  power 
of  the  Board  over  the  Federal  Reserve  banks;  and  the  third  is  an 
increase  in  the  power  of  the  Federal  Reserve  banks  themselves  over 
member  banks,  which  may  very  well  mean  ultimately  over  all  com- 
mercial banks  of  the  country,  as  the  pressure  is  becoming  increasing!; 
strong  under  our  system  of  guaranteeing  bank  deposits  for  forcing  all 
commercial  banks  into  the  Federal  Reserve  System. 

Increases  discretionary  power  of  Federal  Reserve  banks  over 
assets  back  of  Federal  Reserve  notes.  Under  this  heading,  the  first 
important  change  to  observe  in  the  bill  is  that  it  wipes  out  prac- 
tically all  specifications  as  to  the  quality  of  the  assets  back  of  the 
Federal  Reserve  notes  and  all  of  the  provisions  of  the  existing  lav 
pledging  specific  assets  for  the  security  of  these  notes.  Section  206, 
revising  section  16  of  the  existing  Federal  Reserve  Act  by  striking 
out  the  first  10  paragraphs  and  substituting  new  provisions  therefor, 
transforms  the  Federal  Reserve  notes  into  a  simple  asset  currenej. 
The  notes  continue  to  be  a  first  and  paramount  lien  on  all  the  assets 
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of  the  banks,  and  the  existing  40-percent  reserve  requirement  is  main- 
tained. Practically  all  restrictions,  however,  are  removed  as  to 
the  type  of  assets  which  a  Federal  Reserve  hank  may  hold  against 
the  notes,  except  the  simple  requirement  that  they  shall  be  sound. 
Since  the  Federal  Reserve  banks  under  regulations  imposed  by  the 
Federal  Reserve  Board  and  with  practically  no  statutory  limita- 
tions would  determine  what  kind  of  assets  the  Federal  Reserve  banks 
could  hold,  they  would  determine  the  kind  of  assets  against  which 
our  bank-note  currency  would  be  issued.  This  is  a  great  and  danger- 
ous extension  in  the  powers  of  the  Federal  Reserve  Danks  and  of  the 
Federal  Reserve  Board. 

These  Federal  Reserve  notes  today  constitute  about  57  percent  of 
our  total  monetary  circulation.  Concerning  them  as  they  will  exist 
in  the  future  if  this  bill  becomes  a  law,  the  following  facts  should 
be  noted : 

(1)  There  is  likely  to  be  a  decided  leveling  down  of  the  quality 
and  liquidity  of  the  assets  back  of  the  notes  as  compared  with  what 
they  were  a  few  years  ago,  when  the  notes  were  secured  almost  en- 
tirely by  gold  and  commercial  paper. 

(2)  There  is  no  limit  whatsoever  as  to  the  volume  of  Federal  Re- 
serve notes  that  can  be  issued  in  the  purchase  of  United  States 
Government  debt  and  can  be  secured  by  this  debt.  The  notes  are 
secured  by  the  Government  debt  and  the  Government  debt  is  payable 
in  the  notes. 

I  repeat,  the  notes  are  secured  by  the  Govemmnt  debt,  and  the 
Government  debt  is  payable  in  the  notes. 

(3)  While  the  bill  provides  for  a  reserve  of  40  percent  in  gold 
certificates  to  be  held  against  the  notes,  there  is  no  obligation  on  the 
issuing  Federal  Reserve  banks  to  redeem  the  notes  in  these  gold  cer- 
tificates, the  certificates  themselves  are  not  legally  permitted  to  cir- 
culate, they  are  redeemable  in  gold  only  at  the  option  of  the  Gov- 
ernment. If  the  Government  ohooses  to  redeem  them,  it  may  legally 
do  so  at  any  rate  between  50  cents  and  59  cents  of  our  former  gold 
money  to  the  dollar. 

If  the  Executive  should  put  into  operation  some  of  the  powers  be 
has  under  the  Thomas  amendment,  he  would  smash  it  down  to  50 
cents. 

(4)  Even  the  40-percent  gold-certificate  reserve  is  not  compulsory, 
for  section  11  (c)  of  the  Federal  Reserve  Act  authorizes  the  Federal 
Reserve  Board  "to  suspend  for  a  period  not  exceeding  thirty  days, 
and  from  time  to  time  to  renew  such  suspension  for  periods  not 
exceeding  fifteen  days,  any  reserve  requirements  specified  in  this 
act." 

So  that  may  all  be  waived  by  administrative  action. 

There  is  provided  a  graduated  reserve  deficiency  tax,  the  equiva- 
lent of  which  is  to  be  added  to  the  interest  and  discount  rates,  to  ap- 
ply in  case  of  such  suspensions,  but  even  this  does  not  apply  when 
the  reserve  deficiency  arises  from  the  purchase  by  the  Federal  Re- 
serve banks  of  United  States  Government  obligations  under  the 
terms  of  the  Thomas  amendment.  The  discretionay  power  enjoyed 
by  the  Federal  Reserve  banks  under  the  aegis  of  the  Federal  Reserve 
Board  over  the  issue  of  Federal  Reserve  bank  notes  is,  therefore,  al- 
ready dangerously  large,  and  this  bill  increases  it  still  further.- 
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Increased  discretionary  power  given  to  Federal  Reserve  banks  in 
determination  of  eligible  paper :  Another  form  in  which  the  power  of 
the  Federal  Reserve  banks  over  the  member  banks  is  extended  con- 
sists in  the  extremely  broad  power  given  to  the  Federal  Reserve 
banks  under  section  206  of  this  bill  as  regards  the  type  of  paper 
against  which  a  Federal  Reserve  bank  may  make  advances  to 
member  banks.  This  section  authorizes  a  Federal  Reserve  bank, 
subject  to  regulations  to  be  imposed  by  the  Federal  Reserve  Board 
and  upon  endorsement  of  the  member  banks,  to  "  discount  any  com- 
mercial paper,  agricultural,  or  industrial  paper  and  *  *  *  (to) 
make  advances  to  any  such  member  banks  on  its  promissory  note 
secured  by  any  sound  asset  of  such  member  banks."  The  sky  is  thus 
made  the  limit  as  to  types  of  securities  against  which  advances  may 
be  made  and  the  Federal  Reserve  authorities  themselves  without  any 
statutory  restrictions  whatsoever  are  the  sole  judge  as  to  what  shall 
constitute  a  "  sound  asset."  This  term  is  so  Droad  and  indefinable 
that  it  may  mean  all  things  to  all  men. 

By  this  clause  practically  all  of  the  carefully  prepared  statutory 
restrictions  of  section  13  of  the  Federal  Reserve  Act  and  of  the 
regulations  that  have  been  built  upon  them,  based  upon  years  of  our 
own  and  foreign  experience,  and  limiting  Federal  Reserve  advances 
largely  to  certain  high  types  of  liquid  paper,  are  swept  away  entirely. 
And  this  is  done,  despite  the  fact  that  all  of  the  noncapital  liabilities 
of  the  Federal  Reserve  banks  are  demand  liabilities  consisting  mostly 
of  Federal  Reserve  notes,  our  principal  form  of  money,  and  of  the 
deposited  bnnk  reserves  of  the  country,  and  despite  the  further  fact 
that  highly  frozen  capital  loans  and  investments  have  been  one  of 
the  principal  causes  of  our  13,000  or  more  bank  failures  of  the  last 
decade  and  a  half. 

The  two  dangers  that  most  seriously  threaten  central  banks: 

It  has  been  my  duty  to  draft  the  iaws  for  the  establishment  of 
central  banks  in  4  different  countries,  namely;  Colombia,  Chile, 
Ecuador,  and  Bolivia,  and,  in  addition,  to  assist  in  the  work  of 
revising  the  organic  central  bank  laws  of  7  different  countries, 
namely,  Germany,  China,  Colombia,  Peru,  Union  of  South  Africa, 
Poland,  and  Turkey. 

In  nearly  all  of  these  countries  the  central  banks  were  threatened 
by  two  serious  dangers  against  both  of  which  I  and  mv  associates 
endeavored  to  set  up  effective  checks  and  safeguards,  'f  he  attitude 
of  mv  various  financial  advisory  commissions  on  this  subject  is  typi- 
fied by  the  following  Quotation  from  our  report  accompanying  the 
project  of  law  which  led  to  the  creation  or  the  Central  Bank  of 
Chile  in  1925  (pp.  51-62) : 

Hie  Coin  mission  In  Its  conferences  with  bankers,  business  men,  government 
officials  and  others,  with  reference  to  the  Central  Bank,  has  found  that  the 
most  widespread  and  pronounced  fear  for  the  success  of  the  Bank  is  the  fear 
that  it  maf  fall  under  undue  government  influences,  and  he  wrecked  by  poll- 
tin — a  feiir  which  the  past  banking  history  of  many  American  countries  has 
shown  to  be  fully  Justified. 

Senator  Bulklet.  What  are  you  quoting  from  there  ? 

Professor  Kshherer.  I  am  quoting  from  our  report  to  the  Chilean 
Government,  Senator,  which  led  to  the  creation  or  the  Central  Bank 
of  Chile.     [Reading:] 
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To  meet  tills  danger  •  •  •  (the  proposed  law)  limits  the  Government's 
representation  on  the  Bonrd  to  three  out  of  ten  directors 

A  second  fear — 
strain  quoting  from  this  Chilean  report — 

almost  as  widespread  us  tbe  fear  of  political  exploitation  of  the  bonk,  wtilch 
your  Commission  has  encountered,  Is  the  fear  that  the  bank  may  be  unduly 
controlled  by  the  banking  Interests  of  tbe  country,  and  administered  with  too 
much  regard  for  the  profits  of  bankers  and  too  little  regard  for  the  broad, 
general  welfare  of  the  country. 

I  am  still  quoting  from  the  Chilean  report,  and  I  could  quote 
essentially  the  same  ideas  from  the  reports  of  a  number  of  my  other 
financial  advisory  commissions.    [Beading:] 

As  a  general  proposition,  the  Interests  of  the  hanking'  community  and  the 
interests  of  the  country  as  »  whole  are  probably  the  srtme  In  the  long  run. 
Bankers,  however,  do  not  always  view  questions  from  this  long-run  point  of 
view  and,  whether  rightly  or  wrongly,  the  Interests  of  the  banking  community, 
as  bankers  view  them,  and  the  interests  of  the  general  public  as  the  public  vl«w 
them,  are  frequently  in  conflict.  This  Is  true  in  nil  countries:.  Whatever  else 
a  central  bank  may  lie.  It  Is  a  quasi- public  Institution,  *  *  *  a  public 
trustee,  charged  with  a  great  public  responsibility,  and  should  be  adminis- 
tered with  primary  regard  not  to  profits  but  to  public  service. 

In  accordance  with  this  principle  the  Chilean  law  provides  that 
3  of  the  10  members  of  the  board  of  directors  shall  be  chosen  by  the 
Government,  3  by  the  member  banks,  2  by  certain  large  business 
interests  consisting  of  the  National  Agricultural  Society,  the  So- 
ciety for  Encouragement  of  Manufactures,  the  National  Nitrate  Pro- 
ducers Association,  and  the  Central  Chamber  of  Commerce.  One  is 
appointed  by  the  stockholders  at  large  and  one  is  appointed  by  the 
General  Board  of  the  Federation  of  Labor.  That  is  an  innovation 
so  far  as  I  know  in  central  banks,  and  I  am  very  proud  of  it.  Thus 
(here  is  someone  on  the  board  to  interpret  the  bank  to  labor  and 
lahor  can  see  that  the  members  of  the  bunk  board  do  not  all  have 
horns,  and  there  is  someone  who  can  interpret  labor  to  the  board. 

In  1911,  when  the  6o-called  "Aldrich  plan  "  was  before  the  country, 
I  criticized  it  strongly  on  the  ground  that  it  gave  too  large  a  degree 
of  control  to  the  bankers. 

Senator  Glass  will  remember  that. 

Senator  Glass.  Yes. 

Professor  Kemmerer.  In  an  address  before  the  Western  Economic 
Association  in  Chicago  in  1911, 1  said — Journal  of  Political  Economy, 
December  1911 : 

Is  not  the  National  Reserve  Association  too  much  of  a  public  institution  to 
l>e  so  largely  controlled  by  one  type  of  business  interest,  tliat  is.  that  of  the 
hanking  fraternity?  We  must  get  itwny  from  the  prevalent  idea  Hint  Hie 
National  Reserve  Association  Is  to  he  principally  :i  bunker's  affair  Just  Iwranae 
Irs  capital  is  to  be  furnished  entirely  by  hanks.  We  must  bear  in  mind  that 
Its  public  deposits  alone  will  for  some  time  probably  exceed  Its  paid-up  capital, 
tluit  the  funds  which  the  hanks  deposit  with  the  Association  will  be  chiefly 
those  which  the  public  has  deposited  with  the  banks,  and  that  the  paper  which 
the  hanks  rediscount  with  It  will  he  that  of  tbe  business  community.  We  must 
not  forget  that  the  National  Reserve  Association  Is  to  have  a  tremendous 
public  power  and  responsibility,  through  its  right  to  fix  the  bank  rate  »f  dis- 
count its  power  over  the  foreign  exchanges  and  gold  shipments,  Its  right  to 
Issue  the  country's  only  elastic  paper  currency,  Its  supervisory  power  over 
banks,  and  its  function  of  holding  a  large  percentage  of  the  country's  reserve 
money,  together  with  the  privilege  of  having  its  promises  to  pay.  In  the  form 
of  Its  deposits  and  hank  notes,  counted  as  lawful  reserve  money  for  banks. 

Now  It  Is  possible,  although  by  no  means  certain,  that  the  Interests  of  bank- 
ers as  a  class  and  those  of  the  puhllc  are  Identical.    It  is  certain,  however, 
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that  history  furnishes  numerous  instances  In  which  what  the  public  believed 
to  be  Its  interest  and  what  bankers  believed  to  be  theirs  were  In  conflict. 
•  *  *  The  task  of  securing  and  maintaining  a  thorough-going  banking 
reform  Is  at  best  an  arduous  one,  and  the  plan  proposed  most  be  not  only 
intrinsically  meritorious,  but  above  suspicion.  Otherwise  It  will  have  a  difficult 
road  in  Congress,  and  if  It  finally  gets  through  It  will  be  In  subsequent  danger 
of  becoming  a  football  of  politics. 

The  Aldrich  plan  was  in  error  in  giving  the  bankers  too  large  a 
degree  of  control  over  the  proposed  central  banking  organization. 
The  Federal  Reserve  System,  however,  created  by  the  law  of  1913,. 
when,  as  a  compromise  measure,  it  made  every  member  of  the  Fed- 
eral Reserve  Board — the  policy-determining  body — an  appointee  of 
the  President,  went  too  far  in  the  other  direction.  It  subjected  the 
Federal  Reserve  System  unduly  to  the  danger  of  political  exploi- 
tation. 

Of  course,  it  got  a  bad  start  in  the  stress  and  strain  of  the  war 
period. 

During  tile  greater  part  of  the  history  of  the  Federal  Reserve 
System,  nowever,  part  of  the  Board  consisted  of  members  of  the 
political  party  which  was  out  of  power.  At  present,  I  understand, 
every  member  of  the  Board  except  the  Governor  is  an  adherent  of 
the  party  in  power.  Never,  moreover,  during  the  most  trying  days 
of  the  World  War  did  the  percentage  of  the  Federal  Reserve  banks' 
earning  assets  consisting  of  the  Government  debt  and  of  loans 
secured  by  the  Government  debt,  even  remotely  approach  the  present 
astounding  figure  of  nearly  99  percent. 

A  policy-determining  Board  possessing  autocratic  powers  over  the 
discount  rate,  the  size  of  the  country's  Dank  reserves,  the  types  of 
paper  eligible  for  loans — where  the  sky  is  the  limit — the  expansion 
and  contraction  of  bank  credit,  and  the  absorption  by  the  banks  of 
Government  securities,  a  Board  comprised  entirely  of  Presidential 
appointees  and  holding  office  practically  at  the  will  of  the  Presi- 
dent— such  a  Board  will  exercise  a  tremendous  influence  upon  our 
economic  life  under  conditions  in  which  political  considerations  are 
likely  to  dominate.  By  political  considerations  I  mean  vote-at- 
tracting power  in  the  near  future  for  the  political  party  in  office. 

Political  pressure  is  usually  exercised  in  the  direction  of  cheap 
money:  This  political  pressure  most  of  the  time  will  be  predomi- 
nantly in  the  direction  of  what  is  popularly  called  "  liberalizing 
bank  credit ",  holding  down  interest  rates,  and  of  resulting  monetary 
and  credit  expansion.  In  other  words,  it  will  be  a  pressure  almost 
continually  exercised  in  favor  of  cheap  money  and  inflationary  poli- 
cies. The  opinion  of  the  masses  is  almost  never  in  favor  or  defla- 
tion or  even  in  favor  of  restricting  a  dangerous  boom  while  it  is  yet 
in  a  stage  in  which  it  can  be  controlled.  In  boom  times  the  advo- 
cates of  restraining  measures  such  as  advancing  discount  rates,  sub- 
stantial open-market  sales,  increased  reserves,  and  more  exacting 
loan  requirements  are  usually  very  unpopular.  The  Administration 
and  Members  of  Congress  feel  the  pressure  of  this  inflationary  pub- 
lic opinion.  Both  directly  and  indirectly  it  will  be  felt  by  the  Fed- 
eral Reserve  Board.  This  situation  will  bo  particularly  true  if  an 
important  election  is  approaching.  A  well-known  British  econo- 
mist (Prof.  T.  E.  Gregory,  independent,  Dec.  29,  1934)  recently 
said:  "To  avoid  depression  it  is  necessary  to  avoid  the  boom;  but 
central  banks  are  driven  by  their  fear  of  public  opinion  to  postpone 
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action  until  it  is  too  late."  The  more  politically  minded  and  politi- 
cally controlled  the  members  of  the  policy-determining  board  are, 
the  greater  is  the  danger. 

It  is  undoubtedly  true  that  in  times  of  excessive  speculation  and 
of  incipient  boom,  bankers  and  business  men  are  likely  to  be  unduly 
optimistic  and  unduly  reluctant  to  put  on  the  brakes.  Experience, 
however,  I  believe,  has  shown  that  economists,  business  men,  and 
bankers  can  be  depended  upon  to  put  on  the  brakes  more  quickly 
than  men  in  political  positions. 

Under  conditions  heretofore  existing  the  Federal  Reserve  Board 
has  had  ample  power  to  contract  or  expand  credit  for  the  stabiliza- 
tion of  our  money  market,  whenever  they  cared  to  use  it  Dr. 
Adolph  Miller,  in  recommending  to  this  committee  (Jan.  23,  1931) 
that  an  affirmative  vote  of  five  members  of  the  Board  be  required 
whenever  the  Board  is  asked  to  approve  something  out  of  the  ordi- 
nary, such  as  open-market  purchases  of  Government  securities,  said : 

Yon  must  not  leave  tt  too  easy  for  the  Federal  reserve  system  to  Inflate. 
We  have  bad  too  much  inflation  In  the  Federal  reserve  system,  and  its  favorite 
instrument  Is  the  open-market  purchase  of  Government  securities. 

We  have  had  something  of  an  obsession  for  easy  money  In  the  system,  a 
feeling  that  It  makes  the  atmosphere  of  business;  that  It  can  stop  a  recession  of 
business  and  torn  a  period  of  depression  Into  one  of  recovery  (p.  147). 

Broadly  speaking,  the  increasing  of  the  President's  power  over  the 
Federal  Reserve  Board,  the  increasing  of  the  Board's  power  over  the 
12  Federal  Reserve  banks,  and  the  increasing  of  the  powers  of  the 
Federal  Reserve  banks  over  the  member  banks  provided  for  in  this 
bill  will  all  be  forces  that  in  general  will  make  for  cheap  money  and 
for  inflationary  policies.  Heretofore,  however,  the  Federal  Reserve 
authorities  have  all  too  often  been  weak  and  tardy  in  putting  up 
resistances  against  inflationary  forces.  The  enactment  of  this  bill 
would  aggravate  this  danger. 

At  the  Beginning  I  stated  that  my  objections  to  title  II  of  this 
bill  could  be  summarized  under  two  headings:  First,  increased  gov- 
ernmental and  political  control  of  banking  and  credit;  and,  second, 
a  leveling  down  of  the  quality  of  bank  assets  and,  therefore,  a 
weakening  of  the  security  of  our  bank  deposits. 

The  first  topic  I  have  now  discussed  and,  in  doing  so,  have  in- 
cidentally touched  upon  certain  phases  of  the  second  topic.  My 
discussion  of  the  second  topic,  therefore,  will  be  very  brief. 

The  bill  levels  down  the  quality  of  our  bank  assets:  The  substi- 
tution, for  the  present  statutory  restrictions  contained  in  section  13 
of  the  Federal  Reserve  Act,  of  the  provision  of  section  206  of  this 
bill  declaring  that  any  paper  shall  be  acceptable  for  Federal  Reserve 
advances  that  is  "  secured  by  any  sound  asset "  of  the  member  bank, 
in  my  judgment,  will  result  in  a  decided  leveling  down  of  the 
quality  and  liquidity  of  the  assets  of  both  member  banks  and  Fed- 
eral Reserve  banks.  Under  the  competition  for  leniency  in  loan 
requirements  in  our  dual  system  of  banking  there  has  been  going 
on  for  some  time  a  process  of  leveling  down  in  the  quality  of  our 
banking  assets,  and  this  provision  will  encourage  a  further  deterio- 
ration, and  clinch  what  we  have  done  so  unfortunately  in  the  last 
few  years,  and  to  meet  emergency  conditions.  I  do  not  accept  for 
one  moment  the  idea  of  which  we  hear  so  much  of  late,  that  liquidity 
of  assets  in  a  commercial  bank  or  a  central  bank,  whose  liabilities 
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fire  largely  demand  liabilities,  can  be  ignored  by  the  law,  provided 
the  assets  are  of  a  type  that  would  prove  to  be  sound  if  liquidated 
over  a  substantial  period  of  time.  In  practice  liquidity  has  shown 
itself  to  be  a  quality  of  much  higher  rank  for  such  assets  than  shift- 
ability.  The  old-fashioned  doctrine  that  demand  liabilities  should 
be  supported  chiefly  by  quick  assets  of  a  self-liquidating  character 
is  still  sound,  both  in  theory  and  in  practice.  Our  banking  reform 
legislation  should  be  turned  in  that  -direction  rather  than  in  the 
opposite  one  designated  by  this  bill. 

Extending  the  powers  of  national  banks  to  make  real-estate  loans 
unwise:  In  this  connection,  section  210  of  the  bill,  amending  sec- 
tion 24  of  the  Federal  Reserve  Act,  greatly  liberalizes  the  conditions 
under  which  national  banks  may  make  loans  on  real  estate.  It  is 
fundamentally  that  same  fallacy  which  was  underlying  the  whole 
issue  of  assigns ts  of  the  French,  which  were  supposed  to  be  secured 
by  land  which  was  sound. 

The  present  limit  of  5  years  for  the  maturity  of  such  loans  is 
removed.  The  authorized  maximum  amount  of  any  such  loan  is 
changed  from  50  percent  of  actual  value  to  60  percent  of  the  ap- 
praised value.  Moreover,  the  aggregate  amount  of  such  real-estate 
loans  a  national  bank  may  have  is  increased  from  50  percent  of 
capital  and  surplus  as  at  present  to  100  percent,  or  from  50  percent 
of  its  savings  deposits  as  at  present  60  percent  of  "  the  amount  of 
its  time  and  savings  deposits."  This  further  weakening  of  the 
restrictions  on  real-estate  loans,  in  my  judgment,  is  unwise.  Real 
estate  in  general  is  not  a  liquid  asset.  It  is  not  usually  recognized 
as  such  for  commercial  banks  in  England  and  Canada,  whose  bank 
records  have  been  incomparably  better  than  ours.  Even  in  the 
United  States  under  our  national  banking  system  loans  on  real- 
estate  collateral  (with  certain  minor  qualifications)  were  prohibited 
by  law  until  1913. 

Senator  Glass.  Doctor,  may  I  interrupt  you  there  a  moment? 

Professor  Kkmmemek.  Yes. 

Senator  Glass.  Admiral  Byrd,  from  my  State,  is  to  appear  before 
the  Senate  now,  and  I  am  chairman  of  the  joint  congressional  com- 
mittee to  greet  him.  Could  you  come  back  at  '2  o'clock  and  finish 
your  testimony? 

Professor  Kemmerer.  Certainly. 

Senator  Glass.  Is  that  agreeable  to  the  members  of  the  com- 
mittee? 

Senator  Couzens.  Ought  we  not  to  have  it  over  in  the  Capitol 
instead  of  here? 

Senntor  Glass.  We  can  have  it  over  there,  yes;  in  the  Appropria- 
tions Committee  room,  where  it  will  be  convenient  for  voting. 

Very  well. 

(Whereupon,  at  12:05  p.  m.,  a  recess  was  had  to  2  p.  m.  of  the 
same  day.) 

AFTERNOON  SESSION 

The  subcommittee  resumed  its  session,  at  the  expiration  of  the 
recess,  in  the  committee  room  of  the  Senate  Committee  on  Appro- 
priations, in  the  Capitol. 

Present:  Senators  Glass  (chairman  of  the  subcommittee),  Bulkley, 
Couzens,  and  Townsend. 
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Senator  Glass.  Professor,  you  may  resume  your  testimony,  now, 
if  you  please,  sir. 

STATEMENT  OF  EDWIN  WALTER  KEXMERER,  WALKEH  PROFES- 
SOR, PRINCETON  tnaVEBSITY,  PRINCETON,  N.  J.— Rerouted 

Professor  Kemmebeh.  Senator,  I  had  very  nearly  finished  what  I 
had  to  say  in  this  direct  statement,  and  I  will  take  up  where  I  left 
off  and  finish  in  just  a  few  minutes.  I  was  speaking  of  real-estate 
loans,  and  I  said  that  even  in  the  United  States  under  our  national 
banking  system  loans  on  real-estate  collateral,  with  certain  minor 
qualifications,  were  prohibited  by  law  until  1913. 

This  restriction,  like  many  others,  gradually  broke  down  after 
the-  war,  largely  as  a  result  of  the  leveling  down  contest  for  so- 
called  "liberalization  "  of  banking  laws  and  regulations  under  our 
dual  system  of  banking.  The  resulting  extension  of  real-estate 
loans  by  commercial  banks  for  many  years  has  been  freezing  the 
assets  of  these  banks  and  has  been  an  important  cause  of  the  enor- 
mous crop  of  bank  failures  we  have  had  since  the  war.  Loans  se- 
cured by  equities  in  farm  lands  have  been  responsible  for  much  of 
our  banking  trouble  in  agricultural  communities.  The  volume  of 
these  loans  has  often  been  much  larger  than  bank  reports  seem  to 
indicate.  The  listed  mortgage  loans  were  often  only  a  small  pro- 
portion of  the  loans  actually  secured  by  equities  in  land,  many  of 
which  were  in  form  short-time  business  loans,  but  in  fact  long-time 
capital  commitments.  Often  the  first  mortgages  were  held  by  in- 
surance companies  and  the  bank's  securities  were  little  better  than 
second  or  third  liens  on  farm  lands  taken  at  inflated  values.  In 
this  way  the  banks  became  involved  in  the  farm  real-estate  boom 
and  its  collapse.  Such  loans  caused  comparatively  little  trouble 
■when  the  prices  of  agricultural  products  and  of  farm  lands  were 
rising  rapidly,  as  they  were  between  1014  and  1920,  but  when  the 
break  from  wartime  prices  came,  they  brought  distress  upon  the 
farmer  and  upon  the  bank  from  which"  he  borrowed. 

A  similar  situation  developed  in  connection  with  the  real-estate 
loans  of  commercial  banks  in  many  urban  communities. 

It  seems  to  nie  that  the  lesson  of  these  experiences  is  written  clearly 
in  bold  letters.  It  is  that  real-estate  loans  should  have  at  most  a 
moderately  small  place  in  commercial  banks.  They  belong  in  sav- 
ings banks,  land  banks,  insurance  companies,  building  and  loan  asso- 
ciations, and  similar  institutions.  They  may  be  proper  assets  within 
reasonable  limits  against  deposits  that  are,  in  fact  as  well  as  in  name, 
time  deposits  withdrawable  only  after  a  substantial  notice.  They  are 
not  satisfactory  assets  against  deposits  payable  on  demand  or  on 
short  notice.  Instead  of  further  increasing  the  powers  of  national 
banks  to  lend  upon  real  estate,  as  this  bill  does,  we  should  gradually 
reduce  the  powers  they  already  have. 

May  I  conclude  this  statement  by  endorsing  the  memorandum  sub- 
mitted to  Congress  a  short  time  ago  by  62  members  of  the  Economists'' 
National  Committee  on  Monetary  Policy,  of  which  I  am  a  member? 
The  memorandum  is  as  follows : 

The  undersigned  members  of  the  Economists'  National  Committee  on  Mone- 
tary Policy  believe  that  there  are  no  elrcnmtttinceH  which  make  It  neeemary  to 
engage  at  Uiia  time  In  imv  Important  legislation  affecting  the  Federal  llenerve 
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Considering  the  questionable  provisions  embodied  in  title  II  of  the  Banking 
Bill  of  1935,  it  is  especially  Important  that  there  be  no  legislation  for  the  present 
with  respect  to  these  aspects  of  the  Federal  Reserve  System  until  a  careful  study 
has  been  made  by  a  commission  composed  of  recognized  experts  and  a  model  bill 
is  drafted.  Such  a  commission  should  have  sufficient  time  to  study  thorough!? 
oar  money  and  banking  problems  and,  upon  the  basis  of  ample  and  carefullj- 
examlned  evidence,  prepare  a  comprehensive  and  property  integrated  plan  which 
will  reflect  the  best  thought  on  tbe  subject.  Such  a  plan,  should  then  be  enacted 
Into  law  after  adequate  hearings,  thus  replacing  the  hastily  prepared  Banking 
Bill  of  1935  which  is  now  under  consideration.  Only  a  well  considered  bill  pre- 
pared by  competent  experts  in  an  atmosphere  of  calm  deliberation  should  be 
enacted  into  law. 

Only  minor  technical  changes  in  our  banking  law  should  be  made  at  the  pres- 
ent time,  and  then  only  upon  the  recommendation  of  the  Federal  Reserve 
Board,  accompanied  by  a  statement  from  the  Board  explaining  that  such 
changes  are  necessary  because  of  existing  conflicts  in  law  or  because  book 
specified  emergency  demands  that  such  technical  changes  be  made  at  the 
present  time. 

Senator  Cotjzens.  May  I  ask  you,  Professor,  whether  you  haw 
read  Professor  Spragues  statement  to  the  committee? 

Professor  Kemmerer.  I  read  the  press  summaries  of  it  and  I  have 
been  trying  to  get  copies  of  the  hearings,  but  have  not  succeeded  in 
doing  so.     I  read  the  press  accounts  of  it. 

Senator  Cotjzexs.  Do  you  believe  that  he  is  a  sound  economic 
expert  I 

Professor  Kemmerer.  Yes,  I  do.  I  do  not  agree  with  him  on  a 
number  of  things,  but  I  hare  a  great  respect  for  Professor  Sprague. 

Senator  Cotjzens.  When  you  distinguished  gentlemen  disagree, 
where  do  we  poor  laymen  get  off! 

Professor  Kemmerer.  We  do  not  disagree  very  much  on  funda- 
mentals, Senator;  and  I  do  not  care  what  field  you  get  into,  whether 
it  is  the  law  or  politics  or  medicine  or  any  other  field,  where  is  inde- 
pendent thinking  you  are  going  to  have  differences  of  opinion.  I 
think  it  is  surprising  the  remarkable  approximation  of  unanimity  on 
fundamentals  that  we  have  in  these  matters.  For  example,  this 
statement  I  just  read  is  signed  by  62  economists  who  are  devoting 
their  lives  largely  to  the  scientific  study  of  money  and  banking 
problems.    Sprague  was  one  of  the  number. 

Senator  Glass.  Doctor  Sprague  was  very  clear  and  very  emphatic 
in  his  statement  that  this  proposed  bill  could  not  within  the  remotest 
stretch  of  anybody's  imagination  contribute  to  recovery  from  tbe 
depression ;  and  he  also  was  very  explicit  in  his  statement  that  there 
is  nothing  that  could  immediately  be  done,  under  this  bill,  that 
would  contribute  to  such  recovery  that  cannot  be  done  under  existing 
law. 

Professor  Kemmerer.  I  would  agree  with  that  entirely. 

Senator  Cotjzens.  You  object  to  commercial  banks  investing  in 
real-estate  mortgages.  What  is  your  idea  as  to  what  they  should 
invest  in,  now  that  commercial  paper  has  so  extensively  disappeared' 

Professor  Kemmerer.  I  think  that  the  disappearance  of  commer- 
cial paper  in  anything  like  the  degree  to  which  it  has  taken  place  is 
a  temporary  situation.  I  do  not  think  it  is  a  permanent  situation.  I 
think  it  is  an  emergency  situation  that  has  grown  out  of  conditions 
immediately  following  the  war,  and  at  the  present  time  when  oar 
large  corporations,  or  a  great  proportion  of  them,  have  a  gnat 
amount  of  idle  funds,  when  business  is  down  at  a  low  level  ana  the 
banks  have  large  excess  reserves.     I  think  the  situation  in  that  ■*> 
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gard  is  a  temporary  one.  I  think  we  ought  to  do  all  we  can  to 
encourage  the  use  of  commercial  paper  and  financing  of  short-time 
business  operations  through  short-tune  loans  rather  than  through 
stock  flotations  and  bond  notations  of  the  type  we  were  doing  before 
the  crisis.  I  think  we  have  done  something  in  that  direction.  I 
think,  for  example,  that  the  prohibitions  that  are  now  imposed  on 
lending  money  on  the  stock  exchange  for  the  account  of  others  is  a 
step  in  that  direction.  I  think  the  removal  of  the  right  to  pay 
interest  on  demand  deposits  is  another  step  in  that  direction.  But  I 
think  the  development  of  financing  current  short-time  credit  require- 
ments we  have  recently  had  in  this  country,  by  which  our  large  cor- 
porations that  have  been  floating  bonds  and  stocks  on  a  great  scale 
and  then  taking  the  proceeds  and  putting  them  into  our  banks  as  time 
deposits,  and  getting  substantial  rates  of  interest  upon  them,  and  then 
just  as  fast  as  they  need  funds,  transferring  them  over  to  demand 
■deposits,  under  which  the  banks  are  enabled  to  get  along  with  a  3-per- 
cent reserve  instead  of  the  much  higher  reserve  required  against  de- 
mand deposits  has  caused  an  enormous  development  of  time  deposits 
in  our  banks  which  are  rather  unhealthy,  and  I  think  we  must  sooner 
or  later  make  a  distinction  between  a  savings  deposit,  which  is  for 
the  small  man,  carefully  protecting  and  restricting  savings  deposits, 
and  those  large  time  deposits  that  go  to  such  big  figures. 

Senator  Couzens.  Would  you  abolish  interest  on  these  large  time 
deposits? 

Professor  Kehhereb.  I  am  not  ready  to  go  as  far  as  that.  Senator, 
I  have  not  thought  that  thing  through  sufficiently;  but  I  think  there 
are  two  or  three  things  I  would  do.  I  would  distinguish  between  a 
savings  account  and  the  large  time  account  I  would  place  a  limit 
on  the  size  of  time  deposits  which  these  banks  could  carry,  and  on  the 
total  amount  which  would  bear  a  certain  relationship  to  the  capital 
funds  of  the  banks,  and  I  am  inclined  to  think  that  I  would  go  so  far 
as  to  require  the  same  reserve  requirements  against  time  and  demand 
-deposits. 

Senator  Couzens.  Is  it  not  a  matter  of  fact  that  the  very  low  cost 
of  money  at  this  time  acts  as  an  impetus  to  those  people  to  finance 
themselves  over  a  long  period  of  time,  rather  than  having  to  relp  upon 
banks? 

Professor  Kemmerer.  I  suppose  there  is  something  in  that;  but 
this  low  rate  of  interest  at  the  present  time,  in  my  judgment,  is  a 
perfectly  abnormal  and  temporary  situation.  I  do  not  believe  for  a 
moment  that  the  rate  of  interest  on  short-time  obligations  has  gotten 
down  to  one-tenth  of  1  percent  a  year,  or  anything  Tike  that.  I  think 
these  low  rates  of  interest  are  a  result  of  a  situation  in  which  the 
market  is  just  flooded  with  funds  of  a  short-time  character,  in  which 
the  business  world  is  afraid  to  borrow,  and  the  market  is  glutted  with 
funds.  However,  I  think  it  is  only  temporary.  It  seems  to  me  there 
is  a  great  danger  in  legislating  and  crystallizing  our  rules  of  the 
game  in  this  thing  on  the  basis  of  emergency  and  abnormal  condi- 
tions of  the  type  we  have  at  the  present  time. 

Senator  Couzens.  What  effect  do  you  think  the  income  tax  has 
upon  the  fact  that  these  large  corporations  retain  their  surpluses 
instead  of  paying  them  out  in  dividends,  especially  very  closely 
integrated  companies? 
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Professor  Kemmerer.  I  do  not  know;  I  have  never  made  a  study  of 
that,  Senator. 

Senator  Couzens.  Do  you  not  think  that  that  is  important!    ' 

Professor  Kehmebeb.  I  think  there  is  a  case  where  we  have  got 
to  weigh  the  pros  and  cons.  I  think  there  are  some  cases  where 
there  have  been  abuses  of  that  kind.  I  am  very  thankful  again  and 
again,  as  an  American  citizen,  though,  when  I  look  back  and  see 
what  we  have  gone  through  in  the  last  few  years,  that  we  have  had 
some  corporations  that  did  build  up  their  surpluses  to  meet  emer- 
gencies. I  think  in  a  great  many  cases  those  surpluses  have  been  chip 
into  to  maintain  operations  at  a  loss,  to  keep  employment  that  other- 
wise would  have  been  destroyed.  I  think  they  have  been  a  factor 
of  safety,  and  I  think  it  is  exceedingly  unfortunate  to  discourage 
them  unduly.  On  the  other  hand,  I  would  agree  with  what  you 
imply,  that  there  is  a  possibility  of  danger  there,  and  we  cannot 
permit  the  indefinite  evasion  of  income  taxes  by  piling  up  surpluses 
that  are  not  reasonably  necessary.  But  sooner  or  later  those  funds 
appear  in  the  form  of  dividends  that  are  distributed  in  one  way  or 
another,  and  you  get  the  tax  revenue  then. 

I  think  that  is  a  subject  that  we  have  got  to  be  very  careful  about. 
It  deserves  a  great  deal  of  study  and  an  abundance  of  caution, 
because  it  would  be  a  social  calamity  and  would  be  a  very  serious 
thing  in  cases  of  future  emergencies  if  we  should  now  unduly  dis- 
courage the  accumulation  of  surpluses,  and  if  we  were  to  hare 
another  world  crisis  without  the  type  of  accumulation  that  we  have 
had  with  which  to  meet  this  one. 

Senator  Cotjzbnh.  Do  you  approve  of  an  excess-profits  tax  so  is 
to  prevent  all  of  this  saving  that  goes  on  in  excess  profits! 

Professor  Kemmeree.  I  nave  not  gone  into  that  field  lately.  I 
believe  in  reasonably  progressive  income  taxes,  but  I  have  not  gone 
into  the  field  of  profits  taxes  enough  lately  to  feel  like  expressing 
my  judgment. 

Senator  Couzens.  It  seems  to  me  that  all  of  these  questions  are 
closely  related  to  the  banking  question.  If  these  strictly  commercial 
banks  which  you  have  been  talking  about  are  not  going  to  have  plates 
in  which  to  invest  their  money,  a  closely  related  question,  it  seems  to 
me.  is  the  question  of  taxation,  because  obviously  if  these  institutions 
that  retain  these  large  balances  are  not  to  be  taxed  for  them,  there 
will  progressively  be  less  commercial  paper  for  the  commercial  banks 
than  there  is  now. 

Professor  Kemmereh.  Well,  before  this  crisis  came  on  we  had  i 
great  deal  more  commercial  paper  than  we  have  now.  We  had  a  very 
substantial  amount  of  commercial  paper  before  the  war.  I  think  that 
if  things  get  back  to  normal  again  and  we  provide  the  proper  kind  of 
regulations  we  can  bring  back  a  considerable  amount  of  short-time 
financing  through  commercial  paper.  I  believe  that  a  commercial 
bank  whose  deposits  are  demand  deposits  should  have  assets  that  are 
essentially  liquid  assets. 

Senator  Couzens.  That  is  what  I  am  trying  to  get  at.  If  I  were 
running  a  commercial  bank,  just  what  would  I  make  my  investment 
in'i  I  am  somewhat  at  a  loss.  Expenses  are  high  and  there  would  be 
a  lot  of  overhead  charges.  I  do  not  see  how  they  are  going  to  pay 
their  expenses  under  existing  conditions,  and  they  will  not  make  lay 
profit  for  their  stockholders. 
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Professor  Kemmiher.  I  do  not  think  these  existing  conditions  will 
continue.  I  think  we  will  move  back  to  a  situation  where  the  interest 
rate  will  be  very  substantially  higher,  where  the  excess  reserves  of 
banks  will  be  nothing  like  wliat  they  are,  where  the  excess  funds  of 
corporations  will  be  nothing  like  what  they  are.  This  is  a  situation 
that  I  have  never  seen  anywhere  in  the  world,  a  situation  where  we 
have  the  tvpe  of  excess  reserves  that  we  have  at  the  present  time  and 
where  we  have  interest  rates  on  short-time  obligations  going  down  to 
these  infinitesimal  figures,  but  where  we  have  large  corporations  so 
highly  liquid  with  enormous  funds  which  they  are  afraid  to  use 
and  are  just  holding  them.  I  think  that  is  a  purely  temporary  situa- 
tion and  that  we  should  not  legislate  on  the  ground  that  it  is  going 
to  be  permanent. 

Senator  Townsend.  What,  in  your  judgment,  would  be  the  effect 
on  banks  and1  the  country  generally  if  the  Patman  bill  should  prevail 
and  we  should  print  money  to  pay  the  bonus? 

Professor  Kkmmerkr  Well,  I  feel  that  that  would  be  a  calamity. 
It  is  oDe  of  those  propositions  that  seems  to  me  to  be  really  so  pre- 
posterous that  I  can  hardly  find  words  with  which  to  express  myself 
on  it.  Here  is  a  country  in  which  we  are  doing,  roughly  speaking, 
something  like  two-thirds  or  a  little  over  two-thirds  the  physical 
volume  of  business  that  we  did  before  the  depression,  in  which  we 
have  a  stock  of  money  about  twice  what  we  had  before  the  depression, 
in  which  we  have  practically  doubled,  in  terms  of  dollars,  our  gold 
stock  in  a  little  over  a  years  time,  in  which  the  bank  deposits  of  the 
member  bunks  are  probably  a  little  more  than  they  were  in  the  boom 
times,  in  which  we  have  two  billions  and  a  quarter  of  excess  reserves, 
something  like  fifty  times  what  we  had  in  1929  and.  the  boom  years, 
in  which  the  member  banks  of  the  country  are  borrowing  practically 
nothing  from  the  Federal  Reserve  banks  and  the  interest  rate  is  at  a 
very  low  figure  and  in  which  the  public  is  so  badly  scared  that  the 
bank  deposits  are  moving  at  about  half  the  normal  rates,  the  velocity 
of  circulation  in  1934  being  the  lowest  of  any  year  since  1919,  the 
earliest  date  for  which  figures  are  available.  And  then  we  propose  in 
a  situation  of  that  kind  to  issue  2  billions  of  greenbacks  on  top  of 
what  we  have,  to  put  them  in  circulation,  which  will  increase  our 
greenback  circulation  to  five  times  the  maximum  in  the  most  trying 
days  of  the  Civil  War,  when  the  maximum  outstanding  at  any  time 
was  $436,000,000,  and  when  the  greenback  depreciated  to  a  low  of  35 
cents  gold  to  a  dollar.  Bight  off  the  bat  we  increase  that  fivefold. 
If  you  put  more  money  into  circulation,  if  you  increase  the  supply 
of  money  or  of  deposit  currency  relative  to  the  demand,  you  tend  to 
make  in  cheaper.  The  law  of  supply  and  demand  applies  to  money 
and  credit  just  as  it  applies  to  anything  else.  You  suddenly  make  a 
great  increase  in  that  circulation.  As  you  do,  it  tends  to  make  money 
cheaper  and  it  would  tend  to  check  the  inflow  of  gold  and  would 
probably  tend  to  make  the  gold  go  out.  You  have  got  too  much 
money  now,  and  it  is  not  moving.  You  put  more  in,  and  you  tend  to 
force  it  out  That  excess  can  go  out  in  various  ways.  It  might  go  out 
by  further  demand  for  gold,  stopping  the  import  of  gold  and  stimu- 
lating the  export  of  gold.  It  might  go  out  by  just  forcing  Federal 
Reserve  notes  back  into  the  banks  and  having  greenbacks  more  or  less 
take  their  place,  removing  the  only  elastic  element  that  we  have  in  our 
currency  and  putting  these  rigid  greenbacks  in  its  place.    It  is  pretty 
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bard  to  tell  just  how  it  would  work.  It  would  work  in  a  great  man^ 
ways;  but  there  would  be  a  great  increase  of  pressure  to  make  mone^ 
cheap  and  force  out  gold ;  and  one  of  the  things  that  we  are  likely  t_« 
do  is  to  very  substantially  break  confidence  in  our  currency.  To  1113 
way  of  thinking,  one  of  the  most  surprising  things  in  this  emergency 
situation  up  to  the  present  time  has  been  the  degree  to  which  thk-« 

Eublic  have  maintained  confidence  in  the  currency  despite  all  thai 
as  been  done. 

Senator  Glass.  Yes ;  you  are  right  about  that.    They  do  not  know 
yet. 

Professor  Kemmerer.  A  great  many  people  are  scared.  They  are 
getting  the  money  out.  There  has  been  a  flight  from  the  dollar,  but 
it  has  not  yet  reached  the  mass  of  the  people  as  it  did  in  France  and 
Belgium  and  Italy  and  most  of  the  other  countries  after  the  war, 
and  as  it  did  in  the  United  States  after  the  Civil  War.  There  seems 
to  be  popularly  a  great  confidence  in  the  money,  although  that  con- 
fidence is  breaking.  The  enactment  of  this  Patman  bill  would  give 
another  impetus  to  that  breaking  of  confidence.  If  you  once  have  that, 
you  will  have  a  real  flight  from  the  dollar;  and,  as  I  say,  the  velocity 
at  which  your  deposits  are  circulating  now  is  about  half  normal. 
Under  normal  conditions  and  recovery  it  would  be  doubled,  and  that 
would  be  due  to  an  increase  in  business  confidence.  But  if  you  lose 
confidence  in  your  money  and  get  a  flight  from  the  dollar,  as  they  had 
in  these  other  countries,  then  that  velocity  will  be  multiplied  many- 
fold. 

In  Germany  the  velocity  of  circulation  of  German  bank  notes  in- 
creased from  an  average  of  something  like  once  every  2  weeks  to 
several  times  a  day.  Everyone  wants  to  get  rid  of  the  thing  that  they 
think  is  going  to  depreciate,  and  the  psychological  factor  is  a  tre- 
mendous factor  in  the  velocity  at  which  money  and  deposit  currency 
move.  Anything  that  breaks  confidence  in  your  money  may  start  up 
those  velocities  at  any  time  and  may  create  a  stampede. 

I  should  expect  the  passage  of  this  Patman  bill  would  have  a  great 
influence  in  weakening  confidence  in  our  money  and  encouraging  a 
flight  from  the  dollar.  We  have  shown  such  remarkable  resistance 
so  far  that  I  am  not  going  to  prophesy  as  to  when  and  how  far,  but  I 
think  we  are  on  the  brink  of  a  volcano  in  that  regard. 

Senator  Townseno.  Would  you  care  to  give  us  your  opinion  as 
to  the  difference  between  printing  money  and  issuing  bonds? 

Professor  Kemmeheh.  Yes.  In  the  first  place,  I  would  say  that 
the  difference  there  as  between  printing  money  and  paying  for  the 
bonus  by  bondSj  if  the  bonds  are  forced  down  the  throats  of  the  banks 
and  the  banks  issue  credit  against  them,  is  not  a  very  fundamental 
one.  If  either  occurs,  you  will  be  likely  to  have  a  serious  inflation  as 
a  result  of  it. 

Our  currency  system  is  of  this  type.  Bank  deposits  and  bank  notes 
are  interchangeable.  If  I  go  to  my  bank  and  borrow  $10,000  I  have 
the  amount  placed  to  my  deposit;  there  is  a  deposit  credit.  If  I 
decide  I  want  it  in  the  form  of  notes,  I  draw  a  check  on  it  and  take 
the  notes.  The  deposit  is  canceled  and  I  get  the  notes.  If  I  have  too 
much  cash  and  prefer  to  make  my  payments  by  check,  I  take  the 
notes  and  deposit  them.  In  that  way  they  are  interchangeable.  As 
prices  go  up  in  the  community  and  you  need  more  and  more  money 
to  carry  this  higher  and  higher  price  level,  the  proportion  of  money 
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that  people  will  want  in  notes  and  the  proportion  in  deposits  are 
more  or  less  the  same,  and  it  really  does  not  make  much  difference 
with  which  one  you  inflate  as  long  as  they  are  interchangeable. 

So  I  think  that,  while  the  Patman  bill  is  cruder  and  perhaps  would 
give  a  greater  shock  to  the  public,  therefore  stimulating  more  quickly 
the  flight  from  the  dollar,  the  ultimate  results  of  the  Patman  bill  and 
the  Vinson  bill  would  be  much  the  same. 

Senator  Towhsend.  According  to  your  illustration,  the  spending 
of  this  2  billions  of  dollars  in  either  way  would  inflate  the  currency. 
What  is  going  to  be  the  effect  of  spending  5  billions  that  we  are 
already  considering  doing  and  as  to  which  we  have  to  raise  money  on 
bondsi 

Professor  Kemmerer.  I  think  that  likewise  is  going  to  be  a  strong 
pressure  for  inflation.  Broadly  speaking,  there  are  really  three 
methods — perhaps  you  can  make  it  four  if  you  want  to — by  which 
you  can  finance  a  situation  of  this  kind.  You  can  tax  the  public. 
The  theory  of  a  democracy  is  that  as  expenditures  go  up  the  public 
is  called  upon  to  pay  increasing  taxes,  and  they  put  up  their  resist- 
ances as  they  feel  that  these  tax  burdens  are  greater  and  greater.  This 
so-called  "  public  control  of  the  purse  "  is  the  method  by  which  a  de- 
mocracy is  maintained.  The  Congressmen  who  vote  for  extravagant 
expenditures,  or  expenditures  that  the  public  consider  extravagant, 
whether  they  are  or  not,  which  result  in  heavy  taxes,  will  hear  from  it, 
as  you  gentlemen  know,  pretty  quickly.  There  is  a  wholesome  demo- 
cratic resistance  of  the  taxpayer  to  extravagant  expenditures.  If  this 
were  being  financed  by  taxation  there  would  be  such  a  storm  of  pro- 
test, as  you  all  know,  that  it  just  could  not  be  done. 

Another  method  is  selling  those  securities  to  the  public.  If  the 
public  bought  the  securities,  took  the  money  out  of  their  banks  and 
put  the  bonds  in  their  strong  boxes,  there  would  be  a  shifting  of 
investment  from  one  hand  to  another.  Then  the  public  would  be 
very,  very  much  concerned  as  to  whether  the  Government  were  bal- 
ancing its  budget,  as  to  whether  the  payments  were  going  to  be  made 
in  the  right  kind  of  money,  and  all  that.  If  the  public  as  private  in- 
vestors were  buying  these  bonds  and  putting  them  in  their  strong 
boxes,  they  would  resist  any  such  increase  of  expenditures  as  we  are 
making  and  this  rapid  increase  in  the  public  debt. 

If  you  do  neither  one  of  those  things,  if  you  borrow  the  money 
of  the  banks,  if  the  Federal  Reserve  Danks  or  the  member  banks 
buy  short-time  certificates  and  you  issue  the  credit  in  the  form  of 
bank  notes  or  in  the  form  of  bank  deposits,  you  do  not  take  it  out 
of  the  taxpayer  at  once;  you  do  not  take  it  out  of  the  private  in- 
vestor at  once.  You  create  banking  credit  to  pay  for  those  expendi- 
tures. You  expand  your  currency;  you  expand  your  banking  credit. 
It  might  not  circulate  right  away  because  of  the  lack  of  business 
confidence,  but  it  represents  a  potential  expansion  of  the  circulating 
media  continually  pressing  in  the  direction  of  inflation. 

We  have  a  situation  today  where  about  99  percent  of  all  the  earning 
assets  of  the  Federal  Reserve  banks  consist  of  Government  debt — 98.6 
percent  last  week — where  something  like  60  to  60  percent  of  all  the 
public  debt  is  in  the  hands  of  banks  where  in  the  last  2  or  3  years 
something  like  67  percent  of  the  new  flotations  of  Government  debt 
have  gone  into  the  hands  of  banks.    That  is  financing  by  inflation. 
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It  is  an  inflationary  process  and  can  only  have  one  result  if  it  is  con- 
tinued. 

If  a  private  individual  keeps  spending  beyond  his  income  rigb*  t 
along,  he  sooner  or  later  goes  bankrupt.  If  he  goes  bankrupt  ra.« 
pays,  we  will  say,  for  illustration,  20  cents  on  the  dollar. 

If  a  government  keeps  spending  more  and  more  and  does  not  g&x 
the  money  from  taxation  but  gets  it  by  such  borrowing,  it  does 
not  go  bankrupt.  It  never  goes  bankrupt  so  far  as  its  own  national 
obligations  are  concerned.  It  may  as  far  as  foreign  obligations  are 
concerned.  A  government  never  pays  20  cents  on  the  dollar.  It 
just  pays  20-cent  dollars.  When  it  reaches  a  situation  of  that  kind 
it  inflates.    It  borrows  on  the  security  of  its  bonds. 

As  a  result  bank-note  and  bank-deposit  circulation  are  expanded 
on  the  security  of  these  bonds.  As  it  borrows  in  this  way  it  inflates 
and  the  currency  depreciates,  and  then  if  it  pays  in  20-cent  dollars  it 
is  just  as  bad  for  the  creditors  as  if  it  were  paying  20  cents  on  the 
dollar.  However,  in  such  a  situation  the  Government  not  only  pays 
its  own  debts  in  that  way,  but  it  authorizes  every  other  debtor  in  the 
country  to  do  so. 

In  the  United  States  the  greatest  debtors  on  long-time  accounts 
are  life- insurant*  companies,  with  over  $100,000,000,000  life  insur- 
ance ;  our  savings  banks,  our  building  and  loan  associations,  our  col- 
leges, our  universities,  our  hospitals,  and  our  public-welfare  institu- 
tions, all  these  great  public-service  institutions.  Their  invested  funds 
are  largely  in  bonds  and  mortgages. 

If  you  meet  your  fiscal  expenses  in  this  way  the  result  is  you  are 
not  passing  the  burden  on  to  the  next  generation ;  you  are  not  paying 
it  out  of  the  taxpayer's  money.  You  are  paying  it  out  of  the  endow 
ments  of  these  institutions  and  out  of  the  life-insurance  policies  of 
scores  of  millions  of  American  people. 

This  idea  that  you  are  passing  it  on  to  the  next  generation  I  think 
is  an  economic  fallacy.  Just  visualize  it  for  a  moment.  Suppose 
we  increase  our  debts  to  $100,000,000,000.  Suppose  we  pass  it  on  to 
the  next  generation,  as  it  is  said.  The  next  generation  owes  $100.- 
000,000,000  that  it  would  not  otherwise  owe.  To  whom  does  it  owe 
It?  To  the  next  generation.  The  taxpayers  of  the  next  generation 
owe  that  money  to  themselves  as  bondholders,  and  one  hand  washes 
the  other,  as  far  as  that  is  concerned.  This  generation  pays  for  the 
expenditures  of  this  generation,  in  the  main.  There  are  certain 
qualifications,  but  the  fellows  that  will  pay  for  it  in  the  main  are  the 
beneficiaries  of  these  great  public-welfare  institutions. 

Senator  Glass.  That  is  what  happened  in  Germany. 

Professor  Kemmereb.  Exactly. 

Senator  Glass.  In  other  words,  they  repudiated  all  of  their  cur- 
rency. 

Professor  Kemmerer.  I  have  here — I  think  I  mentioned  it  before — 
a  rather  striking  thing.  I  do  not  know  whether  you  gentlemen  are 
interested  in  it  or  not,  but  when  I  was  over  with  the  Dawes  com- 
mittee, I  picked  up  this  note  and  have  carried  it  ever  since  as  sort 
of  a  pocket  piece  [exhibiting  a  piece  of  German  paper  money].  This 
represents  2  billion  marks.  According  to  our  nomenclature  it  would 
be  2  trillion  marks.  It  was  worth,  when  I  got  it,  48  cents  in  American 
money,  and  it  is  worth  about  80  cents  on  our  present  gold  parity. 

Senator  Townsend.  You  mean,  the  total  amount  in  gold! 
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Professor  Kbmmeber.  At  the  rate  of  1  trillion  to  1.  These  notes 
w«re  stabilised  at  1  trillion  to  1.  At  the  value  at  which  it  was 
stabilized  it  is  worth  80  cents  in  our  present  American  gold.  At  par 
it  is  worth  800  billion  dollars.  That  would  pay,  at  par,  28  times  over 
all  of  our  national  debt.  It  would  pay  twice  over  all  of  the  debts 
owed  by  every  government  body,  every  corporation,  railroad,  private 
individual,  and-  every  institution  in  the  United  States,  and  leave  as  a 
margin  of  good  will  enough  to  pay  twenty  times  over  the  total  Allied 
debt  to  us. 

When  that  money  was  going  down  the  toboggan  slide  at  its  terrific 
rate  toward  1  trillion  to  1,  it  was  "  backed  ",  as  they  sat,  almost  con- 
tinuously by  about  100  percent  in  German  bonds  and  short-time  cer- 
tificates of  indebtedness  of  the  great  German  Empire,  and  these  Ger- 
man Government  securities  were  at  parity  practically  all  the  time. 
The  notes  were  secured  by  the  bonds  and  the  bonds  were  payable  in 
the  notes.  How  many  notes  can  you  issue  on  that  basis  !  How  many 
bonds  can  you  buy  if  you  issue  your  notes  to  buy  the  bonds  and  then 
secure  the  notes  by  the  bonds  and  make  the  bonds  payable  in  the  notes  f 
They  issued  497  quint illion,  and  then  they  stopped.  But  there  was  no 
reason  to  stop  there.  They  stabilized  at  a  trillion  to  one,  and  the 
notes  were  backed  about  100  percent  by  Government  bonds  practically 
to  the  last.  Furthermore,  at  the  end  of  December  1922 — there  was 
a  date  later  when  the  situation  was  much  worse — although  the  gold 
in  the  Beichsbank  had  been  declining  for  some  time,  if  you  took  all 
these  notes  in  circulation  and  computed  their  market  value  according 
to  the  New  York-Berlin  exchange  rate,  and  then  computed  the  gold 
reserve  in  the  Heichsbank  that  was  hack  of  them,  according  to  their 
gold  value  in  United  States  gold,  you  would  have  found  that  the  gold 
reserve  at  that  time  was  over  8  times  the  value  of  all  the  notes  in  cir- 
culation, and  at  another  time  it  was  over  13  times  that  figure. 
At  one  time  it  was  over  three  times  all  the  notes  in  circulation  and 
ail  the  deposits  in  the  big  Berlin  banks  with  their  branches  all  over 
Germany. 

Senator  Townbeno.  We  are  often  confronted  with  the  argument 
that  that  condition  could  not  happen  in  the  United  States  because 
we  have  a  large  portion  of  all  the  gold  of  the  world.  Do  you  care  to 
comment  on  that! 

Professor  Kemmeber.  I  think  the  remark  I  just  made  is  one  com- 
ment on  it.  They  had  eight  times  as  much  gold  as  they  had  notes  at 
the  current  rate. 

But  let  us  take  other  cases.  Let  us  suppose  that  when  they  had  497 
quintillioti  of  those  notes  in  circulation  they  had  a  billion  marks 
gold.  How  long  would  the  billion  marks  have  lasted  if  they  had 
made  the  notes  convertible  at  par  in  gold!  And,  on  the  other  hand, 
how  much  good  would  the  reserve  have  done  if  the  notes  were  not 
convertible;  that  is,  if  the  reserve  was  a  dead  reserve,  as  it  actually 
was!  Suppose  they  had  five  billion  in  gold.  How  long  would  that 
have  lasted! 

We  have  in  the  United  States  8%  billion  dollars  of  gold.  We  have 
gVjj  billion  dollars  of  money  of  various  kinds  in  circulation,  all  told. 
We  have,  I  think,  about.  40  billion  dollars  in  bank  deposits.  Let  us 
suppose  we  have  a  flight  from  the  dollar,  and  suppose  we  have  40' 
billion  of  bank  deposits  and  5  billions  of  money.     That  is  45  billions. 
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Suppose  we  say  we  have  9  billions  of  gold.    If  you  have  a  flight  t*™ 

the  dollar,  everybody  wants  to  get  away  from  the  dollar  and  want : 

to  get  gold.    Suppose  we  redeem  in  gold.    How  long  would  it  last- 
When  you  started  you  would  have  20-percent  gold  reserve.    At  th -. 

end  of  the  first  day  you  would  have  36  billion  dollars  of  bank  deposit-^ 
and  notes  left,  but  not  a  dollar  of  gold.    You  would  have  jumpc  ml 
from  20  percent  gold  reserve  to  zero.     If  you  did  not  pay  your  gol  -d 
out  but  just  held!  it  idle,  you  would  be  in  just  the  same  position  ats 
Germany  was.     A  gold  reserve  that  is  not  used  is  ineffective ;  and,  ■/ 
you  use  it,  it  disappears  overnight 

Senator  Glass.  That  is  what  I  have  been  saying  for  some  time. 

Senator  Couzenb.  Have  you  any  views  with  respect  to  returning 
to  the  gold  standard! 

Professor  Ktmmerer.  Yes,  I  have,  Senator.  In  the  first  place,  my 
definition  of  a  gold  standard  is  this.  Some  of  my  colleagues  do  not 
agree  with  it.  It  seems  to  me  that  a  country  is  on  the  gold  standard 
whenever  gold  is  the  standard.  In  other  words,  the  gold  standard 
exists  in  any  country  when  the  monetary  unit  in  which  exchanges  are 
made,  in  which  debts  are  contracted,  carried,  and  paid,  consists  of 
the  value  of  a  fixed  quantity  of  gold  in  a  free  gold  market.  'When 
your  actual  monetary  unit  consists  of  the  value  of  a  fixed  quantity  of 
gold  in  a  free  gold  market,  then  you  are  on  the  gold  standard,  regard- 
less of  the  mechanism  by  which  you  maintain  it  at  that  point. 

Senator  Couzens,  Do  you  mean  when  we  are  able  to  get  gold  as 
redemption  ? 

Professor  Kf.mmeker.  No;  I  have  not  said  a  word  about  redemp- 
tion or  legal  tender  or  convertibility.  The  essential  fact  is  that  the 
value  of  your  monetary  unit  shall  consist  of  the  value  of  a  fixed  quan- 
tity of  gold  in  a  free  gold  market.  So  long  as  we  maintain  the  price 
of  gold  in  this  country  at  $35  an  ounce  in  the  free  gold  markets  of  the 
world — they  are  pretty  narrow  now — we  are  on  the  gold  standard. 

We  are  on  the  gold  standard  in  this  country  now.  I  do  not  like 
the  kind  of  gold  standard  we  are  on.  It  is  not  a  statutory  gold 
standard;  it  is  an  administrative  gold  standard.  It  might  be 
scrapped  overnight  by  an  Executive  order  of  the  President  or  by 
his  exercising  any  one  of  a  number  of  powers  he  has  under  the  Thomas 
amendment.  But  as  long  as  we  maintain  our  gold  dollar  as  the  equiv- 
alent of  13.71  grains  of  pure  gold  on  the  free  markets  of  the  world,  no 
matter  how  we  do  it.  we  are  on  the  gold  standard.  So  I  would  not 
speak  about  going  back  to  the  gold  standard ;  I  would  speak  about 
going  back  to  a  statutory  gold  standard. 

Senator  Couzens.  Is  Great  Britain  on  the  gold  standard  now! 

Professor  Kemmerer.  No. 

Senator  Coczens.  But  we  are! 

Professor  Rem  merer.  We  are. 

Senator  Glash.  What  good  is  a  gold  standard  when  you  cannot 
redeem  your  currency  and  your  promises  to  pay  in  gold! 

Professor  Kemmerer.  Senator,  do  not  misunderstand  me.  I  am 
not  defending  the  kind  of  a  gold  standard  that  we  are  on  now. 
I  do  not  Iwiieve  it  is  sound.  But  convertibility  of  paper  into  gold  is  a 
mechanism,  a  means,  a  method  of  maintaining  the  gold  standard. 
There  are  u  number  of  other  methods  of  doing  it.  But  if  by  anv 
means  you  succeed  in  maintaining  the  value  of  your  paper  dollar 
at  tin;  value  of  a  specific  amount  of  gold  on  a  free  market,  it  is  .a 
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gold  standard.  Our  present  standard  is  an  exceedingly  dangerous 
form  of  gold  standard.  This  form  of  the  gold  standard  never 
existed  before. 

Senator  Glass.  It  is  an  idiotic  gold  standard.  Is  not  convertibil- 
ity of  the  very  root  and  definition  of  all  business  activity  and 
confidence? 

Professor  Kemmerer.  I  think  it  is  highly  desirable  for  the  main- 
tenance of  public  confidence  in  our  currency,  Senator.  But  I  am 
l>erfectly  willing  to  say  that  for  a  limited  period  of  time,  by  manipu- 
lation of  your  currency,  you  may  maintain  the  form  of  a  gold  stand- 
ard. But  there  is  likely  to  be  little  confidence  in  it.  It  will  not  be 
lasting.    It  is  unsatisfactory,  but  I  think  it  is  a  gold  standard. 

You  ask  what  should  be  done.  My  feeling  is  that  the  gold  stand- 
ard we  are  on  should  cease  to  be  an  administratively  maintained 
gold  standard;  that  it  should  be  made  a  statutory  gold  standard; 
that  just  as  under  the  Act  of  1900  we  were  put  on  a  definitive  gold 
standard,  we  should  have  an  act  of  that  kind  now  which  would 
declare  the  country  on  the  gold  standard  at  the  present  unit  of  value. 
It  would  impose  upon  the  Secretary  of  the  Treasury  the  obligation 
of  maintaining  all  the  currency  at  parity  with  gold  and  maintaining 
redemption  in  gold  bars  on  demand  as  a  statutory  requirement.  I 
am  willing  to  go  to  the  gold-bullion  standard  with  convertibility  in 
gold  bars.  I  think  we  should  do  that  and  make  it  a  statutory  gold 
standard  on  a  gold-bullion  basis,  and  we  should  take  the  initiative  in 
trying  to  get  England  and  the  other  countries  of  Europe,  including 
the  gold  bloc,  to  get  together  and  internationally  agree  on  such  a 
oasis :  and  I  do  not  think  that  you  are  going  to  get  confidence  re- 
stored in  business  or  any  enduring  forward  movement  until  you  do 
that  very  thing. 

Senator  Coczrns.  When  you  say  u  get  together  ".  Professor,  you 
mean  that  each  country  would  fix  the  number  of  grains  of  gold  in 
its  monetary  unit! 

Professor  Kekmerek.  Yes.  We  cannot  dictate  to  the  others,  but 
we  should  cooperate  with  them.  If  some  of  the  gold  bloc  feel  that 
they  must  make  a  certain  reduction  to  bring  them  down  into  har- 
mony with  the  others  that  have  gone  off  gold,  all  well  and  good. 
Others  may  feel  that  the  better  thing  is  to  wait,  and  by  waiting  they 
will  get  the  necessary  world  convertibility  price  adjustments  and  that 
it  will  be  less  harmful  to  do  that  than  to  change.  But  I  think  it  is  a 
matter  of  getting  an  international  agreement  by  international  co- 
operation to  restore  definite  gold  values  and  then  to  maintain  them 
by  cooperation  as  far  as  we  can. 

Senator  Couzens.  Yon  are  not  so  much  concerned  about  the  grains 
of  gold  contained  in  the  monetary  standard  unit  than  that  it  be  fixed? 
Professor  Kemmerer.  Yes]  but  I  would  certainly  not  reduce  it 
any  further.  I  think  it  is  hopeless  for  us  to  try  to  go  back  to  the  old 
gold  parity.  In  our  case  I  would  stabilize  where  we  are;  and  I  think 
if  England  would  stabilize  approximately  where  she  is  so  that  we 
sould  again  have  the  old  relationship  between  the  pound  and  the 
dollar  it  would  be  desirable. 

Senator  Coozens.  Do  you  think  that  France  should  stabilize  at 
the  same  content  of  her  franc  that  she  now  has? 

Professor  Kemmekhr.  That  is  a  debatable  question.  France  suf- 
fered terrifically  from  inflation,  and  a  great  mass  of  the  people  of 
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France  are  opposed  to  inflation.  They  are  fearful  of  it.  In  fact— z^ 
all  the  countries  that  have  gone  through  it  recently  are  afraid— B 
It  is  only  those  that  have  not  gone  through  with  it  recently  that  ar^B 
playing  with  It  that  are  not  afraid.  Public  sentiment  in  France  i^s 
very  strongly  against  further  devaluation.  If  the  world  goes  bacUw 
to  gold  and  we  get  an  effective  stabilization  and  gold  is  pulled  out  oiff 
the  hoards  and  is  put  back  into  active  use  and  begins  to  move,  price^s 
in  gold-standard  countries  are  going  to  move  up.  The  great  troubles 
now  is  not  that  there  is  not  enough  of  it,  but  that  it  is  being  hoarded. 
Senator  Couzens.  Hoarded  by  governments} 

Professor  Kemmeheh.  Hoarded  by  governments  and  by  private 
individuals  and  by  central  banks.  The  leading  countries  of  the 
world,  most  of  which  are  off  the  gold  standard,  have  something 
like  25  percent  more  gold  than  they  had  in  the  maximum  days  of  the 
gold  standard. 

Senator  Glass.  What  was  the  necessity  of  this  Government  going 
off  the  gold  standard? 

Professor  Kemmerkk.  It  was  not  necessary  at  all.  Most  of  the 
countries  that  are  off  the  gold  standard  have  more  gold  than  when 
they  were  on.  It  is  not  a  question  of  the  world's  not  having  enough 
gold,  but  the  fact  that  the  whole  world  is  hoarding  gold.  We  have 
more  than  twice  as  much  gold  in  terms  of  dollars  as  we  had 
when  we  were  on  the  gold  coin  standard  before  the  depression. 
England  has  a  great  deal  more  than  she  had  before  she  went  off 
the  gold  standard,  and  the  same  is  true  of  most  other  advanced 
countries.  As  soon  as  confidence  is  restored  you  are  going  to  have  a 
great  rise  of  prices  in  gold-standard  countries  without  any  further 
devaluation.  If  the  world  would  go  back  to  the  gold  standard  the 
prices  in  France  would  rise  very  decidedly,  even  if  she  did  not 
devaluate.  Every  day  that  France  waits  these  price  adjustments 
take  place.     They  tend  to  bring  her  back  into  equilibrium. 

Senator  Couzens.  Would  you  say  that  in  the  state  of  the  public 
mind  as  you  understand  it,  it  would  lie  safe  for  the  United  States  to 
remove  its  embargo  on  gold  ? 

Professor  Kemmeheh.  Yes.     Well,  perhaps  that  was  too  hasty. 
Senator  Couzens.  It  did  sound  hasty. 

Professor  Kbhmeber.  I  would  say  this.  Senator,  If  the  President 
of  the  United  States  would  make  a  declaration  that  we  are  going 
to  have  no  further  reduction  in  the  gold  content  of  the  dollar  under 
the  provisions  of  the  existing  law,  if  Congress  would  pass  an  act 
definitely  fixing  the  gold  content  of  the  dollar  at  oft  cents,  and  the 
President  would  declare  it  the  policy  of  this  Government,  as  it  was 
declared  in  1900,  to  use  all  the  resources  of  this  country  to  return  to 
a  statutory  gold  standard  and  to  make  that  gold  standard  effective, 
and  if  at  the  same  time  we  should  adopt  vigorous  measures  looking 
toward  economy  and  a  balancing  of  the  Budget  at  the  earliest  possi- 
ble date,  I  believe  you  would  have  such  a  restoration  of  confidence 
in  this  country,  such  a  forward  movement,  that  nothing  could  stop  it 
Gold  is  moving  into  this  country,  not  out.  Gobi  is  worth  more  here 
than  it  is  in  almost  any  other  country  in  the  world,  because  our 
commodity  prices  have  not  risen  sufficiently  to  take  up  the  slack 
created  by  the  reduction  in  the  gold  content  of  the  dollar,  and  gold 
is  likely  to  move  into  this  country  for  a  considerable  time  to  come. 
If  confidence  were  restored  these  velocities  which  are  so  low  now 
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would  move  up  toward  normal,  and  prices  would  move  up,  and  thf 
draining  of  gold  from  other  countries  to  this  country  would  tend  to 
stop;  and  the  minute  you  have  international  cooperation  with  a 
restoration  of  confidence  there  would  be  no  danger  about  our  letting 
gold  go  out  freely.  Wo  have  got  by  far  the  largest  percentage  of 
the  world's  supply  of  monetary  gold  of  any  country  in  the  world 
and  we  owe  foreigners  practically  nothing,  They  would  have  no  call 
on  us  for  any  substantial  amount.  The  only  thing  that  would  make 
it  go  out  of  this  country  is  lack  of  confidence  and  a  flight  from  the 
dollar. 

Senator  Couzens.  You  do  not  think  they  would  take  our  present 
dollar  and  convert  it  into  gold  if  it  was  free? 

Professor  Kehherer.  No,  sir.  If  the  public  keeps  scared  and  we 
have  prospects  of  further  inflation  and  you  get  this  flight  from 
the  dollar  that  we  were  talking  of  a  little  while  ago,  everybody  that 
can  get  gold  will  want  to  hoard  it  and  many  who  can  get  it  out  of  the 
country  will  want  to  get  it  out.  Bat  the  minute  you  restore  confU 
•dence,  the  gold  would  move  in  the  other  direction. 

Senator  Cotjzenb.  So  your  answer  is  not  exactly  "  Yes  ",  consid' 
ering  the  state  of  the  public  mind  at  the  present  time! 

Professor  Kemmerbr.  That  is  correct.  It  is  a  qualified  state- 
ment— if  you  will  do  those  things;  yes.  ..' 

Senator  Couzens.  If  the  condition  of  the  public  mind  changed, 
your  answer  would  be  *  Yes"! 

Professor  Kemherer.  Yes;  and  you  can  change  the  public  mind 
if  you  do  the  several  things  that  I  am  talking  about. 

Senator  Glass.  Has  the  public  any  mind  on  the  subjeotJ. 

Professor  Kehherer.  I  think  a  good  deal  of  this  is  down  rather 
below  the  cerebrum- 
Senator  Couzens.  I  will  ask  this  question,  in  view  of  what  Senator 
Glass  has  said  about  the  public  mind.  When  you  speak  of  a  return 
of  confidence,  you  mean  confidence  on  the  part  of  what  section  or 
what  portion  of  the  public? 

Professor  Kemmerer.  I  think  that  as  long  as  we  remain  in  a  cap- 
italistic country  you  are  not  going  to  get  any  safe,  sane,  and  endur- 
ing forward  movement  until  you  inspire  confidence  on  the  part  of 
the  financial,  business,  and  industrial  leaders  of  the  country,  upon 
whose  initiative  alone  you  must  depend  for  any  forward  movement. 
It  is  not  the  mass  of  the  people;  it  is  the  people  upon  whose  initiative 
you  must  depend,  and  they  are  the  ones  that  are  scared.  The  masses 
are  not  half  as  much  scared  as  the  people  upon  whose  initiative  you 
must  depend  to  get  ahead. 

Senator  Codzens.  Do  you  believe  if  public  confidence  were  re- 
stored to  that  section  of  the  public  to  which  you  have  just  referred 
that  labor  in  its  present  unsettled  and  discontented  state  of  mind 
would  be  satisfied  to  go  along! 

Professor  Kehherer.  I  think  you  would  have  a  return  of  pros- 
perity, and  with  returning  prosperity  I  think  labor  would  be  a  good 
deal  better  off  than  it  is  going  to  be  under  a  continuation  of  the  pres- 
ent situation,  under  which  I  think  labor  will  become  increasingly 
dissatisfied,  because  if  we  do  not  turn  right  about  face  very  soon  we 
are  going  to  have  a  rapidly  increasing  inflation — that  is,  higher 
prices.  We  are  going  to  have  a  greatly  increased  cost  of  living  in  the 
next  few  years,  and  as  the  cost  of  living  goes  up  you  gj&  Wo  \SnMg.*. 
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You  get  consumers'  strikes,  particularly  on  the  part  of  the  women — 
folk — and  I  think  we  are  beginning  to  get  them  now,  and  you  are=» 
going  to  get  them  on  a  larger  scale — and  you  get  labor  strikes  oi~» 
the  part  of  labor  because  they  see  the  cost  of  living  going  up  more? 
rapidly  than  their  wages  and  they  become  increasingly  discontented. 
So  I  think  you  are  going  to  have  more  labor  strikes  and  more  con- 
sumers' strikes  under  this  inflation  plan  than  on  the  other  plan. 

That  has  been  the  experience  of  Europe.  I  think  if  you  will  study 
the  recent  inflation  experiences  of  the  countries  of  Europe  you  will 
find  one  outstanding  thing,  and  that  is  that  in  every  country  the  class 
of  people  that  has  suffered  the  most  has  been  the  great  middle  class. 
The  upper  class  came  out  fairly  well,  while  the  lowest  class,  the 
unskilled- labor  class,  did  not  suffer  very  much  even  in  Germany. 
But  skilled  labor  and  other  members  of  the  great  middle  class  were 
the  ones  that  suffered  most.  I  think  that  will  happen  in  this  country. 
I  think  the  class  of  people  in  this  country  that  will  suffer  the  most  is 
the  great  middle  class,  which  is  the  very  bulwark  of  our  institutions. 

Senator  Couzens.  Have  you  given  any  thought  and  consideration 
to  the  ability  to  use  labor  under  our  capitalistic  mass  production 
processes  ? 

Professor  Kemmekeb.  Only  as  a  general  economist.  My  attention 
has  been  directed  lately  in  the  field  of  currency,  banking,  and  inter- 
national finance.  That  subject  of  labor  I  have  left  to  my  labor  col- 
leagues who  have  been  specializing  in  that  particular  field.  I  could 
not  qualify  as  an  expert  on  that  subject. 

Senator  Glass.  Are  there  any  other  questions?  We  are  very  much 
obliged  to  you. 

Senator  Townsbnd.  So  say  we  all. 

Senator  Glass.  It  has  been  an  intellectual  treat  to  me. 

(Whereupon,  at  8  p.  m..  the  subcommittee  adjourned  until  to- 
morrow. Tuesday,  May  14, 1935,  at  10 :  30  a.  m.) 
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tuesday,  ma*  14,  1935 

United  States  Senate, 
if  mittee  of  the  committee  on  banking  and  currency, 

Washington,  D.  G. 
subcommittee  met,  pursuant  to  adjournment  on  yesterday,  at 
i.  m.,  in  room  301  Senate  OfficB  Building,  Senator  Carter  Glass 
mg. 

ient:  Senators  Glass  (chairman  of  the  subcommittee),  Bulkley, 
iend,  and  Couzens. 

itor  Glass.  The  committee  will  come  to  order.  We  will  first 
ir.  Heimann  of  the  National  Association  of  Credit  Men.  Mr. 
.nn,  will  you  be  good  enough  to  give  to  the  committee  reporter 
ame  and  occupation? 

tMEHT  OF  HENRY  H.  HEIMANN,  EXECUTIVE  MANAGER  OF 
!  NATIONAL  ASSOCIATION   OF  CREDIT  MEN,   NEW  TORE 

r,  n.  y. 

Heimann.  Mr.  Chairman,  my  name  is  Henry  H.  Heimann. 
sidence  is  Niles,  Mich.  My  office  is  in  New  York  City.  My 
m  is  that  of  executive  manager  of  the  National  Association  of 

Men. 

itor  Glass.  Mr.  Heimann,  we  have  the  proposed  bank  bill, 
5,  and  we  are  trying  to  get  the  reaction  of  the  banking  and  busi- 
ublic  to  the  provisions  of  the  bill.  Recalling  that  in  1913  the 
■al  Association  of  Credit  Men  were  of  infinite  help  to  those  of 
3  fabricated  the  Federal  Reserve  Act,  I  thought  it  would  be 
)le  to  hear  from  your  association,  and  would  be  glad  if  you  would 
omething  to  say  on  the  subject. 

Heimann.  Senator  Glass,  I  should  like  at  the  start,  if  I  may, 
1  a  general  statement,  following  which  I  will  make  comments 

bill. 

itor  Glass.  Very  well. 

Heimann.  The  views  I  am  going  to  present  reflect  the  opinions 
greater  part  of  the  membership  of  the  National  Association  of 

Men,  of  which  organization  I  am  executive  manager.  The 
tal  Association  of  Credit  Men  is  a  non-profit-making  organiza- 
mposed  of  some  18,000  wholesalers,  jobbers,  and  manufacturers 
ive  representation  in  our  organization  through  their  credit  ex- 
is.  Our  organization  devotes  its  interest  exclusively  to  whole- 
lanufac  hiring,  and  banking  credit,  as  distinguished  from  retail 
miner  credit. 

organization  is  38  years  old  and  has  at  all  times  been  vitally 
ted  in  legislation  affecting  receivables  and  banking.    Our  in- 
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terest  does  not  lie  in  the  direction  of  any  one  group.  We  have  no 
iron  in  the  fire.  Our  interest  is  solely  a  desire  to  secure  a  foundation 
of  sound  banking  legislation  upon  which  proper  banking  can  be  de- 
veloped, and,  consequently,  sound  credit  practices  and  principles 
assured,  since  banking  is  the  basis  of  industrial  credit.  We  were  voir 
much  interested  and  very  active  in  the  enactment  of  the  origin*! 
Federal  Reserve  Act,  and  have  since  followed  it  very  closely  in  all  of 
its  amendments. 

To  further  provide  you  with  the  facts  that  will  enable  you  to 
appraise  the  representation  I  bespeak,  may  I  advise  that  the  organiza- 
tion is  composed  of  125  affiliated  local  organizations  in  the  pnndpil 
cities  of  the  United  States.  These  local  offices  have  local  autonomy 
and  the  national  office  coordinates,  supervises,  and  in  some  measure 
directs  the  local  organizations. 

In  giving  consideration  to  the  Banking  Act  of  1935,  our  organiza- 
tion has  in  recent  months  made  a  careful  study  in  all  of  its  local  unite 
of  the  pending  bill.  This  has  been  done  through  a  series  of  monthly 
meetings  on  the  subject,  by  activity  of  our  local  legislative  committee, 
and  distribution  to  the  general  membership  of  pertinent  material  on 
both  sides  of  the  question.  The  opinions  I  will  express  reflect  those  of 
our  organization  wholly  divorced  from  any  personal  or  selfish  interest. 
They  are  the  result  of  careful  consideration  of  both  the  views  of  those 
sponsoring  and  those  opposing  the  pending  bill. 

I  would  like  to  add  that  we  do  not  conduct  what  is  normally  known 
as  a  referendum,  to  get  the  views  of  the  18,000  of  our  members,  in  the 
sense  that  each  individual  member  is  asked  his  opinion.  We  have 
what  is  called  an  economic  credit  council  in  each  local  association. 
This  council  is  composed  of  several  key  men  in  the  local  organization 
who  are  chosen  for  their  ability  to  reflect  the  views  and  opinions  of 
their  local  group.  Thus  we  axe  able  to  get  a  quick  and  relatively 
complete  survey  of  the  thought  and  opinion  of  our  membership. 

A  current  survey  through  these  councils  indicates  that  in  general 
about  75  percent  of  our  membership  is  opposed  to  the  bill,  while  25 
percent  is  generally  favorable  to  it.  Therefore,  it  becomes  my 
mandate  to  reflect  general  opposition  to  the  bill. 

Senator  Townbend.  Might  I  interrupt  you  right  there  to  ask  il 
you  are  speaking  of  the  titleB  in  the  bill,  I,  II,  and  III,  or  to  the 
whole  bill? 

Mr.  Heimann.  I  am  speaking  to  titles  I  and  II.  There  is  more 
opposition  to  title  I  but  not  quite  as  severe  opposition  as  there  is 
to  title  II.     But  as  to  title  III  there  is  no  opposition. 

Senator  Townbend.  All  right. 

Mr.  Heimann.  I  have  broken  down  the  views  of  our  members  by 
sections  of  the  country.  In  the  country  west  of  the  Mississippi,  in 
general,  I  find  that  the  proportion  of  those  voting  is  about  2  unfavor- 
able  to  1  favorable  to  the  bill.  The  country  east  of  the  Mississippi 
is  more  generally  unfavorable  to  the  bill  and  thus  brings  the  ratio 
for  our  association  down  to  1  out  of  4  favorable  to  the  bill.  In 
breaking  down  the  tabulation  by  industrial  groups,  such  as  whole- 
Baling,  manufacturing,  and  banking  firms,  I  find  that  there  is  no  con- 
siderable difference  of  opinion  among  the  various  industries.  Of 
course,  there  is  a  certain  percentage  of  our  membership  consisting  of 
cre<lit  executives  of  banking  institutions  and  their  views  may  be  said 
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eo  register  slightly  greater  opposition  to  the  pending  hill  than  the 
average. 

Let  me  say  that  we  have  been  particularly  anxious  to  have  our 
members  receive  the  administration's  point  of  view,  since  we  wish  to 
enter  an  appraisal  of  this  nature  with  an  open  mind. 

Senator  Glass.  Right  there,  as  to  the  administrations'  point  of 
view:  This  bill  is  frequently,  more  frequently  than  otherwise,  spoken 
of  as  the  ''administration  bill."     It  is  Governor  Eccles'  bill. 

Mr.  Heimann.  I  might  more  properly  say  then,  Senator  Glass,  that 
we  are  particularly  anxious  to  present  our  opposition  to  the  point  of 
view  of  the  Governor  of  the  Federal  Reserve  Board. 

Senator  Glass.  A  little  more  than  10  days  ago  the  President  had 
not  read  a  word  of  it. 

Mr.  Heimann.  I  think  I  shall  clear  that  up  later,  Senator  Glass,  if 
I  may. 

Senator  Glass.  You  may  proceed. 

Mr.  Heimann.  To  this  end  I  secured  summaries  of  the  testimony 
of  the  Governor  of  the  Federal  Reserve  Board,  which  in  turn  were 
given  to  our  council  members.  For  this,  as  well  as  other  very  generous 
cooperation  by  the  Governor,  we  are  very  grateful. 

Although  we  do  not  register  serious  objection  to  title  I  of  the  bill, 
we  do  wisn  to  make  certain  observations  as  to  the  subject  matter  of 
this  section.  The  membership  of  the  National  Association  of  Credit 
Men  feels  that  Federal  deposit  insurance  or  any  other  type  of  banking 
insurance  should  be  limited  to  emergency  periods.  We  are  convinced 
that  the  insurance  of  bank  deposits  in  a  critical  situation  such  as  we 
have  faced,  and  to  some  extent  are  continuing  to  face,  restores 
confidence  and  returns  funds  from  hoarding. 

The  psychological  as  well  as  the  practical  effect  counter-balances 
the  dangerous  precedent  of  seeking  to  accomplish  through  legislation 
a  protection  that  heretofore  has  only  been  realized  through  sound 
management.  We  feel,  however,  that,  over  a  long-range  period  of 
time,  Dank  deposit  insurance  will  retard  rather  than  promote  sound 
bank  management.  Theoretically  the  exercise  of  great  care  and 
prudence  in  the  issuance  of  bank  charters  to  competent  people  would 
vitiate  the  possible  danger  of  inexperienced  and  incompetent  manage- 
ment being  attracted  to  the  banking  field  due  to  universal  deposit 
insurance.  In  practice,  we  fear,  discriminatory  judgment  will 
frequently  be  scuttled  by  political  or  personal  influence. 

The  average  bank  offers  its  depositors  protection  by  way  of  sound 
management.  That  is  primary.  Sound  management  is  appraised 
upon  the  basis  of  the  bank's  performance.  With  deposit  insurance, 
performance  as  indicated  by  sound  management  might  become 
secondary  in  the  minds  of  many  depositors.  We  would,  therefore, 
express  the  view  that  title  I  should  not  necessarily  accept  bank 
insurance  as  a  permanent  part  of  our  national  economics.  As  an 
emergency  measure  we  recommend  its  continuation.  We  are  wholly 
unconvinced  that  any  experience  thus  far  with  respect  to  the  in- 
surance fund  has  any  material  significance.  Presumably,  at  least, 
when  the  banks  were  reopened  and  qualified  for  F.  D.  I.  C,  their 
capital  was  intact.  Assuming  competent  audits,  and  we  have  no 
mason  to  doubt  these  audits,  the  banks  which  qualified  had  their 
capital  structures  in  excellent  shape,  even  though  they  may  have  been 
iugmented  by  Government  subscriptions.    This  being  true,  the  first 
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ytar  'a  experience  could  scarcely  be  said  to  have  any  bearing  upon  the 
soundness  or  unsoundness  of  a  Federal  deposit  insurance  plan  sums 
during  the  first  year  there  was  scarcely  any  risk  assumed. 

We  know  from  our  own  experience  that  if  a  man  enters  the  manu- 
facturing business  with  a  paid-in  capital  of  a  reasonable  amount  and 
a  clean  balance  sheet,  it  is  very  unlikely  that  he  could  dissipate  that 
capital  to  the  point  of  insolvency  during  the  first  or  second  year  of 
his  operations  unless  his  venture  was  an  unusually  hazardous  under- 
taking. 

Because  a  man  who  owns  a  new  automobile  does  not  have  any  tin 
trouble  in  the  first  thousand  miles  of  driving,  it  would  be  ridiculou, 
we  believe,  to  assume  that  there  would  be  no  trouble  of  consequence 
in  the  mileage  to  come.  In  other  words,  we  feel  that  the  risk  that  hat 
been  taken  m  the  first  year  of  F.  D.  I.  C.  has  not  been  a  normal  risk, 
that  the  real  test  of  the  soundness  or  unsoundness  of  F.  D.  I.  C.  can 
only  be  appraised  after  the  experience  of  a  normal  risk. 

Secondly,  we  feel  that  with  Government  securities  forming  so  large 
a  portion  of  the  banks'  portfolios,  F.  D.  I.  C.  bank  insurance  to  a 
degree  is  self-insurance.  And  we  know  from  our  experience  that  self- 
insurance  in  only  rare  cases  is  real  protection. 

Assume  that  Government  bonds  were  to  depreciate  and  that 
liquidation  of  bank  assets  became  necessary.  The  very  drop  in 
Government  securities  would  cut  two  ways.  First  it  would  call  upon 
the  F.  D.  I.  C.  to  assume  heavy  losses  in  case  the  decline  in  value  of 
the  Government  bond  portfolio  of  a  large  number  of  the  banks  wen 
such  as,  under  certain  necessitous  liquidation,  to  cause  these  banks  to 
close.  The  loss  in  that  case  would  be  occasioned  by  the  necessary 
payment  in  full  to  depositors  who  had  suffered  by  reason  of  the  bank* 
closing.  Secondly,  it  might  start  a  vicious  spiral  in  which  each 
succeeding  loss  would  have  the  effect  of  further  depressing  Govern- 
ment bond  prices.  This  would  be  brought  about  by  the  Government 
finding  it  necessary  to  come  to  the  rescue  of  the  F.  D.  I.  C.  when  its 
reserves  were  depleted.  Such  help  might  involve  further  Govern- 
ment issues  to  be  distributed  in  a  falling  market. 

It  might  well  therefore  be  asked,  To  what  extent  are  the  depositor! 
really  covered? 

We  merely  submit  that  these  observations  be  seriously  considered 
when  attempting  a  permanent  insurance  program.  Finally,  with 
respect  to  title  I,  even  though  we  feel  the  reserves  may  be  inadequate, 
we  recognize  that  a  charge  of  one-eighth  of  1  percent  of  total  deposits 
upon  the  banks  in  these  days  of  "profitless  prosperity"  for  banks  mar 
well  spell  the  difference  between  an  earning  and  a  loss  for  the  insured 
bank.  Our  minds  are  not  closed  to  the  permanent  plan  of  deposit 
insurance,  but  we  believe  if  permanent  legislation  is  desirable,  better 
conclusions  will  be  reached  after  several  years  of  experience  with  a 
deposit-insurance  plan. 

With  respect  to  certain  other  provisions  of  title  I,  we  offer  no  com- 
ment merely  because  they  are  problems  that  can  best  be  answered  bl 
the  industry.  We  do,  however,  register  a  strong  conviction  that  all 
banks  should  be  members  of  the  Federal  Reserve  System. 

It  is  our  conviction  that  title  II  of  the  present  banking  bill  proceeds 
on  the  theory  that  it  is  possible  to  meet  situations  such  as  arose  from 
the  World  War  and  its  consequent  aftermath.    To  simply  accept  the 
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inevitable  and  say  that  nothing  can  be  done  to  help  soften  the  blown 
would,  of  course,  be  self-indictment.  The  point  we  wish  to  make, 
however,  is  that  in  our  opinion  no  banking  system  of  any  kind  could 
have  functioned  in  such  a  manner  as  to  have  prevented  the  entire 
avoidance  of  some  of  the  abuses  found  both  in  the  very  conflict  itself 
and  in  its  aftermath. 

We  believe  that  wide  powers  and  unusual  controls  are  really  types  . 
of  banking  legislation  which  should  be  legislated  in  an  emergency 
period  or,  if  now  passed,  limited  in  use  to  such  critical  situations.  It 
is  our  impression  that  title  II  of  the  present  bill  proceeds  on  the  theory 
that  we  shall  always  have  these  present  unusual  situations  with  us. 
We  do  not  believe  this  to  be  a  proper  basis  of  assumption.  We  believe 
it  more  essential  that  a  permanent  pattern  of  banking  legislation  be 
drafted  that  will  in  its  major  part  deal  with  sound  banking  as  it  exists 
in  what  might  be  termed  fairly  normal  conditions. 

We  are  vitally  interested  in  the  promotion  of  sound  credit  practices 
and  the  free  circulation  of  credit  in  this  Nation.  It  may  be  stated 
that  some  of  the  provisions  of  title  II  would  develop  and  make  avail- 
able to  industry  and  agriculture  tremendous  credit  reserves.  The- 
oretically, we  accept  this,  but  we  doubt  that  sound  credit  would  ensue. 
Credit  is  earned,  not  legislated.  Credit  arises  out  of  commercial 
activities  and  not  out  of  legislation.  Only  to  the  extent  that  we  have 
■  sound  reservoir  of  credit  available  can  legislation  borrow  from  it. 
All  other  legislation  tending  to  create  credit  is,  in  fact,  creating  coun- 
terfeit credit,  which  will  not  be  redeemed.  Such  would  be  a  return  to 
the  situation  that  confronted  us  in  1927,  192S,  and  1929. 

At  no  time,  in  opposing  the  bill,  have  our  views  been  tempered  in 
tny  way  by  a  poor  appraisal  of  those  who  might  presently  be  charged 
with  the  administration  of  the  bill.  Quite  the  contrary.  We  confine 
our  observations  wholly  to  the  bill  because  we  know  of  the  successful 
business  operation  of  some  of  those  who  are  sponsoring  this  legislation. 

In  respect  to  title  II,  we  feel  that  central  bank  history  warns  of 
the  dangers  of  legislation  as  proposed  in  this  section.  This  conclusion 
is  basedupon  the  thought  that  the  banking  system,  though  it  should 
closely  cooperate  with  the  Government,  should  not  be  govermneu tally 
controlled.  Among  the  objectives  of  a  central  banking  institution  is 
the  direction  of  credit  for  industry  and  agriculture.  But  when  the 
central  bank  is  too  much  a  part  of  the  Government,  this  objective 
has  too  often  been  made  subservient  to  the  Government's  fiscal 
requirements.  We  know  that  some  of  the  disastrous  inflation  that 
has  occurred  in  Europe  has  been  due  to  governmental  control  of 
central  banking  institutions.  The  most  successful  central  bank  now 
in  operation  does  not  have  such  governmental  control  as  is  proposed 
in  title  II  of  the  pending  bill.  Its  stock  is  privately  owned;  its 
directors  are  privately  selected.  Though  it  cooperates  closely,  it  is 
independent  of  the  Government. 

And  might  I  add,  outside  of  my  prepared  paper,  that  it  has  earned 
that  cooperation  from  the  Government,  and  the  Government  in  turn 
has  earned  that  cooperation  from  the  central  bank. 

As  a  Nation  we  are  still  in  our  young  manhood  with  respect  to 
hanking  experience.  The  traditional  policies  of  close  cooperation 
with  government,  irrespective  of  politics  have  evolved  in  England 
through  the  space  of  almost  three  centuries.  In  about  half  of  the 
same  period,  this  Nation  has  seen  political  influences  frequently, 
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though  not  intentionally,  placed  ahead  of  sound  Government  needs. 
That  is-  not  aaid  critically,  being  merely  an  expression  of  historical 
observation.  Such  political  expediencies  might  easily  lead  to  dan- 
gerous situations  with  banking  legislation  such  as  is  proposed  in 
title  II.  Our  views,  however,  are  dissociated  from  the  matter  of 
personnel  or  administration. 

Let  us  consider  the  present  Federal  Reserve  Act.  We  do  not  main- 
tain that  it  could  not  be  improved.  But  we  do  believe  the  whols 
problem  is  one  that  should  be  carefully  studied  and  that  Legislation 
should  result  from  recommendations  arising  from  such  a  careful 
analysis  and  investigation.  We  believe  the  Dunking  needs  and  the 
sound  credit  needs  of  the  country  could  best  be  fulfilled  after  the 
requirements  were  carefully  surveyed  by  an  independent  authority. 

We  do  not  contend  that  those  who  are  sponsoring  the  present  bill 
have  not  made  such  a  study.  Quite  the  contrary.  We  know  they 
have  done  so,  and  we  believe  they  have  sincerely  and  conscientiously 
given  it  their  best  thought,  but  we  believe  an  issue  as  vital  to  tbi 
prosperity  of  the  Nation  as  banking  should  be  studied  from  all 
points  of  view  and  should  have  a  wider  diversification  of  critical 
analysis. 

Having  no  iron  in  the  fire,  and  merely  being  interested  in  the  pro- 
motion of  sound  banking,  we  submit  that  the  best  evidence  of  our 
sincerity  is  that  we  would  recommend  the  study  of  our  banking  and 
credit  needs  by  a  commission  which  would  be  under  obligation  to 
make  a  report  at  the  conclusion  of  a  definite  period  of  time,  preferably 
not  over  2  years,  and  within  a  year  if  possible.  This  would  call  for 
intensive  work.  But  we  suggest  this  limited  tenure  because  it  would 
remove  tke  argument  that  those  who  are  suggesting  a  study  an 
merely  hoping  that  such  action  will  delay  and  eventually  defeat  the 
present  bill. 

We  behove  the  present  situation  in  the  banking  field  is  relatively 
not  critical,  that  there  is  no  conflagration  in  the  banking  world,  and 
we  feel  very  definitely  that  delay  would  not  be  harmful. 

In  considering  the  criticism  of  the  Federal  Reserve  System,  let  us 
recall  the  effect  of  Government  influence  on  banking  as  we  have 
experienced  it  in  the  past  20  years.  Any  criticism  of  the  present  act 
should  be  directed  toward  the  fact  that  it  has  been  rather  a  matter  of 
administration  than  a  matter  of  the  particular  system  that  might  bo 
subject  to  criticism. 

In  the  period  of  1921  and  1922,  for  instance,  one  of  the  reasons  for 
the  difficulties  at  that  time  may  be  linked  to  the  pressure  of  the  Treas- 
ury Department  exercising  the  restraint  on  the  Federal  Reserve 
Board  until  such  time  as  it  could  get  its  victory  and  liberty  loans  out 
of  the  way.  Again  in  1927,  1928,  and  1929  there  was  a  choice  be- 
tween necessary  liquidation  policies  or  a  continuation  of  those 
policies  that  brought  on  the  so-called  "prosperity"  of  those  yean- 
The  latter  won,  to  our  eventual  great  discomfort.  This  illustrates 
our  point  that  it  is  not  a  matter  of  which  party  is  in  control.  Sub- 
stantially any  party  in  power  is  apt  to  adopt  politically  expedient 
measures  when  conditions  become  critical.  Under  the  pending  bill 
there  is  a  possibility  of  the  abuse  of  centralized  powers.  It  does  not 
necessarily  follow  that  because  centralization  of  power  in  other  nations 
has  led  to  abuses,  such  centralization  would  be  abused  here.  But 
we  ask,  why  subject  ourselves  to  the  possibility? 
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We  feel  that  the  proposed  method  of  conducting  open-market  opera- 
ions,  as  well  as  the  entire  open-market-operation  policy,  is  fraught  with 
langer.  We  feel  that  the  centralization  of  open-market  operations 
ails  to  insure  proper  restraints.  We  know  that  open-market  opera- 
ions  in  the  past,  through  certain  European  central  banks,  have  led 
o  enormous  difficulties,  notably  in  France  and  Germany.  Even 
rhen  limitations  have  been  sought  with  respect  to  the  central  banks' 
mrchase  of  Government  bonds,  these  limitations  have  been  violated 
>y  subsequent  widening  until  eventually  a  serious  crisis  has  resulted. 

The  present  Federal  Reserve  System  calls  for  balanced  representa- 
ion  composed  of  industry,  agriculture,  banking,  and  the  Government. 
Che  proposed  act  may  or  may  not  represent  a  balanced  organization 
wringing  in  all  points  of  view.  It  is  felt  that  the  composition  of  the 
)pen  Market  Committee,  as  provided  in  the  bill,  would  destroy  the 
hecks  against  unsound  Government  operations.  While  we  realize 
hat  no  such  operations  may  be  contemplated  at  this  time,  it  is 
ssential  that  legislation  be  more  forward  looking.  In  this  respect  it 
i  important  to  know  that  the  open-market  operations  are  limited  in 
ither  central  banking  authorities  in  foreign  countries,  particularly 
o  under  the  recent  German  and  French  laws,  because  of  their 
xperiences  in  the  previous  decade. 

We  agree  that  there  should  be  no  division  of  banking  functions. 
Certain  central  banking  functions  have  recently  been  lodged  in  the 
I'reasury  Department  under  the  Gold  Reserve  Act  of  1934.  Under 
he  Thomas  amendment  the  President  also  has  certain  rights  which 
le  may  exercise.  The  power  of  open-market  operations,  as  it  is 
imposed  to  concentrate  them  in  the  pending  act,  we  believe  to  be 
lighly  dangerous.  Central  banking  policies  have  an  influence  on 
tusiness  activity,  but  they  by  no  means  control  it.  On  the  other 
land,  we  feel  that  Government  credit  should  seek  its  normal  level. 
ndustrial  and  commercial  credit  is  to  a  large  extent  restricted  when 
Government  deficits  absorb  so  large  a  part  of  credit  needs.  The 
estriction  arises  out  of  a  lack  of  confidence. 

We  do  not  believe  that  the  real-estate  provisions  are  consonant 
nth  banking  traditions.  We  believe  they  will  lead  to  dangers  and 
limculties.  We  feel  that  on  educational  campaign  to  develop  more 
ommercial  paper  through  wider  use  of  trade  acceptances  and  other 
ommercial  instruments  might  well  develop  a  volume  of  self-liquidat- 
og  paper  that  would  be  helpful  to  the  present  banking  situation  and 
rould  help  insure  liquidity  of  commercial  banks  in  the  future. 

The  real-estate  provisions  are  based  upon  an  assumption  that  a 
trge  volume  of  commercial  instruments  and  self-liquidating  paper 
as  definitely  vanished  and  that  it  will  no  longer,  in  the  future,  form 
,  large  part  of  a  commercial  bank's  portfolios.  We  question  that. 
Ve  feel  that  the  period  of  easy  capitalization  preceding  the  depres- 
ion  can  scarcely  be  expected  to  return.  We  feel  further  that,  while 
t  the  moment  many  leading  industries  have  available  cash  balances 
rhich  will  preclude  the  necessity  of  their  getting  into  the  commercial 
narket  for  bank  accommodations,  this  situation  will  not  continue 
nd  by  no  means  can  be  said  to  be  permanent. 

We  would  suggest  that  when  income  and  other  taxation  keeps 
breast  of  our  present  budgets  that  this  in  itself  will  exercise  some 
estraint  upon  new  security  flotations  by  way  of  junior  equities  insofar 
s  it  may  restrict  net  earnings  available  for  distribution. 
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'  Furthermore,  it  is  our  opinion  that  the  Securities  Exchange  Com- 
mission wilt  no  longer  countenance  the  wild  orgy  of  stock  flotation! 
that  so  characterized  the  insane  days  of  1927,  1928,  and  1929.  Even 
large  organizations  now  possessed  of  these  surpluses  will  in  the  count 
of  time,  find  it  advisable  to  effect  larger  distribution,  since  all  legisla- 
tion seems  to  be  tending  in  the  direction  which  would  make  such 
action  judicious. 

We  feel,  therefore,  that  there  will  again  return  a  market  for  com- 
mercial paper  and  commercial  loans.  We  believe  that  no  more  effec- 
tive work  could  be  done  for  the  promotion  of  sound  banking  than  & 
development  on  the  part  of  the  Federal  Reserve  System  of  such  in- 
struments as  trade  acceptances.  If  the  volume  of  available  com- 
mercial loans  and  commercial  paper  by  commercial  banks  could  be 
materially  increased  it  would  insure  sounder  banking. 

We  further  believe  the  authority  to  be  vested  in  the  central  board 
with  respect  to  member  bank  reserves  to  be  highly  dangerous. 

We  are  purposely  avoiding  making  recommendations  of  certain 
amendments  which  might  make  the  bill  more  acceptable.  Our 
observations  on  the  bill  are  for  the  purpose  of  bringing  out  Buch 
general  principles  as  we  hold  essential  to  proper  banking  legislation 
and  a  further  suggestion  that  more  time  be  given  to  a  study  of  this 
legislation. 

Senator  Glass.  Mr.  Heimann,  do  you  know  whether  or  at  what 
time  the  Federal  Reserve  authorities  ever  sought  to  create  an  open- 
market  commercial  transaction? 

Mr.  Heimann.  Do  you  mean  in  the  past? 

Senator  Glass.  Yes.  In  other  words,  have  they  not  always  con- 
fined themselves  to  securities  rather  than  to  commercial  paper?  Have 
they  ever  tried  to  build  up  an  open  market  in  commercial  paper? 

Mr.  Heimann.  To  the  best  of  my  knowledge  there  has  been  no 
real  effort  made  in  that  respect.  We  tried  to  secure  the  cooperation 
of  the  Federal  Reserve  Board  some  3  or  4  years  ago  in  an  endeavor 
to  build  up  the  trade  acceptance,  which  we  feel  is  one  of  the  finest 
pieces  of  paper  that  could  be  built  up  for  banking  institutions.  Bat 
our  efforts  were  largely  unsuccessful  because  we  could  not  register 
enough  enthusiasm  in  the  various  Federal  Reserve  banks  and  likewise 
in  the  member  banks.  The  trade  acceptance,  however,  in  all  European 
countries  as  you  know  has  been  developed  to  a  very  high  ^degree. 

Senator  Glass.  Yes;  but  it  is  a  different  sort  of  acceptance  from 
that  which  is  proposed  here. 

Mr.  Heimann.  It  is  somewhat  different,  but  there  is  no  reason 
why  you  could  not 

Senator  Glass.  Here  it  is  a  contingent  liability  and  there  it  b  a 
real  business  transaction. 

Mr.  Heimann.  There  is  no  reason  why  you  could  not  patters  cer- 
tain types  of  commercial  paper  in  this  country  along  the  lines  of 
tested  experience  which  has  been  had  in  other  countries.  I  think 
commercial  paper  should  be  developed. 

Senator  Glass.  I  think  there  is  no  reason  why,  but  it  has  new* 
been  done.     Have  you  any  questions,  Senator  Bulkley? 

Senator  Btjlkley.  I  believe  not. 

Senator  Glass.  Senator  Couzens,  Mr.  Heimann  is  from  your  State. 
Have  you  any  questions  to  propound  to  him? 

Senator  Cotizens.  I  cannot  think  of  any  now. 
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Senator  Glass.  I  judge  from  the  general  tenor  of  your  statement 
rou  would  favor  the  separation  of  titles  I  and  III,  in  a  separate  bill, 
ind  put  title  II  in  another  bill. 

Mr.  Hbimann.  I  would,  Senator  Glass,  because  there  are  not  die 
objections  to  title  I  and  title  II  that  there  are  to  title  II. 

Senator  Glass.  Senator  Couzens,  I  might  state  that  Mr.  Heimann 
represents  the  National  Association  of  Credit  Men. 

Senator  Couzens.  Are  your  headquarters  in  Detroit? 

Mr.  Hbimann.  No.  I  happen  to  be  a  citizen  of  Nilee,  Mich.,  but 
our  headquarters  are  in  New  York.  We  have  offices  in  every  city 
in  the  United  States. 

Senator  Glass.  This  association  asked  to  be  heard,  and  recalling 
that  the  association  was  of  very  great  help  to  us  when  we  adopted 
the  original  Federal  Reserve  Act,  I  asked  them  to  designate  one  of 
their  executive  officers  to  present  to  us  the  views  of  the  association. 
And  Mr.  Heimann  has  stated  here,  or  stated  before  you  came  in, 
Senator  Couzens,  that  they  sent  copies  of  the  bill  to  their  various 
{roups  throughout  the  United  States,  and  made  an  intensive  study  of 
t,  and  his  testimony  is  the  result  of  that  study. 

Senator  Couzens.  Has  your  association  reached  any  conclusion 
ir  estimate  as  to  the  continuance  of  this  cheap  money  which  disposes 
>f  the  old  commercial  paper  we  used  to  have  for  rediscount? 

Mr.  Heimann.  As  to  how  long  it  will  continue? 

Senator  Couzens.  Yes. 

Mr.  Heimann.  No;  we  have  not. 

Senator  Couzens.  Have  you  any  conclusions  as  to  how  banks  can 
nake  any  money  if  they  cannot  get  commercial  paper,  and  cannot 
Dveet  in  real  estate  or  other  things?  What  can  they  invest  in  in 
oder  to  operate  profitably? 

Mr.  Heimann.  I  think,  so  long  as  you  are  operating  as  you  are  at 
he  present  time  in  the  deposits  of  the  Government,  your  Government 
■  practically  doing  the  work  the  banks  would  normally  do;  you  are 
acing  a  difficult  situation.  That  is  what  it  amounts  to.  You  take 
he  whole  line  of  possible  bank  transactions. 

Senator  Couzenb.  Does  your  association  come  in  contact  with 
he  paper  of  these  credit  associations,  such  as  time  sales  of  automobiles 
ind  refrigerators  and  other  such  things? 

Mr.  Heimann.  A  great  many  of  our  members  handle  those.  But 
re  as  an  organization  do  not  handle  them.  The  experience  on  those 
las  been  fairly  good,  I  can  say  to  you. 

Senator  Couzens.  And  they  are  not  redisoountable,  are  they, 
irith  the  Federal  Reserve  System? 

Mr.  Heihann.  I  do  not  believe  they  are. 

Senator  Couzens.  Do  you  believe  they  should  be? 

Mr.  Heimann.  Within  a  limited  sense;  yes.  The  entire  subject 
rf  installment  sales  is  really  what  you  are  driving  at? 

Senator  Couzens.  Yes. 

Mr.  Hbimann.  It  is  one  which  would  require  limitations  both  as  to 
ito  article  covered  and  likewise  with  respect  to  the  transaction. 

Senator  Glass.  Why  do  you  think  they  are  not  rediscountable? 
riiey  represent  industrial  activities. 

Mr.  Hbimann.  The  most  of  them  do  not  come  within  the  90-day 
Mriod. 

Senator  Glass.  Oh.*    That  is  it. 
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Senator  Couzens.  Some  of  the  gentlemen  here  from  the  Federal 
Reserve  Board  shook  their  heads  juat  now  and  said  they  were  not 
rediscountable,  and  that  has  been  my  understanding;. 

Senator  Glass.  They  are  not  if  they  do  not  come  within  the  ma- 
turity exactions  of  the  law. 

Senator  Couzens.  They  do  not  come  within  that.  And  I  know 
that  there  has  been  pressure  from  time  to  time  by  these  financial 
agencies  to  have  them  rediacoun  ted  at  the  Federal  Reserve  as  a  matter 
of  law.     You  do  not  think  they  ought  to  be  rediscountable? 

Mr.  Heimann.  I  question  whether  you  could,  or  rather  whether 
they  should  be  broadly  discountable.  There  are  some  types  of  paper 
that  might  be,  but  I  do  not  see  how  you  could  make  a  practical  limi- 
tation. 

Senator  Glass.  Of  course  they  are  not  discountable  if  they  do  not 
come  within  the  period  required.  And  right  on  that  point  I  will  say 
that  I  have  been  considerably — well,  should  I  say  amused  or  interested 
in  the  clamor  for  extending  the  maturity  requirements  of  the  Federal 
Reserve  Act.  It  will  be  recalled  that  the  limit  established  by  the 
Bank  of  England  was  28  days.  And  Senator  Aldrich  in  framing  what 
was  known  as  the  "Aldrich  bill"  followed  the  Bank  of  England  and 
made  the  limit  28  days.  In  the  preparation  of  the  Federal  Reserve 
bill,  as  I  recall  it,  Senator  Bulkley,  we  first  had  it  60  days  and  then 
moved  it  up  to  90  days.  We  first  had  agricultural  credits  established 
at  a  maturity  of  6  months  and  afterward  moved  it  up  to  9  months. 
So  that  in  respect  of  maturities  the  Federal  Reserve  Act  far  exceeds 
in  liberality  any  other  rediscount  agency  I  know  anything  about. 

Mr.  Heimann.  If  I  might  make  an  observation  right  there,  Senator 
Glass,  it  is  this:  That  I  think  the  time  limit  is  more  than  sufficiently 
liberal,  particularly  in  view  of  the  fact  that  the  tendency  has  been 
toward  restriction  of  the  length  of  time  of  credit  paper.  That  hu 
been  brought  about,  and  I  think  perhaps  has  done  some  damage, 
through  the  adoption  of  the  code,  in  which  it  was  sought  to  put  it  in 
narrow  terms. 

Senator  Couzens.  Has  your  association  ever  gone  on  record  with 
respect  to  the  desirabilityof  what  is  called  now  "consumers1  credit"? 

Mr.  Heimann.  No.  We  do  not  go  into  the  consuming  credit 
field.  Our  organization  is  limited  entirely  to  the  wholesale  manu- 
facturing and  banking  field. 

Senator  Couzens.  So  you  have  no  views  as  to  the  desirability  of 
that? 

Mr.  Heimann.  As  to  anything  affecting  individual  or  personal 
credit  there  is  another  organization  in  the  country  which  would  have 
views  on  it. 

Senator  Couzens.  And  what  is  the  name  of  that  organization? 

Mr.  Heimann.  The  Retail  Credit  Association. 

Senator  Glass.  Well,  we  are  obliged  to  you. 

Mr.  Heimann.  We  have  registered  specific  objection  to  the  various 
provisions  of  the  bill,  but  there  has  been  so  much  repetition  of  it  here 
that  1  have  not  felt  it  necessary  to  go  through  the  bill  with  you  <B> 
that  matter.  Practically  all  of  the  objections  we  would  raise,  para- 
graph by  paragraph,  have  been  raised  already  here. 

Senator  Glass  (chairman  of  the  subcommittee).  Very  well;  we  are 
very  much  obliged  to  you,  Mr.  Heimann. 
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r.  Heimann.  And  I  wish  to  thank  you  gentlemen  of  the  com- 
ie. 

hereupon  Mr.  Heimann  left  the  committee  table.) 
aator  Glass  (chairman  of  the  subcommittee).  We  will  now  hear 
Mr.  F.  M.  Law,  president  of  the  First  National  Bank  of  Houston, 
Just  give  your  name,  please,  to  the  committee  reporter. 

?EMENT  OF  FRANCIS   H.  LAW,   PRESIDENT   OF  THE  FIRST 
NATIONAL  BANS  IN  HOUSTON,  TEX. 

r.  Law.  My  name  is  Francis  M.  Law.  I  am  president  of  the 
National  Bank  in  Houston,  Tex. 

iator  Couzens.  Is  that  the  bank  that  Mr.  Jesse  Jones  was  or  is 
acted  with? 
r.  Law.  No,  sir. 

lator  Couzens.  Did  he  ever  have  any  connection  with  it? 
:.  Law.  No;  not  with  our  bank. 

iator  Couzens.  What  is  the  name  of  the  bank  he  was  supposed 
ve  been  connected  with? 
r.  Law.  The  National  Bank  of  Commerce.     He  is  still  chairman 

iator  Townseno.  Do  you  mean  chairman  of  the  board? 
*.  Law.  Yes,  sir. 

iator  Glass.  Mr.  Law,  as  you  have  already  heard  me  state  to 
•receding  witness,  we  have  under  consideration  the  bill  S.  1715, 
jeing  a  rather  radical  reorganization  of  the  Federal  Reserve 
ing  system,  and  we  are  trying  to  get  the  views  of  bankers, 
.ess  men,  merchants,  and  industrialists  generally,  and  would  be 
glad  to  near  any  views  you  may  care  to  express  on  the  subject. 
\  Law.  Perhaps  it  is  in  order  for  me  to  say  that  I  am  appearing 

request  of  the  American  Bankers'  Association. 
iator  Glass.  Are  you  a  member  of  the  legislative  committee  of 
imerican  Bankers'  Association? 

-.  Law.  No.    I  am  a  member  of  what  is  known  as  the  "Banking 
iOS  Committee,"  and  I  retired  from  the  office  of  president  of  the 
ican  Bankers'  Association  last  October, 
iator  Glass.  All  right. 
'.  Law.  The  proposed  changes  in  the  set-up  of  and  authority 

to  the  open-market  committee  is  the  subject  that  I  should  like 
tcuss.  As  was  brought  out  a  little  while  ago,  the  importance  of 
slationship  of  these  open-market  transactions  to  the  volume  and 
>f  credit  was  not  recognized  until  comparatively  recently,  and  I 
re  that  the  status  of  the  open-market  committee  of  the  Federal 
■ve  System  was  only  legally  recognized  2  years  ago. 

the  present  time  this  open-market  committee  consists  of  the  12 
nors  of  the  regional  banks,  and  they  have  the  power  and  author-- 
y  initiate  policies  for  open-market  operations.  They  are  then 
■ed  to  the  Federal  Reserve  Board  for  approval  or  disapproval, 
then  the  Federal  Reserve  Board  rerofers  them  to  the  regional 
a,  and  the  regional  bunks,  through  their  own  boards  of  directors, 
the  right  to  accept  or  reject. 

e  proposal  as  it  stands  in  the  bill  today  constitutes  a  very  wide 
■ture.  The  authority  of  the  open  market  committee  is  greatly 
;ed,  now  becoming  threefold: 

st,  there  is  the  authority  given  to  it  which  bears  directly  upon 
market  transactions. 


8" 


366  BANKING   ACT   OF    19 S3 

Second,  the  authority  is  conferred  which  has  to  do  with  the  changing 
of  discount  rates  of  the  regional  banks;  and 

Third,  the  authority  has  to  do  with  the  right  to  change  reserve 
requirements  of  the  member  banks. 

It  is  perhaps  fair  to  say  that  it  is  agreed  the  main  objective  which 
the  proponents  of  the  bill  have  is  stabilization  of  trade  and  production 
and  employment  and  wages. 

It  is  proposed  under  the  new  bill  to  change  the  personnel  of  this 
open-market  committee.  Whereas  it  formerly  consisted  of  12  region- 
al governors,  representing  the  12  regional  banks,  with  of  course  full 
power  to  vote,  it  is  now  proposed  to  set  up  a  committee  on  which  the 
representatives  of  the  regional  banks  will  have  no  right  to  vote. 

The  bill  as  originally  introduced  provided  for  an  open-market 
committee  of  .5  members,  3  members  of  the  Federal  Reserve  Board 
and  2  governors,  and  those  2  governors  were  to  have  full  membership 
including  the  right  to  vote.  The  bill  ae  passed  by  the  House  hu 
changed  that. 

Senator  Glass.  It  creates  the  Federal  Reserve  Board  as  an  open- 
market  committee. 

Mr.  Law.  Yes;  the  bill  as  it  finally  passed  the  House  provides  that 
the  committee  shall  consist  of  the  entire  Federal  Reserve  Board, 
and  in  addition  thereto  a  Federal  Advisory  Open-market  Committee 
to  consist  of  five  governors  of  regional  banks,  with  no  right  to  vote. 
Under  the  proposal  as  passed  in  the  House  either  the  Federal  Reserve 
Board  or  the  advisory  committee  consisting  of  the  governors,  would 
have  the  right  to  initiate  policies  or  operations.  The  Federal  Reserve 
Board  would  be  required  to  consult  with  the  advisory  committee 
before  taking  any  final  action.  But  as  I  see  it,  this  advisory  com- 
mittee, with  no  rijjht  to  vote,  would  be  not  much  more  than  a  gesture. 
My  experience  with  advisory  committees  and  councils  is  that  they 
are  not  very  effective.  You  have  to  have  the  right  to  vote  in  order 
to  back  up  your  views  if  you  are  to  get  anywhere. 

In  my  opinion  it  is  a  matter  of  very  vital  importance  that  the  repre- 
sentatives of  tbe  regional  banks  should  have  full  membership  on  this 
open-market  committee,  including  the  right  to  vote.  And  I  have  five 
reasons  for  bo  believing: 

In  the  first  place,  it  seems  to  me  that  it  is  a  pretty  broad  jump  from 
the  plan  where  the  12  governors  had  all  the  voting  right,  to  a  plan 
under  which  the  governors  or  any  other  representatives  of  regional 
banks  would  have  no  right  to  vote.  It  seems  to  me  that  in  making  a 
change  of  this  sort  it  might  be  wise  to  invoke  a  more  orderly  proces 
of  what  one  might  call  evolution. 

Now,  I  repeat  that  I  believe  these  governors  or  other  representa- 
tives sitting  in  an  advisory  capacity  would  be  more  ornamental  than 
otherwise. 
Senator  Glass.  They  would  not  be  even  ornamental,  would  thejrf 
Mr.  Law.  Likely  not.  The  second  point  I  have  in  my  mind  is 
that  the  regional  banks  are  owned  by  the  member  banks;  and,  further- 
more, that  the  funds  which  are  used  in  these  open-market  operations 
are  largely  the  reserve  funds  of  the  member  banks.  And  it  does  seenj 
to  me  in  all  fairness  on  account  of,  first,  the  fact  that  the  regional 
banks  are  owned  by  the  member  banks,  and  secondly,  that  it  is  th« 
reserve  of  the  member  banks  that  is  being  used  in  these  open-market 
operations,  that  these  regional  banks  should  have  direct  represent*- 
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tion  on  the  committee  and  given  authority  in  regard  to  these  opera- 
tions including  the  right  to  vote. 

Senator  Couzenb.  If  that  were  done  would  your  objections  be 
overcome? 

Mr.  Law.  Not  entirely,  but  it  would  go  a  long  way. 

Senator  Glass.  To  get  right  down  to  the  root  of  it  let  me  ask: 
Do  you  think  that  any  authority  having  no  pecuniary  interest  what- 
soever, and  having  no  risk  on  earth,  contributing  no  banking  skill  or 
knowledge  of  whatever  description,  should  be  allowed  to  spend  the 
money  represented  by  the  banking  reserves  of  the  country? 

Mr.  Law.  I  do  not,  Senator  Glass,  and  I  do  not  know  of  any  sound 
precedent  for  it  anywhere. 

Senator  Glass.  All  right. 

Mr.  Law.  In  my  opinion  these  regional  governors,  representing 
these  regional  reserve  banks,  would  bring  a  view  to  the  open-market 
committee  that  would  be  of  considerable  practical  value.  I  mean  now, 
if  they  were  sitting  on  the  committee,  not  in  an  advisory  capacity  but 
in  an  actual  capacity  of  full  membership. 

The  members  of  the  Federal  Reserve  Board  sit  and  live  in  Washing- 
ton 12  months  in  the  year.  Now,  these  governors  or  whatever  repre- 
sentatives might  be  selected  from  the  regional  banks,  live  in  their 
respective  localities.  They  therefore  have  a  much  better  opportunity 
of  direct  contact,  of  knowing  what  the  problems  and  conditions  of 
their  respective  localities  are,  and  these  are  changing  from  time  to 
time. 

Members  of  Congress  stay  in  Washington  I  understand  approxi- 
mately one-half  the  time,  but  you  have  the  very  valuable  advantage 
as  I  see  it  of  Irving  the  other  half  among  your  own  constituents  and 
thereby  keeping  in  touch  with  changing  needs  and  conditions  of  the 
country. 

Senator  Couzenb.  That  is  quite  evident  from  the  passage  of  the 
Patman  bonus  hill. 

Senator  Glass.  Well,  Senators  may  speak  of  their  own  States  in 
that  respect  but  I  will  say  that  I  have  gotten  I  think  11  telegrams  on 
the  subject  of  the  Patman  bonus  bill.  But  I  was  in  the  office  of  a 
colleague  less  than  10  days  ago  and  he  had  a  file  of  telegrams  that 
would  reach  from  the  floor  above  the  top  of  this  table. 

Mr.  Law.  Shall  I  proceed,  Senator  Glass? 

Senator  Glass.  Yes.    I  just  want  to  defend  Virginia.    {Laughter.] 

Senator  Couzens.  Well,  they  know  you  are  incorrigible  and  there 
is  no  use  wiring  you. 

Senator  Glass.  The  Senator  from  Michigan  is  so  placid  and  pliable 
that  they  bother  him  a  good  deal,  I  imagine.     [Laughter.] 

Mr.  Law.  Another  thought  that  comes  into  my  mind,  and  I  am 
speaking  now  entirely  in  terms  of  arguments  as  to  why  these  regional 
banks  should  have  representation  on  this  open-market  committee: 
There  is,  I  believe,  a  rather  strong  current  of  criticism  running  against 
what  is  regarded  as  the  overoentralization  of  power  in  any  small  group. 
I  believe  that  if  you  would  give  these  regional  representatives,  rep- 
resentatives from  these  regional  banks  located  in  different  parte  of 
the  country,  membership  on  that  committee  it  would  do  much  to 
quiet  the  criticism  and  allay  the  fears  of  many  men. 

Now,  the  fifth  point  is  this:  As  I  understand  it  the  Federal  Reserve 
Act  when  it  was  originally  drawn  contemplated,  or  rather  recognized, 
the  principle  of  the  local  autonomy  of  these  regional  banks, 
-a 
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Senator  Glass,  you  spoke  a  little  while  ago  of  changing  the  maturi- 
ties. I  came  to  Washington  as  a  member  of  what  was  known  as  the 
"country  bank  committee"  in  1913,  and  appeared  before  your  com- 
mittee to  urge  that  agricultural  paper — that  is,  the  maturity  of  agri- 
cultural paper — be  lengthened  to  6  months.  And  as  you  pointed  out  a 
little  while  ago,  I  believe  now  it  is  9  months.  But  we  believe  that 
this  principle  of  local  autonomy  is  vital  and  should  be  maintained. 
We  believe  that  these  governors  living  in  different  parte  of  the  country 
are  familiar  with  the  needs  and  conditions  of  their  respective  con- 
stituencies. And  we  believe  that  to  give  them  membership  on  the 
committee  would  do  much  to  preserve  the  principle  of  local  autonomy,  1 
and  that  at  the  same  time  it  would  be  productive  of  great  practical 
value,  as  I  have  already  outlined. 

Senator  Glass.  Mr.  Law,  might  I  interject  right  there:  The  fact 
that  we  gave  the  regional  banks  local  autonomy  was  not  a  haphazard 
conclusion.    You  will  recall  that  we  considered  the  Federal  Reserve 
bill  for  18  months,  and  not  only  was  it  not  a  haphazard  conclusion 
but  it  was  deliberately  adopted  in  contradistinction  to  the  proposal 
of  the  Aldrich  scheme,  which  was  never  even  considered  for  a  moment* 
in  the  Committee  on  Banking  and  Currency  of  either  House  of 
Congress,  and  which  was  never  presented  by  any  Representative  or~ 
Senator  in  Congress  as  a  substitute  for  the  Federal  Reserve  bill.    AnoL 
the  reason  of  that,  aside  from  the  conferences  and  deliberations  anoV 
the  consequent  conclusions  of  those  days,  was  that  the  Democratic? 
platform  on  which  Mr.  Wilson  was  elected  declared  in  terms  against 
the  Aldrich  scheme  and  against  any  central  bank.    And  the  Progres — 
Bive  platform  written  by  Mr.  Theodore  Roosevelt  himself,  declareoV 
in  specific  terms  against  the  Aldrich  bill  and  against  centralizatiom 
of  credit. 

So  that  we  felt  at  that  time  we  were  fully  sustained  by  the  over — 
whelming  public  sentiment  of  the  country  iu  giving  these  regional- 
banks  autonomy  as  against  the  scheme  for  central  bank  control.  AnoS- 
I  do  not  think  the  sentiment  of  the  country  has  changed  a  particle  in*- 
that  respect. 

Mr.  Law.  Mr.  Chairman,  I  have  outlined  some  of  the  reasons  that- 
have  occurred  to  me  why  these  representatives  of  regional  banks* 
should  be  given  full  membership  on  the  open-market  committee  — 
I  have  tried  to  be  perfectly  fair  and  to  explore  the  other  side  of  the* 
question  to  see  if  1  could  find  some  good  and  valid  reason  on  the  nega — 
tive  side,  but 

Senator  Co  u  zens  (interposing).  How  many  members  would  it  m*ke9 
if  five  were  added  to  the  voting  power? 

Mr.  Law.  There  are  eight  members  of  the  Federal  Reserve  Board  — 

Senator  Couzens.  So  there  would  be  13. 

Mr.  Law.  Right  there,  Senator  Couzens,  the  proposal  of  th«c3 
American  Bankers'  Association  is  that  the  Board  should  be  reduced  teC3 
5  members,  and  that  the  full  membership  of  the  Board  should  si  ~* 
with  this  open-market  committee,  with  4  representatives  added  witfc^ 
full  membership  privileges,  making  9.  But  the  bill  as  passed  in  th_^ 
House  provides  for  13,  being  8  and  5. 

Senator  Glass.  Well,  for  facility  of  work  and  permanence  of  con»-- 
clusions  what  practical  difference  is  there  between  a  membership  <c»f 
12  and  a  membership  of  9  on  the  open-market  committee? 

Mr.  Law.  I  do  not  think  there  is  any  substantial  difference. 
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Senator  Glass.  All  right. 

Mr.  Law.  Now,  Senator  Glass,  if  there  are  no  good  reasons  on  the 

egative  side,  we  submit  that  these  regional  banks  by  reason  of  their 
wnership,  the  member  banks  being  the  owners,  by  reason  of  the  fact 
iat,  it  is  the  reserve  of  the  member  banks  that  is  being  used  in  these 
pen-market  transactions,  it  is  not  in  order  to  deprive  them  of  full 
^presentation  on  the  committee  that  is  to  be  given  such  wide  and 
ir-reaching  power  and  authority. 

As  I  understand  it  under  the  bill  as  passed  by  the  House,  this  open- 
larket  committee,  consisting  entirely  of  members  of  the  Federal 
Leaerve  Board,  would  formulate  the  policies.  It  is  true  they  are 
squired  to  hear  any  suggestions  made  by  the  advisory  committee, 
ut  as  I  stated  a  little  while  ago,'  I  do  not  attach  any  importance  to 
hat.  I  think  it  would  be  a  mere  gesture.  I  just  do  not  exactly 
nderstand  why  anybody  would  want  to  fool  away  his  time  with 
cting  on  an  advisory  committee  of  that  sort. 

But  after  they  have  gone  through  the  motions  of  hearing  them, 
hen  they  form  their  own  conclusions,  and  then  they  have  the  right 
3  tell  these  regional  banks  exactly  what  they  must  do. 

Senator  Codzens.  Your  criticism  is  only  directed,  as  I  understand 
i,  to  the  open-market  operations. 

Mr.  Law.  You  see,  the  open-market  operations  have  been  greatly 
[tended,  and 

Senator  Couzbnb  (interposing).  But  does  your  criticism  only  apply 
3  that,  or  does  it  also  apply  to  the  rediscount  rate? 

Mr.  Law.  It  applies  to  all  three  matters. 

Senator  Couzenb.  Your  proposal  is  to  have  9  members,  4  from  the 
utside  banks,  to  constitute  a  permanent  board? 

Mr.  Law.  Yes. 

Senator  Couzens.  And  they  would  have  jurisdiction  to  handle 
jdiscount  rates,  and  reserves,  and  open-market  operations? 

Mr.  Law.  Well,  now.  I  said  a  permanent  board.  Four  governors 
ould  be  elected  annually,  and  there  might  be  a  turn-over  in  personnel 
i  to  them,  but  it  would  be  a  permanent  set-up. 

Senator  Couzens.  All  right. 

Mr.  Law.  Now,  with  reference  to  the  reserves,  and  it  is  a  matter 
:  tremendous  importance:  Under  the  bill  as  passed  by  the  House 
lis  open-market  committee,  consisting  entirely  of  Federal  Reserve 
oard  members,  could  make  any  changes  they  pleased  in  the  reserves 
'  member  banks.  But  under  the  law  as  it  stands  today  there  are 
srtain  safeguards  and  limitations. 

Senator  Glass.  There  are  statutory  provisions. 

Mr.  Law.  Yes.  For  instance,  the  Board  now  has  to  declare  an 
nergency.  There  have  to  be  five  members  of  the  Board  voting 
Bormatively  in  order  to  declare  an  emergency,  and  then  they  must 
at  the  approval  of  the  President  of  the  United  States.  All  these 
tieguards  are  removed  under  the  new  bill  and  just  a  bare  majority 
f  a  quorum  could  act. 

Senator  Glass.  In  the  ordinary  course  of  the  banking  business  there 
i  a  statutory  requirement  as  to  reserves? 

Mr.  Law.  Yes,  sir. 

Senator  Glass.  In  the  case  of  the  country  banks  and  in  the  reserves 
■f  the  Federal  Reserve  System  itself. 
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Mr.  Law.  Yes,  sir.  Now',  they  propose  to  give  the  Federal  Reserve 
Board,  sitting  as  an  open-market  committee,  the  right  to  do  just  ex- 
actly as  they  please  about  that,  with  no  limitations  up  or  down.  They 
could  go  up  to  100  percent  or  down  to  zero  for  that  matter. 

Senator  Glass.  You  live  in  Houston,  Tex.,  I  believe. 

Mr.  Law.  Yes,  sir. 

Senator  Glass.  And  are  president  of  a  bank  there? 

Mr.  Law.  Yes,  sir. 

Seantor  Glass.  Do  you  imagine  that  a  central  board  here  in  Wash' 
ington  with  correspondence  contact  with  the  banks  in  Dallas  Federal 
Reserve  district  could  possibly  know  more  about  conditions  there,  and 
the  habits  of  business,  and  other  things  desirable  to  know,  than  tie 
board  selected  by  the  Dallas  district  bank? 

Mr.  Law.  I  do  not.  I" 

Senator  Glass.  Is  it  conceivable  that  that  could  be  so?  I  > 

Mr.  Law.  I  think  it  would  be  most  unreasonable  to  assume  that  \ 
it  could  be  so.  \ 

Senator  Couzens.  As  I  understand  the  situation,  the  American  1 
Bankers'  Association  proposal  is  that  concentrated  authority  is  to>  ' 
be  made  up  in  some  form. 

Mr.  Law.  Yes. 

Senator  Couzens.  In  other  words,  you  do  not  like  a  division  of 
authority  such  as  now  exists  between  the  12  Federal  Reserve  banks- 
and  the  Federal  Reserve  Board. 

Mr.  Law.  We  thought  that  might  be  improved  upon. 

Senator  Cottzens.  In  other  words,  there  must  be  some  concen — 
trated  authority  somewhere  and  not  have  it  divided  among  12  Fed — 
eral  Reserve  banks. 

Mr.  Law.  Our  plan  would  contemplate  a  thorough  coordinations- 
between  the  Federal  Reserve  Board  and  these  representatives  fromw- 
the  regional  banks.    The  Federal  Reserve  Board  would  still  have  the»» 

majority.    The  regional  banks  would,  however,  have  minority  repre " 

sentation  on  the  committee. 

Senator  Glass.  I  want  to  put  it  in  the  record  again  right  here,  andt- 
if  the  committee  desires  it  I  will  summon  the  Secretary  of  the  Treasury 
to  come  here  to  repeat  it,  that  the  Secretary  of  the  Treasury  within*-- 
the  last  2  weeks  has  told  me  that  there  has  been  complete  accordt- 

between  the  Treasury  and  the  open-market  committee  as  now  con 

stituted;  or  to  use  his  exact  words,  100  percent  accord.     Now,  whj — " 
do  you  favor  disturbing  a  situation  of  that  sort? 

Mr.  Law.  I  did  not  know  that  that  was  true,  but  even  granting^T' 
that  it  is  true,  and  if  the  Secretary  says  it  is  I  am  sure  it  is,  that  might^- 
not  always  be  true. 

Senator  Glass.  Well,  suppose  it  is  not  always  true.  Suppose  your^^ 
bank  at  Dallas,  intimately  acquainted  with  banking  conditions  in*** 
that  region,  should  come  to  the  conclusion  that  it  was  neither  abl^^9 
nor  was  it  desirable  to  participate  in  an  open-market  transaction*^ 
initiated  by,  we  will  say,  the  tedoral  Reserve  Bank  of  New  York  ■' 
why  should  they  be  compelled  to  do  it? 

Mr.  Law.  I  can  only  answer  that  question  by  expressing  m^*?5 

g;rsohal  view:  I  do  not  think  they  should  be  compelled  to  do  it* ■• 
ut  that  is  a  personal  expression.                                                               

Senator  Couzkns.  Senator  Glass,  why  did  you  mention  the  Federa****' 
Reserve  Bank  of  New  York? 
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Senator  Glass.  Well,  8X17  other  Federal  Reserve  bank  for  that 
natter. 

Senator  Cottzenb.  I  thought  this  open-market  operation  was  sup- 
rased  to  be  begun  by  the  bankers'  own  proposition,  by  5  Federal 
Reserve  Board  members  and  4  outside  members,  so  that  it  would  not 
je  done  by  the  bank  in  New  York,  would  it? 

Senator  Glass.  Oh,  no.  That  would  not' be'  the  bank  in  New  York, 
nit  I  am  talking  about  this  bill  as  stripping  the  regional  bank  of  all 
nitiative,  of  all  right  to  dispose  of  its  own  property  as  it  may  be 
lirected  to  do  by  its  own  board  of  directors. 

Senator  Couzens.  What  I  am  trying  to  get  on  the  record  is  that 
;here  is  a  very  great  difference  of  opinion  between  you  and  the  Ameri- 
can Bankers'  Association  with  respect  to  having  concentrated  authority 
lomewhere,  and  not  authority  divided  among  the  12  Federal  Reserve 
janks. 

Senator  Glass.  Let  me  see  if  there  is.  Let  me  ask  you,  Mr.  Law, 
ins  question:  As  I  understand  the  recommendation  of  the  Jegisla- 
ive  committee  of  the  American  Bankers'  Association,  it  is  an  alter- 
lative  proposition.  I  do  not  understand,  but  maybe  I  am  misin- 
ormed,  that  your  association  initiatively  is  here  in  advocacy  of  any 
material  change  in  the  law  right  away. 

Mr.  Law.  I  think,  Senator  Glass 

Senator  Glass  (continuing).  But  you  are  saying  that  if  there  is  to 
se  this  proposed  change,  if  the  regional  banks  are  to  be  stripped  of 
iny  degree  of  their  autonomy,  then  you  want  some  part  of  it  retained. 

Mr.  Law.  We  want  to  save  all  we  can.  I  might  say  this,  that  the 
American  Bankers'  Association  of  course  is  a  very  large  body,  consist- 
ng  of  different  kinds  of  banks,  and  there  is  a  school  of  thought  within 
he  association,  a  very  respectable  school,  that  believes  that  title  II 
if  the  bill  should  be  divorced  from  titles  I  and  III  on  account  of  the 
ontroversial  character  of  many  of  its  provisions.  And  that  further 
tudy  should  be  given  to  title  II,  that  it  would  perhaps  be  a  bit  hasty 
or  this  Congress  to  attempt  to  pass  title  II.  I  say,  there  is  a  subs- 
tantial number  of  our  members  who  feel  that  way  about  it.  But  if 
be  Congress  in  its  wisdom  does  decide  that  title  II  is  necessary  in 
ome  form,  then  we  want  to  do  all  we  can  to  help  the  Congress,  accord - 
ag  to  the  best  talent  that  we  can  offer,  to  set  up  a  bill  that  will  be 
workable  and  that  will  save  some  measure  of  representation  to  private 
•anking. 

Senator  Couzens.  Let  me  ask  you  about  this 

Mr.  Law  (interposing).  Senator  Couzens,  is  that  clear?  I  mean 
/hat  I  have  just  said. 

Senator  Couzens.  No,  not  quite  clear.  I  do  not  get  your  senti- 
ment yet.  Obviously,  in  such  a  large  organization  as  the  American 
Jankers'  Association  there  is  a  difference  of  opinion. 

Mr.  Law.  Yes,  sir. 

Senator  Couzens.  Have  they  taken  any  action  in  convention  or 
•therwise  with  respect  to  this  proposed  legislation? 

Mr.  Law.  No,  not  in  convention.  We  had  a  meeting  in  Augusta, 
3a.,  2  or  3  weeks  ago  of  what  we  call  our  Executive  Council,  with 
■epre&entatives  from  every  State  in  the  Union.  This  council  heard 
•he  report  of  our  special  committee,  and  they  approved  it.  Now, 
;hat  special  committee  said  Just  about  what  the  Senator  indicated  a 
ittle  while  ago,  that  if  the  Congress  feels  it  is  necessary  to  have  title 
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II,  while  many  of  our  members  wish  it  were  not  necessary  and  that 
it  ought  to  be  postponed,  yet  if  the  Congress  thinks  it  is  necessary, 
then  we  have  certain  suggestions  to  make.  And  it  is  along  the  lines 
of  the  open-market  committee  that  I  am  undertaking  to  make  these 
suggestions  to  you  today. 

Senator  Couzens.  What  would  your  association  say,  or  what  would 
your  executive  council  or  whatever  it  is,  say  with  respect  to  the  desir- 
ability of  revamping  the  Federal  Reserve  Board  under  the  plan  that 
you  have  just  mentioned.    Would  they  be  in  favor  of  it? 

Mr.  Law.  Do  you  mean  reducing  the  number  to  five? 

Senator  Cousins,  Yes;  to  have  5  Federal  Reserve  Board  members 
and  4  outsiders. 

Mr.  Law.  The  association  itself  has  not  had  an  opportunity  to 
pass  on  that.  You  see,  we  have  a  convention  only  once  a  year,  ami 
it  met  in  October  of  1034  and  this  bill  of  course  was  introduced,  I 
believe  in  February  of  this  year. 

Senator  Couzens.  What  does  your  executive  council  say  about  it, 
the  one  that  met  at  Augusta,  Ga.? 

Mr.  Law.  The  executive  council  approved  the  plan  of  having 
5  and  4. 

Senator  Couzens.  If  a  plan  that  is  fair-  — 

Senator  Glass  (interposing).  That  is  just  as  to  the  open-market 
committee? 

Mr.  Law.  Yes. 

Senator  Glass.  And  not  as  to  the  members  of  the  Board  itself? 

Mr.  Law.  No;  they  go  further  than  that  and  they  suggest  that  th& 
Federal  Reserve  Board  be  cut  down  to  five  members. 

Senator  Glass.  That  is  what  I  say,  but  the  four  bankers  are  not> 
to  be  members  of  the  Federal  Reserve  Board  but  simply  members* 
of  the  open-market  committee. 

Mr.  Law.  Yes,  sir. 

Senator  Cotjzewb.  The  four  bankers  outside  are  not  to  be  members^ 
of  the  Federal  Reserve  Board? 

Mr.  Law.  No,  sir. 

Senator  Couzens.  Are  they  to  have  any  voice  in  the  establish — 
ment  of  reserves  or  the  making  of  rediscount  rates? 

Mr.  Law.  Yes,  sir.  The  threefold  powers  accorded  to  the  open- 
market  committee,  they  would  share  in  all  of  them. 

Senator  Couzens.  And  all  other  work  would  be  done  by  the  fivsss 
members  of  the  Board,  is  that  right? 

Mr.  Law.  I  beg  your  pardon? 

Senator  Couzens.  I  Bay,  all  other  work  would  be  done  by  the  fiv— - 
members  of  the  Board? 

Mr.  Law.  Oh,  yes;  their  sphere  would  he  limited  to  the  open-* 
market  operations. 

Senator  Glass.  I  do  not  understand  that  the  proposed  opens* 
market  committee  is  to  have  control  of  reserves  and  rediscount  ratesa 
The  Board  itself  has  that  control. 

Mr.  Law.  Senator  Glass,  it  is  included  in  the  authority  given  t_^ 
the  open-market  committee.     It  is  a  threefold  power. 

Senator  Glass.  I  do  not  find  it  so. 

Mr.  Law.  Now,  of  course,  it  is  a  difference  between  tweedled^a 
and  tweedledum  if  you  are  going  to  have  the  Board  sit  as  an  opw^ 
market  committee  and  nobody  else  sit  with  them. 
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Senator  Glass.  I  understand  that  full  power  is  given  to  the  Board 
itself.  Well,  of  course,  under  this  proposition  as  it  is  now  the  Board 
is  the  open-market  committee. 

Mr.  Law.  Exactly. 

Senator  Glass.  But  the  full  power  of  reducing  or  raising  or  suspend- 
ing reserves  is  given  to  the  Federal  Reserve  Board. 

Mr.  Law.  My  understanding  is  that  under  this  bill  as  passed  by 
the  House  the  authority  of  the  open-market  committee  is  threefold — 
first,  having  to  do  with  open-market  transactions  as  they  are  com- 
monly known;  and,  secondly,  having  to  do  with  changing  discount 
rates;  and,  thirdly,  having  to  do  with  the  changing  of  reserves. 

Senator  Glass.  Well,  of  course,  that  is  technically  true,  because 
under  the  House  bill  the  Board  is  the  open-market  committee. 

Mr.  Law.  Yes,  they  do  not  Bay  anything  there  about  the  open- 
market  committee.  They  just  say  "the  Board."  I  see  your  point. 
The  House  bill  as  passed,  and  as  I  recall  it,  does  not  say  in  so  many 
words  that  the  Federal  Reserve  Board  shall  sit  as  an  open-market 
committee.  It  just  says  the  Federal  Reserve  Board  shall  do  so  and 
jo  and  it  sets  up  an  advisory  committee. 

Mr.  Fleming  has  just  reminded  me  that  while  our  association  as  a 
convention  has  not  passed  on  this  matter,  yet  that  we  delegate  that 
authority  to  the  executive  council,  and  they  met  2  or  3  weeks  ago  in 
Augusta,  Ga.,  and  did  approve  this  program  I  have  outlined  to  yon. 
So  it  carries  the  full  force  and  effect  of  a  mandate  of  a  convention 
itself  of  the  association. 

Senator  Glass.  Do  you  believe  in  delegated  authority? 

Mr.  Law.  Yes. 

Senator  Glass.  Well,  I  do  not 

Senator  Couzeks.  Well,  at  any  rate  we  now  know  what  the 
American  Bankers'  Association  wants. 

Mr.  Law.  If  I  may  be  allowed  I  want  to  say  just  one  word  here, 
ind  1  did  not  intend  to  say  this  at  the  outset:  The  other  day  before 
eaving  Houston,  Tex.,  it  got  out  in  the  papers  that  I  was  coming  up 
lere  to  Washington  to  appear  before  this  committee.  Now,  I  work 
n  a  bank  down  there  that  has  something  over  200  country  bank 
correspondents,  and  my  phone  began  to  ring,  and  it  was  ringing  almost 
constantly  until  I  got  my  hat  to  go  to  the  railroad  station — for 
ilmost  24  hours.  And  these  little  country  banks  were  concerned 
ibout  the  size. of  the  assessment,  the  rate  of  the  assessment;  they 
lad  seen  that  in  the  House  bill  it  had  been  fixed  at  one-eighth,  and 
:hey  had  been  hoping  it  would  not  be  more  than  one-twelfth. 

I  have  this  observation  to  make,  that  I  think  far  more  important 
ihan  the  rate  should  be  the  power  given  to  properly  supervise  these 
rtanks  that  are  members  or  this  insurance  fund,  because  after  all 
&at  is  going  to  determine  how  much  of  a  fund  you  are  going  to  need, 
ind  what  the  demands  on  the  fund  are  going  to  be.  If  I  am  correctly 
nformed  the  House  left  out  of  its  bill  the  authority  that  Mr.  Crowley, 
ihe  Chairman  of  the  Federal  Deposit  Insurance  Corporation,  asked  for. 
3e  wanted  authority  to  pass  on  the  application  of  banks  desiring  to 
some  into  the  Insurance  Fund'  and  he  also  wanted  authority  to  put 
my  bonk  out  of  the  fund  which  persisted  in  improper  practices  after 
ranting  and  hearing. 

I  believe  that  is  of  very  vital  importance,  much  more  important 
nan  the  rate  of  assessment.    I  know  that  country  banks  particularly 
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have  been  hard  hit,  that  it  has  been  necessary  for  them,  although 
their  earnings  have  been  decreased  almost  to  the  vanishing  point, 
to  use  what  little  they  can  accumulate  to  set  up  a  reserve  for  looses. 

Senator  Couzenb.  And  they  do  not  want  to  be  compelled  to  come 
into  the  Federal  Reserve  System  either,  do  they? 

Mr.  Law.  No,  sir;  they  do  not. 

Senator  Glass.  Mr.  Law,  you  were  here  in  1913  when  we  adopted 
the  Federal  Reserve  Act.  Did  you  ever  hear  it  suggested  in  any  of 
those  discussions,  whether  publicly  on  the  record  or  privately  in 
conference,  that  the  Federal  Reserve  System  was  set  up  to  finance 
the  Government  of  the  United  States? 

Mr.  Law.  Yes,  bit. 

Senator  Glass.  You  did? 

Mr.  Law.  Just  occasionally  I  heard  that  there  might  be  something 
of  that  sort,  but  there  wasn't  any — oh!  I  would  say  that  any7 
comment  of  that  sort  was  sporadic  or  desultory. 

Senator  Glass.  To  finance  the  Government  of  the  United  States?" 

Mr.  Law.  Yes.  I  heard  that  in  Boston.  I  heard  some  of  the* 
boys  talking  along  that  line,  that  it  might  be.  It  was  entirely  dne» 
to  a  misapprehension  of  the  purpose.  You  understand  that  there  was^. 
or  I  take  it  that  you  did  know  about  it,  much  misinformation. 

Senator  Glass.  Well,  how  there  could  be  any  misinformation  to*» 
that  effect  is  beyond  human  conception.  At  that  time  the  indebted- 
ness of  the  United  States  was  less  than  a  billion  dollars.  Eights- 
hundred  and  forty-seven  million  dollars  of  that  amount  was  held  by**~ 
the  national  banks  for  circulation  purposes,  and  a  considerable  por — 
tion  of  the  outstanding  remainder  was  held  by  individuals  andL 
estates.  What  possible  need  at  that  time  was  there  for  setting  up  anaa- 
insti Ui  tion  to  finance  the  Federal  Government? 

Senator  Couzenb.  May  they  not  have  Been  the  war  in  sight? 

Senator  Glass.  Well,  let  me  add  right  there:  If  Congressmen  wer^^ 
guilty  of  any  such  discernment  as  that  they  have  not  been  guilty" 
since.     [Laughter.] 

Mr.  Law.  Senator  Glass,  I  think  perhaps  I  answered  your  questions* 
somewhat  inaccurately.  Upon  reflection  it  may  be  that  I  ought  notW^ 
to  say  that  I  heard  criticism  directed  at  that  particular  thing,  as  tc^ 
whether  or  not  this  Federal  Reserve  System  was  being  set  up  tc** 
finance  the  Government  or  might  be  used  for  that  purpose.  WhafO 
was  in  my  mind  was  that  I  did  hear  discussion  along.this  line:  ThaC^g 
there  were  dangers,  incipient  dangers  in  this  proposal  on  account  o»t 
the  possibility  that  sometime  or  other  it  might  become  politically*"" 
controlled. 

Senator  Glass.  Oh,  as  to  being  politically  controlled  and  being* 
set  up  to  finance  the  Government,  they  are  two  very  separate  anX 
distinct  propositions.    The  bill  itself  textually  sets  out  what  it  wae* 
designed  to  do.     It  was  to  respond  to  the  requirements  of  commerce, 
industry,  and  agriculture. 

Mr.  Law.  Yes. 

Senator  Glass.  And  that  is  all.  And  there  was  never  the  remotest 
dream  upon  the  part  of  the  proponents  of  the  act  that  it  would  ever 
be  used  to  finance  the  Federal  Government.  The  supposition  of 
Congressmen  at  that  time  was  that  the  Federal  Government  would 
always  be  able  to  finance  itself.  And  as  to  the  open-market  require- 
ment of  the  law:  The  purpose  of  that,  was  Bet  forth  in  the  report  to 
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Congress  and  in  my  speech  presenting  the  bill,  if  I  may  be  personal 
The  sole  purpose  of  the  open-market  requirement  was  not  to  permit 
Federal  Reserve  banks  to  engage  in  speculative  investment  transac- 
tions, but  was  entirely  separate  from  that.  It  -was  to  enable  them  to 
use  any  surplus  funds  they  might  have  on  hand  in  order  to  cover  over- 
head charges,  and  to  enable  them  to  do  as  the  Bank  of  England  has 
always  done,  to  enforce  their  rediscount  rate.  And  that  was  all.  It 
never  was  intended  that  they  should  go  into  speculative  transactions 
and  buy  all  sorts  of  securities  and  all  that  sort  of  thing. 

Mr.  Law.  I  think,  Senator  Glass,  that  perhaps  you  fail  to  take  into 
account  this  fact:  You  were  sitting  there  writing  this  bill,  with  certain 
fundamentals  and  objectives  in  your  mind  every  minute.  The  layman 
or  even  bankers,  with  an  imperfect  knowledge  of  what  was  contem- 
plated, got  a  lot  of  misinformation  about  it.  In  other  words  there 
was  a  lot  of  difference  I  know  in  my  attitude  after  I  came  down  to 
Washington  and  attended  the  hearings  and  heard  more  about  the  bill. 
It  changed  completely,  or  very  largely  at  least,  my  attitude  in  regard 
to  it  after  I  got  additional  information  and  got  rid  of  some  of  the  mis- 
information which  I  had  acquired. 

Senator  Couzenb.  Did  you  testify  against  the  act  in  1913? 

Mr.  Law.  No,  sir.  I  was  on  this  country  bank  committee,  coming 
here  from  an  agricultural  district,  representing  the  agricultural  in- 
terests there.  We  realized  that  in  order  for  the  farmers  and  the  live- 
stock men  to  be  benefited  by  it  the  length  of  the  maturity  of  their 
paper  would  be  of  great  importance.  That  is  what  I  was  interested 
111  then. 

Senator  Cooehnb.  To  meet  the  seasonal  situation? 

Mr.  Law.  Yes,  sir. 

Senator  Gi-ass.  Very  well,  Mr.  Law,  we  are  very  much  obliged  to 
you. 

Mr.  Law.  And  I  wish  to  thank  you. 

(Thereupon  Mr.  Law  left  the  committee  table.) 

Senator  Glass  (chairman  of  the  subcommittee).  Mr.  Brown,  of 
the  First  National  Bank  of  Chicago,  will  now  be  heard.  Just  give 
pour  name  and  occupation  to  the  committee  reporter  for  the  record. 

STATEMENT  OF  EDWARD  S.  BROWN,  PRESIDENT  OF  THE  FIRST 
NATIONAL  BANK  OF  CHICAGO 

Mr.  Brown.  My  name  is  Edward  E.  Brown.  I  am  president  of 
the  First  National  Bank  of  Chicago,  and  I  live  in  Chicago. 

Mr.  Chairman,  I  should  like  to  address  my  remarks  to  title  II  of 
the  bill,  and  more  particularly  to  sections  205,  206,  and  209. 

Section  205  as  the  committee  knows  deals  with  open-market  opera- 
tions. Section  206  deals  with  a  definition  of  what  is  eligible  for 
rediscount  and  for  making  advances.  And  section  209  deals  with  the 
power  to  vary  the  reserve  requirements  of  member  banks. 

As  the  committee  knows  and  of  course  has  heard  from  numerous 
witnesses,  the  present  system  of  conducting  open-market  operations 
under  the  law  is  by  12  representatives,  generally  governors  of  the  12 
Federal  Reserve  banks.  The  bill  as  introduced  by  Mr.  Eccles  pro- 
vided that  the  Federal  Reserve  Board  should  select  3  of  its  members, 
who  would,  of  course,  inevitably  represent  the  majority  of  the  Board, 


376  BANKING   ACT   OF    1BJ8 

and  that  they  should  ait  with  2  governors  or  2  representatives,  elected 
by  the  Federal  Reserve  banks. 

I  do  not  think  it  is  necessary  to  point  out  that  such  an  arrange- 
ment would  mean  that  the  3  members  of  the  Federal  Reserve  Board 
elected  by  the  majority  would  inevitably  vote  as  a  unit,  and  whatever 
group  within  the  Board  or  whatever  power  outside  the  Board  con- 
trolled the  Federal  Reserve  Board,  would  control  the  votes  of  those 
3  men,  and  that  the  2  governors  or  other  representatives  of  the  Federal 
Reserve  banks,  as  the  case  might  be,  in  effect  would  have  nothing  to 

wr- 

The  bill  was  amended  in  the  House  of  Representatives,  and  as  the 
House  bill  is  before  you  it  contains  a  provision  that  open-market 
operations  should  be  conducted  by  the  Federal  Reserve  Board,  and 
provide  for  the  creation  of  an  advisory  committee  of  five  governors  of 
Federal  Reserve  banks. 

I  know  something  about  advisory  committees  in  general  that  have 
no  power  to  vote,  and  it  so  happens  from  my  own  experience  that  I 
know  a  good  deal  about  the  work  of  the  Federal  Advisory  Council 
which  is  supposed  to  advise  the  Federal  Reserve  Board.  Two  of  my 
predecessors,  presidents  of  the  First  National  Bank  of  Chicago,  were 
chairmen  of  the  Federal  Advisory  Council,  and  another,  Mr.  Traylor, 
was  vice  chairman.  And  since  the  inception  of  the  council  the  secre- 
tary of  the  board  has  generally  been  an  officer  or  employee  of  the 
First  National  Bank  of  Chicago,  as  it  has  happened.  And  the  entire 
record  of  the  Federal  Advisory  Council  in  its  relations  with  the 
Federal  Reserve  Board  is  that  it  gives  advice  and  when  its  advice  is  not 
palatable  they  pay  no  attention  to  it,  and  they  frequently  suppress  it, 
and,  furthermore,  I  will  say  that  generally  speaking  advisory  com- 
mittees and  councils  serve  as  a  source  of  irritation,  and  they  just 
have  no  power  and  no  practical  utility. 

The  Chairman-.  And  sometimes  they  get  their  communications 
returned  to  them,  do  they  not? 

Mr.  Brown.  That  has  happened  recently,  as  I  think  this  com- 
mittee knows,  with  the  statement  that  the  communication  was- 
impertinent.  So,  obviously,  under  the  set-up  of  the  bill  as  it  was 
introduced  by  Governor  Eccles,  or  as  it  was  amended  in  the  House, 
the  power  to  control  open-market  operations  will  be  entirely  in  the 
hands  of  whoever  controls  the  majority  of  the  Board,  whether  that 
control  is  exercised  by  a  majority  of  the  Board  members  or  is  exercised 
from  the  outside. 

Now,  open-market  operations  have  become  much  more  important 
than  fixing  the  discount  rate,  and  they  have  an  enormous  effect  on  the 
business  of  the  country.  The  effect,  as  experience  has  shown,  is  that 
they  can  increase  or  diminish  the  amount  of  reserves  of  member 
banks.  Not  always  of  course,  or  in  exceptional  conditions,  but 
generally  they  tend  to  make  credit  easier  or  tighter.  I  do  not 
believe  their  power  as  affecting  credit  or  affecting  the  price  level  goes 
beyond  that. 

I  am  very  much  concerned  as  the  president  of  a  large  bank — and  I 
am  speaking  for  myself  and  not  for  the  American  Bankers'  Associa- — 
tion,  or  anybody  else — about  the  make-up  and  the  ultimate  control — 
and  the  motives  which  may  dominate  a  board  which  is  charged  with-* 
open-market  operations.     I  am  particularly  afraid  of  a  board  which* 
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would  be  apt  to  force  Government  obligations  on  Federal  Reserve 
banks  which  the  investing  public  was  unwilling  to  take. 

I  am  not  unmindful  that  in  a  real  emergency,  such  as  war,  or  such 
as  the  situation  as  existed  at  the  end  of  the  Hoover  administration 
or  at  the  beginning  of  the  present  administration  when  the  banks 
were  closed,  that  it  may  be  necessary  for  the  Treasury  to  go  to  Fed- 
eral Reserve  banks,  and  to  go  to  member  banks,  and  get  temporary 
assistance. 

But  it  is  a  very  different  proportion  to  put  it  in  the  power  of  a 
nere  majority  of  the  Federal  Reserve  Board,  either  directly  or  through 
in  open  market  committee  responsive  to  that  mere  majority,  which 
a  apt  to  be  dominated  by  political  considerations  or  be  responsive  to 
idministration  pressure,  to  get  money  to  enable  the  Government  to 
'unction  for  a  period  of  30  or  60  or  80  days  until  securities  can  be 
distributed  to  the  investing  public  with  which  to  carry  on  the  Gov- 
ernment; and  to  give  the  power  to  the  mere  majority  of  that  Board 
to  compel  Federal  Reserve  banks  to  buy  long-term  securities  of  the 
United  States  at  a  rate  which  the  investing  public  is  unwilling  to  take 
them  at.  I  am  very  fearful  if  this  bill  is  adopted  either  as  presented 
by  Governor  Eccles,  or  as  it  came  to  the  Senate  from  the  House,  that 
such  power  would  be  given  and  would  be  apt  to  be  used. 

After  all  the  best  "stop,  look  and  listen"  sign  I  know  for  the  ad- 
ministration, or  the  Congress,  or  the  people  of  the  country  in  their 
financial  and  budgetary  operations,  is  the  fact  that  the  Government 
cannot  dispose  of  its  obligations  except  at  rising  rates  of  interest. 
It  is  a  check  to  everybody,  including  the  people  of  the  country,  in 
that  it  makes  them  think  where  they  are  going. 

I-  think  the  passage  of  the  bill,  either  m  the  form  recommended 
by  Governor  Eccles  or  as  it  comes  from  the  House,  would  be  quite 
apt,  if  Government  issues  went  sour  and  were  not  taken  by  investors 
because  they  did  not  like  the' rate  of  interest,  to  mean  that  the 
Federal  Reserve  Board  directly  or  through  the  open-market  committee, 
which  would  be  under  the  absolute  domination  of  a  chance  majority 
of  the  Board,  would  force  Federal  Reserve  banks  to  take  Government 
obligations  which  they  did  not  want  to  take  and  which  the  investing 
public  would  not  buy. 

Senator  Couzens.  Do  you  agree  with  what  Mr.  Law  said  about  the 
set-up  of  the  Federal  Reserve  Board? 

Mr.  Bkown.  I  think  the  Federal  Reserve  Board  should  be  reduced. 

Senator  Couzenb.  But  do  you  agree  with  what  Mr.  Law  said,  or 
lid  you  hear  his  testimony  given  here? 

Mr.  Brown.  I  heard  his  tesimony.  I  should  say  as  to  the  Federal 
leserve  Board,  if  it  was  reduced  to  five  members  as  proposed  by  the 
American  Bankers'  Association,  and  the  Secretary  of  the  Treasury 
nd  the  Comptroller  of  the  Currency  were  eliminated — they  being 
lirect  Government  representatives — sitting  with  four  elected  gover- 
iots  as  an  open-market  committee,  that  there  would  be  very  little 
faance  of  that  sort  of  thing  happening. 

I  should  like  to  say  that  1  happen  to  be  a  member  of  the  executive 
ommittee  of  the  American  Bankers'  Association,  and  was  present 
it  the  meeting  in  Augusta,  Ga.,  and  the  view  of  the  members  of  the 
American  Bankers'  Association  there  very  definitely  was  that  unless 
liia  or  some  similar  compromise  was  reached  which  would  take  the 
lower  away  from  the  Federal  Reserve  Board  alone  to  control  open- 
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market  operations,  that  all  of  title  II  of  the  bill  should  be  opposed  by 
the  association. 

Senator  Couzbnb.  Would  you  prefer  the  recommendations  of  the 
American  Bankers'  Association  to  the  existing  set-up? 

Mr.  Brown.  No.  I  would  prefer  the  existing  set-up,  I  will  say 
frankly.  But  if  the  pressure  of  the  administration  is  very  strong,  and 
if  the  pressure  in  Congress  is  strong  on  the  point  that  open-market 
operations  are  so  important,  that  the  public  interest  must  be  repre- 
sented by  people  other  than  those  responsible  to  the  directors  of  the 
Federal  Reserve  banks  elected  as  to  two-thirds  by  member  banks,  and 
that  the  Government  should  have  more  voice  in  open-market  opera- 
tions, then  I  would  be  willing  as  a  compromise,  because  I  do  not 
believe  it  involves  any  great  danger,  to  have  a  joint  open-market 
committee  on  which  not  delegated  members  of  the  Federal  Reserve 
Board,  but  all  the  members  of  the  Federal  Reserve  Board  as  reduced, 
and  governors  would  act  together. 

Senator  Couzens.  So  you  would  not  be  particularly  disturbed  if 
this  bill  were  passed  with  the  set-up  as  proposed  by  Mr.  Law  and  the 
American  Bankers'  Association? 

Mr.  Brown.  No. 

Senator  Glass.  How  do  you  reconcile  that  with  your  statement 
made  at  the  beginning  that  members  of  the  Federal  Reserve  Board  on 
the  open-market  committee  would  act  as  a  unit-  If  they  have  a 
majority  they  would  do  as  they  pleased,  would  they  not? 

Mr.  Brown.  Well,  what  I  was  saying 

Senator  Glass  (interposing).  But  I  mean  as  the  American  Bankers' 
Association  proposes.  It  proposes  minority  representation  for  the 
Federal  Reserve  hanks  which  own  the  money  that  is  to  be  invested  or 
speculated  in  or  whatever  you  may  please. 

Mr.  Brown.  Yes,  but 

Senator  Glass  (continuing).  And  the  majority  of  the  open-market 
committee  is  to  be  composed  of  people  who  do  not  own  a  dollar  in  the 
banks,  who  have  no  pecuniary  interest  whatsoever  in  them.  You 
started  your  testimony,  as  I  remember  to  have  heard  it,  by  saying 
that  this  majority  would  always  act  as  a  unit,  and  they  will. 

Mr.  Brown.  Senator  Glass,  what  I  said  was  that  in  Governor 
Eccles'  proposal  the  majority  of  the  Board  would  select  3  members 
to  represent  the  Board,  and  that  those  3  would  inevitably  act  as  a 
unit  and  represent  the  opinion  of  the  majority  of  the  Board. 

Senator  Glass.  Exactly. 

Mr.  Brown.  If  the  Board,  however,  were  reduced  to  5  members  and 
they  were  appointed  for  12-year  terms,  except  as  to  1  who  would  be 
selected  by  the  then  existing  administration,  the  governor  say,  and 
not  removable,  and  those  5  sat  with  4  governors,  find  each  1  of  the  9 
had  an  equal  vote,  I  do  not  believe  the  5  members  of  the  Federal 
Reserve  Board  would  vote  as  a  unit;  and  if  the  4  governors  could 
persuade  1  of  the  5  to  vote  with  them,  they  would  have  a  majority. 

Senator  Glass.  Well,  you  are  more  credulous  than  I  am;  that  is  all 
I  can  say  about  that. 

Mr.  Brows.  It  may  be  so.  I  have  seen  a  good  deal  of  the  Federal 
Reserve  Board  and  generally  it  has  been  split,  and  I  think  it  is  apt  to 
continue  to  be  split. 

Senator  Glass.  Yes.  They  split  before  this  hill  was  proposed;  and 
for  that  matter  it  remains  to  be  seen  if  they  are  not  very  materially 
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split  on  this  bill,  because  not  a  member  of  it  saw  this  bill  until  it  was 
sent  up  here  and  was  printed. 

Mr.  Bhown.  I  do  not  think  it  necessary  to  call  to  the  attention 
of  this  committee  that  if  any  open-market  committee  forces  long- 
term  bonds  which  the  investing  public  are  unwilling  to  buy,  on.  the 
Federal  Reserve  banks,  or  short-term  bonds  for  that  matter  which 
the  public  won't  buy,  that  you  can  have  and  will  have  inflation,  which 
because  it  is  hidden  largely  at  the  beginning  is  apt  to  get  so  far  under 
way  that  it  will  be  impossible  to  stop  it  without  enormous  damage 
to  the  people  of  the  country. 

Senator  Glass.  Well,  it  has  been  testified  here  that  60  percent  of 
the  public  indebtedness  is  owned  by  the  banks  now.  How  much 
more  would  you  like  to  see  owned  by  the  banks? 

Mr.  Brown.  1  should  like  to  see  much  less  than  that  percentage 
owned  by  the  banks.  There  is  also  a  danger  I  think  which  exists 
and  which  makes  it  important  that  somebody  elected  by  the  people 
whose  reserves  are  in  Federal  Reserve  banks,  through  their  repre- 
sentatives, the  boards  of  directors  and  governors  of  the  regional 
Federal  Reserve  banks — that  is,  to  see  to  it  that  the  open-market 
operations  shall  not  be  undertaken  in  order  to  try  out  some  entirely 
untried  and  unproved  economic  theory. 

I  mention  that  fact  because  the  present  Governor  of  the  Federal 
Reserve  board  has  employed  an  economic  advisor,  who  has  recently 
published  a  book  the  thesis  of  which  is  that  the  price  level  can  be 
controlled  through  Federal  Reserve  open-market  operations.  I  do 
not  believe  in  the  theory.  I  do  not  believe  the  majority  of  the  econ- 
omists of  the  country  accept  that  theory.  And  I  think  if  the  theory 
is  tried  out  they  will  be  unable  to  materially  affect  the  price  level — 
but  God  knows  how  much  damage  they  may  do  to  the  business  of 
the  country  and  to  the  member  banks  in  trying.  I  think  it  highly 
important  to. avoid  open-market  operations  under  the  sole  control 
of  a  Federal  Reserve  board,  or  a  majority  of  a  Federal  Reserve  board, 
when  the  majority  is  certainly  going  to  be  responsive  to  whatever 
administration  happens  to  be  m  power. 

Senator  Couzens.  Mr.  Brown,  you  have  had  long  expereince  and 
you  must  recognize  that  control  has  to  be  located  somewhere  for 
almost  any  activity,  I  take  it. 

Mr.  Brown.  Yes. 

Senator  Couzens.  Therefore  it  would  seem  desirable  to  reorganize 
the  Federal  Reserve  Board  because  the  control  is  now  divided  between 
12  Federal  Reserve  banks  in  the  matter  of  open-market  operations, 
and  under  this  bill,  or  some  modification  of  it,  the  control  will  be 
centralized,  will  it  not? 

Mr.  Brown.  Yes. 

Senator  Glass.  Do  you  believe  in  control  being  centralized  rather 
than  regional? 

Mr.  Shown.  I  do.  On  that  point  I  differ  from  Mr.  Law.  I  think 
when  open-market  operations  by  their  very  nature  affect 

Senator  Glass  (interposing).  I  am  not  talking  about  open-market 
operations  alone.  There  is  the  question  of  the  rediscount  rate.  Do 
you  think  that  should  be  uniform  throughout  the  United  States? 

Mr.  Brown.  I  do  not. 

Senator  Glass.  Well,  you  do  not  think  the  control  should  be  cen- 
tralized, then.  If  control  is  centralized  they  could  make  the  redis- 
count rate  uniform  throughout  the  United  States. 
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Mr.  Bhow.n.  I  thought  I  said  to  Senator  Couzens,  Senator  Glass, 
that  I  believed  control  of  open-market  operations  should  be  centralized. 
And  I  would  Bay  that  I  think  that  control  should  be  centralized  be- 
cause it  is 

Senator  Glass  (interposing).  Well,  it  is  centralised  now  in  a 
statutory  committee  of  12  governors,  is  it  not? 

Mr.  Brown.  Yes. 

Senator  Couzens.  But  nobody  has  to  act  upon  the  order  of  the 
centralized  control.  Each  of  the  12  Federal  Reserve  banks  can  do 
just  as  it  pleases. 

Senator  Glass.  Well,  why  shouldn't  you  do  as  you  please  with 
your  own  money?  You  would  not  want  anybody  to  spend  your 
money  for  you. 

Senator  Couzens,  It  is  not  their  money. 

Senator  Glass.  Why  isn't  it? 

Senator  Couzbns.  Ask  depositors  who  have  money  tied  up  in 
banks  now  whether  it  is  their  money  or  the  banks'  money. 

Senator  Glass.  The  reserves  belong  to  the  banks,  and  that  is  the 
money  this  committee  will  use. 

Senator  Couzbns.  And  that  money  comes  from  depositors. 

Senator  Glass.  It  comes  from  transactions  had  with  banks. 

Senator  Couzens.  And  it  all  originates  with  depositors'  money. 

Senator  Glass.  Of  course,  the  banks  lend  depositors'  money.  That 
is  what  the  banks  are  for. 

Senator  Couzens.  And  that  is  the  reason  we  are  attempting  to 
keep  some  control  over  them,  so  they  cannot  lend  without  soma 
governmental  supervision. 

Senator  Glass.  You  have  ample  governmental  supervision  now. 
What  I  am  talking  about  is  governmental  confiscation.  But,  never 
mind;  we  will  argue  that  out  among  ourselves.  Pardon  me,  Mr. 
Brown,  as  I  do  not  like  to  exhibit  my  arbitrary  views  in  contrast  with 
the  placid  and  deliberate  views  of  my  colleague  here,  of  whom  I  am 
very  fond. 

Mr.  Brown.  Gentlemen  of  the  committee,  I  think  that  such  a  com- 
promise as  is  proposed  by  the  American  Bankers  Association,  with 
Federal  Reserve  Board  of  5  members,  with  an  open-market  committee 
composed  of  members  of  the  Federal  Reserve  Board,  with  only  1 
member  that  changes  with  the  administration;  if  there  were  4  gover- 
nors against  5  members  of  the  Federal  Reserve  Board  controlling 
open-market  operations,  it  would  greatly  minimize  the  danger  of 
such  open-market  committee  loading  the  Federal  Reserve  banks  with 
Government  obligations  in  the  way  I  have  mentioned.  I  think  it 
would  afford  great  insurance  against  trying  out  unproven  economic 
theories  with  the  hope  of  affecting  the  price  level. 

Senator  Glass.  I  might  agree  with  you  there,  but  if  the  undeniable 
fact  exists  of  an  open-market  committee  composed  of  12  Federal 
Reserve  bank  governors  have  already  loaded  the  Federal  Reserve 
banks  up  with  2%  billion  dollars  of  Treasury  securities,  and  isn't  that 
a  fact? 

Mr.  Brown.  Yes.  There  has  been  a  situation  in  this  country 
where  the  administration,  the  President  if  you  will,  and  his  Cabinet 
officers,  have  had  an  extraordinary  and  unusual  influence  over  every- 
body, including  the  Congress,  up  to  date,  and  over  Federal  Reserve 
hanks  as  well. 
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Senator  Glass.  Well,  do  not  apply  that  to  just  one  President. 
That  was  the  case  in  Mr.  Hoover's  administration.  It  began  there 
and  it  has  been  intensified  since  the  4th  of  March  1933.  I  am  quite 
willing  to  suspect  that  some  influence  is  exercised  on  the  Congress  by 
the  administration.    [Laughter.] 

Mr.  Brown.  If  Congress  should  decide  that  it  is  desirable  to  keep 
the  Secretary  of  the  Treasury  or  the  Comptroller  of  the  Currency, 
who  are  necessarily  administration  officials,  responsible  to  the  admin- 
istration, on  the  Federal  Reserve  Board,  then  I  think  the  open- 
market  committee  should  consist  of  unofficial  members.  That  is, 
members  other  than  the  Secretary  of  the  Treasury  and  the  Comp- 
troller of  the  Currency,  sitting  with  a  number  of  governors  of  the 
Federal  Reserve  banks,  having  either  equal  votes  or  only  one  less 
vote.  I  think  it  important  that  there  be  not  less  than  four  or  five 
governors  on  such  committee  because  the  interests  of  the  different 
sections  of  the  country  are  of  different  types.  New  York,  for  instance, 
has  interests  which  are  predominantly  financial  and  concerned  with 
export  trade.  The  industrial  Middle  West,  represented  by  the 
Cleveland  and  Chicago  Federal  Reserve  banks,  has  interests  which  are 
very  different  from  those  of  the  South  or  from  those  of  the  agricultural 
sections,  such  as  center  in  Minneapolis  or  Kansas  City.  And  I  do  not 
think  you  could  get  adequate  representation  on  an  open-market 
committee  of  governors  unless  you  have  at  least  4  or  5;  and  I  do  not 
believe  that  a  committee  of  13,  or  even  15,  is  unworkable. 

On  the  subject  of  section  209,  which  in  the  House  bill  gives  power 
to  the  Federal  Reserve  Board  to  increase  reserve  requirements  or 
lower  reserve  requirements  of  member  banks  without  declaring  an 
emergency,  I  think  that  is  just  about  as  dangerous  to  the  stability 
of  the  business  of  the  country  and  the  country  as  a  whole  as  the  section 
dealing  with  open-market  operations. 

The  present  reserve  requirements  of  Federal  Reserve  banks  are  low 
enough.  If  anything,  in  my  own  opinion  they  are  too  low.  The 
power  to  suspend  them  is  by  the  present  law  given  to  five  members  of 
the  Board,  with  the  approval  of  the  President  on  declaring  an  emer- 
gency. It  seems  to  me  that  that  is  sufficient  authority,  and  that  if 
an  emergency  existed  it  would  be  because  of  a  currency  panic,  and 
everybody  would  know  of  the  emergency  and  the  President  and 
the  Board  would  not  hesitate  to  go  ahead  and  lower  the  reserve 
requirements. 

If  the  Board,  without  declaring  an  emergency,  and  in  order  to 
combat  inflation,  wants  to  raise  the  reserve  requirements  upward, 
then  certainly  a  ceiling,  or  up  limit,  as  to  the  amount  to  which  the 
reserves  could  be  raised,  should  be  written  into  the  bill.  If  it  is  not 
written  into  the  bill,  it  would  give  the  power  to  a  majority  of  the 
Federal  Reserve  Board  by  requiring  very  high  reserves  to  abolish 
private  banking  in  this  country.  I  will  say  that  while  there  is  a  large 
body  of  radical  opinion  which  favors  such  abolition,  and  favors  social- 
ization of  credit  and  nationalization  of  banking,  the  Congress  does 
not,  or  a  majority  of  the  Congress  does  not,  and  a  law  should  not  be 
written  which  would  give  the  power  to  any  board  by  fixing  arbitrary 
reserve  requirements  to  force  private  banks  out  of  business  without 
legislative  sanction,  and  without  the  opportunity  to  debate  or  discuss 
the  matter. 
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Furthermore,  I  frankly  am  afraid  that  if  that  power  should  exert 
and  that  emergency  should  arise  and  the  Federal  Reserve  Board 
wanted  to  put  pressure  on  member  banks  to  buy  Government  hood* 
which  they  did  not  think  they  should  buy,  or  wanted  them  to  ds 
something  else  they  did  not  want  to  do,  that  by  threatening  to  rain 
the  reserve  requirements  to  a  point  where  private  banking  would 
become  almost  impossible,  great  pressure  could  or  might  be  put  on 
toe  member  banks.  And  for  the  life  of  me  I  cannot  see  any  objection 
to  putting  an  upper  or  ceiling  limit  on  the  reserve  requirement! 
which  could  be  required'of  member  banks. 

Before  the  passage  of  the  Federal  Reserve  Act  banks  in  the  central 
reserve  cities  at  least  demonstrated  that  they  could  operate  on  a 
reserve  of  25  percent,  and  I  would  suggest  a  ceiling  limit  of  25  percent 
of  all  deposits,  if  the  reserve  requirements  are  going  to  be  changed  and 
you  are  going  to  give  the  right  to  the  Board  to  make  them  flexiWs 
other  than  in  an  emergency.  Personally  I  prefer  to  see  the  section 
left  untouched,  with  merely  an  emergency  clause  for  the  Government 
to  act  on. 

Senator  Glass.  Would  you  for  the  present  desire  to  see  the  Federal 
Reserve  Act  left  untouched  until  the  matter  could  be  given  mature 
consideration? 

Mr.  Brown.  Personally,  I  would  be,  Mr.  Chairman. 

Senator  Glass.  Do  you  think  that  is  the  consensus  of  opinion  of  the 
members  of  the  American  Bankers'  Association? 

Mr.  Brown.  I  should  say  that  nine-tenths  of  the  bankers  present 
at  the  executive  council  meeting  in  Augusta,  and  I  am  speaking  now 
not  as  an  officer  of  the  association  but  of  my  own  private  impressions, 
would  be  greatly  in  favor  of  having  no  action  taken  on  title  II  of  tha 
bill  at  the  present  time.  But  if  the  administration  is  going  to  insBt 
on  title  II  of  the  bill,  then  the  instructions  to  the  legislative  council 
were  to  fight  it,  unless  certain  modifications  were  put  into  the  bill  u 
finally  written. 

On  the  question  of  eligibility  or  what  can  be  rediscounted  and  tot 
proviso  that  advances  can  be  made  against  any  sound  assets,  I  dis- 
agree with  Mr.  Heimann,  and  I  think  some  amendment  should  be  nuuk 
to  the  act,  although  I  do  not  think  it  is  an  emergency  matter,  by  way 
of  broadening  what  is  rediscountable  paper. 

Business  conditions  have  altered  very  materially  since  the  passage 
of  the  Federal  Reserve  Act.  The  supply  of  ordinary  commercul 
paper  has  become  much  shorter.  I  think  it  would  be  much  more  pre- 
ferable to  amend  the  act  by  making  specific  definitions  of  what  » 
eligible  for  rediscount. 

Senator  Glass.  Well,  as  a  matter  of  fact,  isn't  that  matter  almost 
entirely  within  the  control  of  the  Federal  Reserve  Board  now,  except 
that  it  shall  relate  eligible  paper  to  commerce,  industry,  and  agricul- 
tural interests  of  the  country?    What  other  interests  would  you  add! 

Mr.  Brown.  I  would  not  put  in  other  interests,  but  I  myself  would 
make  finance-company  paper,  with  certain  restrictions,  eligible. 
And  when  I  say  "finance-company  paper"  I  mean  the  paper  of 
finance  companies  like  General  Motors  Acceptance  Corporation,  aid 
paper  of  the  Commercial  Investment  Trust.  I  would  make  tax 
notes  and  tax  anticipation  warrants  eligible,  I  would  make  serial 
municipal  bonds  of  short  maturity  eligible.    I  would  make  obligation! 
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m  demand  secured  by  grain  or  other  commoditieB  eligible, 
make  cold-storage  warehouse  paper  eligible.  This  paper 
f  the  fact  that  storage  warehouses  advance  money  to  dealers 
roducts  is  not  now  eligible  under  the  terms  of  the  act.  But 
if  the  present  draft  allowing  a  Federal  Reserve  bank  to  make 
on  any  sound  asset  is  adopted,  and  I  think  it  is  necessary  to 
:he  rediscount  base,  there  should  be  written  in  a  provision 
tnces  on  sound  assets,  whatever  that  means,  should  bear  a 
il  in  interest  charge  which  would  discourage  their  being  held 
eory  that  they  could  be  discounted.  Possibly  advances  on 
seta,  other  than  Government  bonds,  should  be  at  a  rate  of 
;,  or  3  percent  even,  above  the  rediscount  rate  for  redis- 
i  paper  as  defined  in  the  act.  This  would  not  tend  to  en- 
banks  to  invest  their  money  in  unliquid  assets  because 
and  soundness  in  banking  go  together. 

*  Bulkley.  Are  there  available  statistics  to  show  how  much 
you  have  suggested,  would  be  eligible  which  is  now  held  by 

iown.  I  do  not  know  of  any  statistics  covering  the  whole 

field,  but  I  do  know  in  the  case  of  our  own  bank  that  the 

if  eligible  paper  which  we  hold,  which  is  small  not  because 

i  try  to  get  it  but  just  because  it  is  not  there,  would  be  more 

iled  by  such  a  definition. 

:  Bulkley.  Do  you  think  the  adoption  of  your  suggestion 

ictically  double  the  amount  of  eligible  paper? 

iown.  Based  on  my  own  experience,  1  think  it  would  be 

■  Glass.  I  am  Just  wondering  right  there:  Isn't  that  largely 
for  in  the  existing  act?  I  have  not  had  occason  to  examine 
md  regulations  on  eligibility  adopted  by  the  Federal  Reserve 
it  I  very  distinctly  recall  the  provisions  of  the  act,  and  any 
the  statutory  maturity  which  relates  itself  to  commerce, 
and  agriculture  may  be  comprehended  in  the  definition  of 
and  regulations  of  the  Federal  Reserve  Board.  The  only 
m  in  that  regard  is  a  prohibition  against  including  in  its 
speculative  investment  securities  and  loans  for  the  purchas- 
rying  of  speculative  stocks.  That  is  the  only  prohibition. 
:OWK,  Well,  the  Federal  Reserve  Board  has  interpreted  the 
thibit  the  eligibility  of  paper  which  is  issued  by  a  concern 
aces  others.  Whereas,  an  automobile  manufacturer  may 
oney,  yet  if  that  automobile  manufacturer  sells  his  accounts 
!  to  a  finance  company  the  Federal  Reserve  Board  has  felt 
have  no  right  to  make  such  paper  eligible.  They  have  held 
have  no  right  to  make  cold-storage-warehouse  paper  eligible 
cold-storage  company  instead  of  owning  the  stored  products 
aolds  notes  of  local  produce  men  secured  by  the  pledge  of 

-  Glass.  Is  not  that  a  regulation  of  the  Board  rather  than 
nent  of  the  statute? 

:own.  They  say  it  is  their  interpretation  of  the  law,  and  that 
hey  wanted  to  they  could  not  make  that  class  of  paper 
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Senator  Glass.  Well,  I  imagine  they  know  more  about  it  than  I  do. 
[Laughter.]  Well,  sir,  we  are  greatly  indebted  to  you.  I  have  been 
very  much  interested  in  your  testimony. 

Mr.  Brown.  I  thank  you. 

Senator  Glass.  The  subcommittee  will  now  suspend.  Tomorrow 
we  will  hear  Mr.  Aldrich  of  the  Chase  National  Bank  of  New  York 
City,  I  believe,  and  will  meet  at  10:30. 

(Whereupon,  at  12:35b.  m.,  Tuesday,  May  14,  1035,  the  committee 
recessed  until  10:30  o'clock  the  following  morning.) 
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wednesday,  hat  15,  1838 

United  States  Senate, 
Subcommittee  of  the  Committee  on 

Banking  and  Cubrrenct, 

Washington,  D.  C. 
The  subcommittee  met,  pursuant  to  adjournment  on  yesterday, 
at  10:30  a.  m.,  in  room  301,  Senate  Office  Building,  Senator  Carter 
Glass  presiding. 

Present:  Senators  Glass  (chairman  of  the  subcommittee),  Bulkley, 
McAdoo,  Byrnes,  Townsend,  and  Couzens. 

Senator  Glass.  The  committee  will  come  to  order.  Mr.  Aldrich 
is  the  chairman  of  the  Chase  National  Bank  of  the  City  of  New  York 
and  is  to  be  heard  this  morning.  Mr.  Aldrich,  simply  give  your  name 
and  occupation  to  the  committee  reporter  for  the  benefit  of  the  record. 

STATEMENT  OF  WINTHROP  W.  ALDRICH,  CHAIRMAN  THE  CHASE 
NATIONAL  BANK  OF  THE  CITY  OF  NEW  YORK 

Senator  Glass.  Mr.  Aldrich,  the  subcommittee  has  before  it 
S.  1715,  being  the  proposed  amendments  to  the  existing  banking  law, 
and  we  shall  be  very  glad  to  have  you  comment  on  the  proposals. 

Mr.  Aldrich.  Mr.  Chairman,  I  was  a  member  of  a  special  com- 
mittee of  the  American  Bankers  Association  which  made  a  study  of 
the  bills  now  pending  before  your  committee  and  as  passed  by  the 
House  of  Representatives,  and  thereafter  made  a  report  to  the  Ameri- 
can Bankers  Association,  which  was  unanimously  adopted  by  the 
executive  council  of  the  association  at  its  meeting  in  Augusta,  Ga., 
a  few  weeks  ago. 

The  suggestions  for  changes  in  the  bills  I  will  make  to  you  today 
include  the  recommendations  made  in  that  report.  But  I  will  make 
certain  additional  recommendations  and  certain  modifications  of  the 
recommendations  made  in  that  report,  which  are  the  result  of  further 
study  of  the  Senate  bill  and  of  the  bill  as  passed  by  the  House  of 
Kepresentatives . 
These  latter  recommendations  represent  my  own  personal  views. 
I  am  also  a  member  of  the  Business  Advisory  Council  for  the  Depart- 
ment of  Commerce,  and  was  chairman  of  a  committee  appointed  by 
that  body  to  make  a  study  of  these  bills.  The  report  of  that  commit- 
tee was  unanimously  adopted  by  the  Business  Advisory  Council  for 
the  Department  of  Commerce,  and  I  understand  was  delivered  to 
the  President  last  week.  That  report,  however,  is  not  ready  for 
publication,  and  I  do  not  here  of  course  speak  in  any  manner  for  the 
Business  Advisory  Council  for  the  Department  of  Commerce. 
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Senator  Glass.  Mr.  Aldrich,  right  there  let  me  ask  you:  Have  you 
a  copy  of  that  report? 

Mr.  Aldbich.  I  have  not  one  with  me;  no,  sir. 

Senator  Glass.  Why  is  it  not  available  for  publication? 

Mr.  Aldbich.  I  will  say  that  I  have  here  a  letter  from  the  assistant 
to  the  chairman  of  the  Business  Advisory  Council,  which  I  have  not 
yet  had  the  time  to  read  myself.    I  just  received  it  this  morning, 

Senator  Glass.  Does  it  touch  upon  thb  banking  bill  at  all? 

Mr.  Aldbich.  Perhpas  I  might  read  it,  although  as  I  have  said  I 
have  not  read  it  myself  as  yet 

Senator  CourKNs  (interposing).  Perhaps  there  may  be  some  secrets 
in  it  and  you  better  not  read  it. 

Mr.  Aldbich.  It  outlines  the  procedure  that  was  agreed  upon 
between  Mr.  Kendall,  the  chairman  of  the  Business  Advisory  Council 
for  the  Department  of  Commerce,  and  the  President  at  a  meeting 
which  they  had  a  week  ago  today.     The  letter  says: 

At  Mr.  Kendall's  meeting  With  the  President  last  Wednesday,  the  latter  sug- 
gested that  the  chairman  of  each  committee  of  the  Council  having  pending 
reports,  discuss  his  report  fully  in  company  with  either  Mr.  Kendall  or  myself 
with  those  members  of  the  administration  designated  by  the  President — 

and  I  might  explain  that  this  particular  letter  is  signed  by  Mr.  Wet- 
more  Hodges,  the  assistant  to  the  chairman  of  the  Business  Advisorj 
Council  for  the  Department  of  Commerce.  I  continue  reading — 
that  as  nearly  after  the  conclusion  of  that  meeting  as  his  engagements  permitted, 
the  President  would  meet  with  the  group  for  a  short  discussion  of  the  report;  and 
that  at  the  conclusion  of  these  two  meetings,  the  Council  would  be  at  liberty  to 
make  such  further  disposition  of  the  reports  as  it  wished. 

Senator  Glass.  All  right.     You  may  proceed. 

Mr.  Aldbich.  I  submitted  that  report  yesterday  to  Mr.  Eccles,  but 
I  have  not  yet  discussed  it  with  the  President. 

Senator  Glass.  Well,  if  the  report  is  available  to  Mr.  Eccles,  why 
is  it  not  available  to  this  subcommittee,  which  has  under  consideration 
the  Eccles  banking  bill? 

Mr.  Aldbich.  That  is  not  for  me  to  say,  Senator  Glass. 

Senator  Glass.  All  right. 

Mr.  Aldbich.  Now,  if  I  might  do  so,  I  should  like  to  read  a  state- 
ment of  my  views  on  the  bill. 

Senator  Glass.  All  right. 

Mr.  Aldbich.  I  regard  this  bill  as  one  of  the  most  important  meas- 
ures now  before  Congress.  It  is  more  than  a  banking  bill:  it  is  a 
credit  and  currency  bill.  As  such  it  deserves  the  most  careful  con- 
sideration not  only  of  bankers  but  of  business  men  generally.  It  has 
even  a  wider  scope,  for  it  touches  at  vital  points  every  person  in  the 
United  States.  This  is  true  whether  the  individual  works  for  hire, 
owns  or  rente  property,  has  an  income,  buys,  sells,  produces,  or  con- 
sumes. 

For  these  reasons  I  shall  not  speak  simply  as  a  banker,  though  > 
thorough  understanding  of  the  bill  requires  a  certain  amount  of  bank- 
ing knowledge,  and  more  than  that,  a  knowledge  of  the  very  specialized 
department  of  banking  which  has  to  do  with  the  business  of  a  bank 
of  issue.  I  shall  discuss  the  practical  as  well  as  the  theoretical  aspects 
of  the  bill  and  attempt  to  explain  how  I  think  its  provisions  will  work 
under  conditions  as  they  now  exist  or  may  exist  in  the  future. 
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I  shall  not  take  up  the  time  of  the  committee  at  this  point  with  a 
liacussion  of  title  I,  which  is  designed  to  perfect  the  system  of  Fed- 
eral deposit  insurance,  or  title  III,  which  makes  technical  amend- 
ments in  existing  banking  laws.  To  do  so  would  require  speaking  of 
natters  which  are  of  primary  interest  to  banks,  whereas  title  II  is 
ihe  concern  of  the  whole  country.  If  at  the  close  of  my  testimony 
ifae  committee  will  permit  me  to  do  so,  I  should  like  to  make  some 
ibservations  with  respect  to  title  I,  which  relate  especially  to  certain 
provisions  of  that  title  as  it  was  adopted  by  the  House  of  Representa- 
tives. And  I  should  like  also  to  make  some  remarks  about  a  pro- 
vision of  title  III  which  has  been  changed  by  the  House  of  Rep- 
resentatives. 

Senator  Glass.  Unhappily  we  have  not  had  the  House  bill  before 
us  at  all.  In  my  view  it  should  have  been  referred  to  this  subcom- 
mittee as  soon  as  it  came  over  to  the  Senate,  but  it  has  not  been, 
and  therefore  we  have  only  had  the  Senate  bill  for  discussion. 

Mr.  Aldrich.  There  is  one  very  important  change  made  in  the 
House  bill,  in  title  III,  that  appertains  to  a  matter  about  which  I 
have  already  testified  before  this  committee  in  the  past,  and  I  should 
like  to  make  reference  to  that,  if  I  may. 

Senator  Glass.  You  can  say  anything  you  please. 

Senator  Couzens.  Mr.  Chairman,  do  you  know  where  the  House 
bill  is? 

Senator  Glass.  The  clerk  of  the  committee  here  may  tell  you 
where  it  is. 

The  Acting  Clerk  or  the  Committee  (Mr.  Sparkman).  I  am 
informed  by  the  chairman  that  the  full  committee  has  not  as  yet 
referred  the  House  bill  to  anyone. 

Senator  Glass.  It  is  in  the  hands  of  the  chairman  of  the  full  com- 
mittee. It  should  automatically  come  to  this  subcommittee,  it 
would  seem  to  me.  That  is  what  we  are  here  for,  to  consider  that 
bill  in  connection  with  the  Senate  bill.  But  you  may  proceed,  Mr. 
Aldrich. 

Mr.  Aldrich.  In  the  meantime  I  shall  proceed,  if  the  committee 
pleases,  to  discuss  title  II,  which  greatly  changes  the  theory  and  prac- 
tice of  Federal  Reserve  administration,  and  therefore  has  a  broad  bear- 
ing on  the  economic  life  of  the  United  States. 

RESERVE    SYSTEM    FUNDAMENTALLY    CHANGED 

According  to  the  newspaper  reports  of  his  testimony  before  this  com- 
mittee, the  Govemorof  the  Federal  Reserve  Board  has  testified  that  the 
changes  to  the  Federal  Reserve  Act  proposed  in  this  bill  are  urgently 
leaded  at  the  present  time.  I  shall  endeavor  to  show  that  this  testi- 
mony is  not  justified  by  the  facts.  Governor  Eccles  has  further  testi- 
ied  that  the  proposals  made  do  not  alter  the  fundamental  character  of 
fte  Federal  Reserve  System  or  the  original  nature  of  the  organization. 
[t  will  be  remembered  that  the  National  Reserve  Association,  as  origi- 
dly  proposed  by  the  Monetary  Commission,  consisted  of  a  privately 
>wned  central  bank  of  issue  with  branches,  but  that  under  the  leader- 
ihip  of  President  Wilson  and  Senator  Glass  this  central  bank  was  can- 
ported  into  the  Federal  Reserve  System  of  12  regional  Federal  Reserve 
banks  with  a  high  degree  of  individual  autonomy,  the  Federal  Reserve 
Board  being  set  up  in  order  to  coordinate  their  activities.    I  will 
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endeavor  to  show  that  the  fundamental  character  of  the  Federal 
Reserve  System  so  created  is  completely  altered  by  the  proposal* 
made  in  this  bill. 

Governor  Eccles  has  further  testified  that  there  is  nothing  in  ton 
bill  which  would  increase  the  powers  of  a  political  administration  over 
the  Federal  Reserve  Board,  and  at  the  same  time  undertook  to  defend 
Government  control  over  the  management  and  operation  of  the 
Federal  Reserve  System  by  referring  to  foreign  central  banks. 

He  is  reported  to  have  said: 

There  ia  in  the  world  today  no  central  banking  institution,  whatever  the  facta 
as  to  stock  ownership  or  the  legal  provisions  of  its  charter,  which  is  not  subject  to 
control  by  government. 

If  Mr.  Eccles  intended  to  say  that  in  the  modern  state  the  Govern- 
ment can  alter  by  constitutional  means  the  charters  of  central  bank*, 
J 'list  as  it  can  perform  other  acts  within  its  constitutional  limitations, 
ie  is  merely  reciting  a  truism.  If  he  meant  to  imply  that  the  central 
banks  and  the  governing  authorities  should  take  counsel  with  each 
other  so  as  to  avoid  conflicts  of  policy,  or  even  that  the  Government 
is  represented,  as  in  the  existing  organization  of  the  Federal  Reserve 
System,  in  the  administration  of  many  foreign  central  banks,  he  aim 
is  right.  But  if  he  meant  to  inform  the  committee  that  political 
authorities  abroad  have  the  same  powers  of  dictation  over  their 
central  banks  that  this  bill  would  provide  with  respect  to  the  Federal 
Reserve  System,  he  is  wide  of  the  facts. 

LIMITED    GOVERNMENT    CONTnOL    OF    FOREIGN   CENTRAL    BASKS 

The  evidence  to  the  contrary  is  overwhelming.  I  find,  for  instance, 
on  page  17  of  the  authoritative  work  on  Central  Banks,  by  Sir 
CecU  H.  Kisch  and  W.  A.  Elkiti,  the  following  paragraphs: 

*  *  *  Since  the  war  the  tide  has  set  strongly  against  State  interference 
with  the  functions  of  a  central  bank.  The  Brussels  Conference  resolution  of 
1920  in  favor  of  the  creation  of  independent  central  banks  crystallised  the  general 
feeling.  Resolution  III  proposed  by  the  Commission  on  Currency  and  Exchange 
and  adopted  by  the  Brussels  conference,  1920,  says,  "Banks  and  especially  a  back 
of  issue  should  be  freed  from  political  pressure  and  should  be  conducted  soleh" 
on  the  lines  of  prudent  finance." 

The  independence  of  the  bank  of  issue  was  a  cardinal  feature  of  the  League  of 
Nations  reconstruction  scheme  for  Austria  and  Hungary,  and  the  League's  finan- 
cial committee  have  remained  strong  advocates  of  independent  central  banks,  si 
is  apparent  from  the  statutes  for  the  banks  of  Estonia  and  Greece,  drafted  in 
1927.  Further,  in  countries  where  the  pre-war  legal  provisions  remain,  the  actual 
tendency  has  been  strongly  against  active  political  control.  The  operation  of  a 
similar  principle  is  to  be  discovered  in  the  constitutions  prescribed  for  the  central 
banks  recently  established  in  certain  South  American  republics.  Central  bank) 
have  more  and  more  come  to  be  looked  upon  as  analogous  to  large  public  trufti 
and  less  and  less  as  departments  of  state. 

I  shall  speak  later  of  the  elaborate  safeguards  set  up  in  the  German 
Reichsbank  and  the  Bank  of  France  against  the  use  of  central  bank 
credit  for  financing  the  German  and  French  treasuries.  In  each  case 
the  safeguards  were  the  product  of  grievous  experience.  In  the  case 
of  the  German  Reichsbank  the  law  goes  to  great  lengths  to  prevent 
political  control.  The  first  words  in  the  Reichsbank  law  are  the 
following:  "The  Reichsbank  is  a  bank  independent  of  government 
control."  It  is  100  percent  privately  owned,  and  up  to  the  present 
regime  its  officers  were  freely  elected  by  the  General  Council,  subject 
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only  to  confirmation  by  the  President.  In  Italy,  where  the  central 
bank  is  also  privately  owned,  the  governor  and  senior  officers  are 
appointed  by  the  directors  subject  to  approval  by  the  Government, 
and  the  directors  in  turn  are  elected  by  the  shareholders.  The  direc- 
tors of  the  Bank  of  England,  which  is  privately  owned,  are  elected  by 
the  shareholders,  and  the  governor  and  deputy  governor  are  nomi- 
nated from  their  own  number  by  the  directors  and  elected  by  the 
shareholders.  The  directors  fix  the  rate  of  discount,  though  the 
governor  can  do  so  on  his  own  authority  if  an  emergency  intervenes 
between  meetings  of  the  directors.  The  Netherlands  Bank  is  private- 
ly owned  and  the  directors  are  elected  by  the  shareholders,  who  also 
propose  the  name  of  the  governor  for  appointment  by  the  Queen. 
The  Swedish  Riksbank,  which  is  an  exception  to  the  general  rule,  is 
government-owned,  and  six  members  of  its  board  of  directors  are 
elected  by  Parliament  and  one  is  appointed  by  the  King.  In  the 
new  Bank  of  Canada  which  opened  lor  business  early  this  year,  and 
which  is  privately  owned,  the  board  of  directors  is  elected  by  the  share- 
holders, and  the  directors  appoint  the  governor  and  principal  officers 
for  terms  of  7  years,  subject  to  the  approval  of  the  Government. 
Short-dated  loans  may  be  made  to  the  governments  of  the  Dominion 
and  the  Provinces,  but  in  strictly  limited  amounts  and  must  be  repaid 
by  the  first  quarter  of  the  following  year. 

THE  BILL   POTEHTIALLY  DESPOTIC 

These  are  instances  which  I  have  selected  more  or  lees  at  random. 
It  is,  of  course,  impossible  to  deduce  from  them  a  uniform  rule  uni- 
versally followed,  as  Mr.  Eccles  implied.  There  is  much  variation 
in  the  procedure  of  selecting  the  central  banking  authorities,  in  their 
functions  and  in  the  restraints  which  the  law  places  on  the  exercise 
of  those  functions.  But  I  find  nowhere  among  the  central  banking 
organizations  abroad  so  complete  political  control  as  the  present  bill 
provides  for.  The  members  of  the  Federal  Reserve  Board  are  already 
100  percent  appointed  by  the  President  acting  solely  on  his  own  initia- 
tive, subject,  of  course,  to  the  advice  and  consent  of  the  Senate.  It  is 
to  this  group,  three  of  whom  are  directly  representative  of  the  political 
administration,  that  the  bill  would  grant  powers  more  extensive  than 
are  granted  to  any  foreign  central  bank  that  I  know  of — first,  the  power 
to  force  on  the  Federal  Reserve  System  an  indefinite  amount  of  Gov- 
ernment obligations  of  any  and  all  maturities  whether  purchased 
directly  from  the  Treasury  or  not ;  second,  the  power  to  fix  rates  of  dis- 
count and  interest  charged  by  the  Reserve  banks;  third,  the  power 
to  fix  at  will  what  deposits  the  member  banks  shall  keep  with  the  Re- 
serve banks;  fourth,  the  power  to  lower  the  standards  fixed  in  the  law 
describing  the  quality  of  paper  the  Federal  Reserve  banks  may  buy  or 
lend  upon ;  fifth,  the  power  to  dilute  the  currency ;  and  sixth,  the  power 
to  force  the  Reserve  hanks  to  engage  in  whatever  open-market  opera- 
tions it  may  decree.  This  is  not  liberalizing  the  Federal  Reserve 
System.  It  is  making  it  over  into  an  instrument  of  despotic 
authority. 

In  my  discussion  I  shall  base  most  of  what  I  have  to  say  on  the 
Senate  hill  as  it  stands,  but  where  the  bill  recently  passed  by  the 
House  of  Representatives  deviates  from  it  in  important  particulars,  I 
shall  refer  to  that  bill  also. 
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I.  Local  S  elf-Go  vhrnment  in  Federal  Reserve  Administkatiom 

Section  201  (a)  of  the  Senate  bill  provides  that  the  governors  of 
the  Federal  Reserve  banks  shall  be  annually  appointed  and  that  after 
each  appointment  they  shall  be  approved  by  the  Federal  Reserve 
Board  as  a  condition  to  their  taking  or  retaining  office.  The  governor 
becomes  chairman  of  the  board  of  directors,  and  thejoint  office  of 
Federal  Reserve  agent  and  chairman  is  eliminated.  The  House  bill 
varies  this  program  somewhat.  The  governor's  first  appointment  is 
made  subject  to  the  approval  of  the  Reserve  Board.  He  serves  out 
the  unexpired  term  of  the  chairman  whom  he  succeeds,  and  then  must 
be  appointed  and  approved  again.  Thereafter  he  has  to  be  appointed 
and  approved  every  3  years,  The  effect  of  the  House  bill  for  the 
immediate  future  is  to  make  the  governor's  name  come  up  for  approval 
twice  in  a  little  more  than  2  years. 

EXISTING    PLAN    PROVIDES   BALANCED    CONTROL 

The  change  which  either  bill  proposes  in  the  administrative  plan 
of  the  Federal  Reserve  System  goes  much  deeper  than  appears  on  the 
surface.  It  raises  the  whole  question  of  how  far  local  self-government 
in  the  system  is  to  be  preserved.  One  of  the  outstanding  character- 
istics of  the  Federal  Reserve  plan  as  it  has  operated  since  the  estab- 
lishment of  the  system  20  years  ago  has  been  the  balance  carefully 
maintained  among  all  the  parties  at  interest.  The  System  has  been 
operated  under  the  joint  control  of  business  (including  agriculture 
and  industry),  the  member  banks  and  the  Federal  Government. 
These  three  parties  at  interest  have  been  equally  represented  on  die 
boards  of  directors  of  the  regional  banks,  having  three  directors  each. 
Throughout  the  life  of  the  Reserve  banks  the  men  sitting  on  their 
boards  of  directors  have  consistently  represented  the  highest  standard* 
of  their  respective  districts.  They  have  elected  the  governors  and 
the  other  officers  and  have  been  responsible  for  the  administration 
of  the  Reserve  banks.  The  operations  and  personnel  of  the  Reserve 
banks  have  been  notably  free  from  political  influence  or  group  domi- 
nation, and  the  quality  of  their  operation  has  compared  favorably 
with  the  best  business  practice. 

In  addition  to  its  representation  on  the  boards  of  the  Federal  Re- 
serve banks,  the  Federal  Government  already  has  complete  control 
over  the  personnel  of  the  Federal  Reserve  Board  in  Washington, 
designed  primarily  as  the  coordinating  agency  for  the  system  and 
the  general  supervisory  authority. 

The  effect  of  this  arrangement  has  been  to  preserve  local  self- 
government  and  at  the  same  time  provide  for  the  exercise  of  Federal 
authority  both  to  the  central  coordinating  agency  and  in  the  Reserve 
banks  themselves. 

PRESIDENT  WILSON  AN  ADVOCATE  OF  THE  BALANCED  PLAN 

President  Wilson  recognized  that  a  correct  balance  between  local 
Belf-government  and  central  authority  was  one  of  the  outstanding 
features  of  the  Federal  Reserve  System.  The  Governor  of  tie 
Federal  Reserve  Board,  testifying  before  this  committee  the  other 
day,  was  quoted  as  putting  Mr.  Wilson's  views  in  a  somewhat  different 
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Mr.  Eccles  read  the  following  sentence  from  President  Wilson's 
ige  to  Congress  on  June  23,  1913: 

I  the  control  of  the  system  of  banking  and  of  issue  which  our  new  laws  an 
up  must  be  public,  not  private;  must  be  vested  in  the  Government  Itself, 
,t  the  banks  may  be  the  instruments,  not  the  masters,  of  business  and  of 
dual  enterprise  and  initiative. 

seems  to  me,  after  reading  that  message  that  Mr.  Eccles  was  a 
too  selective.  I  find  at  least  two  other  parts  of  it  that  bear  on 
oint.    The  first  is  this: 

i  absolutely  imperative  that  we  should  give  the  business  men  of  this  country 
king  and  currency  system  by  means  of  which  they  can  make  use  of  the 
m  of  enterprise  and  of  individual  initiative  which  we  are  about  to  bestow 

ere  is  no  reference  here  to  a  centralized  authority  which  would 
targed  with  a  mandate  to  regulate  economic  life  as  a  whole. 
lasis  is  placed  upon  freedom  of  enterprise  and  individual  initi- 
And  my  next  quotation  makes  it  clear  that  in  President 
m's  view  it  was  imperative  that  the  monetary  resources  of  the 
,ry  must  not  be  concentrated  anywhere  in  a  few  hands: 
principles  upon  which  we  should  act  are  also  clear.  The  country  has  sought 
en  its  path  in  this  matter  within  the  last  few  years — sees  it  more  clearly  now 
t  ever  saw  it  before — much  more  clearly  than  when  the  last  legislative 
tals  on  the  subject  were  made.  We  must  nave  a  currency,  not  rigid  as  now, 
adily,  elastically  responsive  to  sound  credit,  the  expanding  and  contracting 
i  of  everyday  transactions,  the  normal  ebb  and  flow  of  personal  and  oorpo- 
ialings.  Our  banking  laws  must  mobilize  reserves;  must  not  permit  the  oon- 
tiovi  anywhere  in  a  few  hands  of  the  monetary  resources  of  the  country  or 
ise  for  speculative  purposes  in  such  volume  as  to  hinder  or  impede  or  stand 
way  of  other  more  legitimate,  more  fruitful  uses. 

of  this,  of  course,  was  some  6  months  before  the  original  Federal 
■ve  Act  became  law.  A  year  or  so  later  he  was  able  to  speak  in 
;eneral  terms,  for  the  text  of  the  act  was  before  him  and  the 
■al  Reserve  banks  were  in  process  of  organization.  In  a  letter 
m  on  October  17,  1914,  to  Representative  Oscar  W.  Underwood, 
leader  of  the  Democratic  majority  in  the  House  of  Kepresenta- 

President  Wilson  gave  his  ideas  of  the  balanced  system  which 
days  later  was  to  begin  operations.  He  spoke  both  of  the  coordi- 
g  Federal  authority  and  of  the  value  of  local  satf-government. 

describing  the  merits  of  the  elastic  currency  provided  by  the 
lystem,  he  went  on  to  say: 

e  than  that,  the  power  to  direct  this  system  of  credits  is  put  into  the  hands 
iblie  board  of  disinterested  officers  of  the  Government  itself  who  can  make 
ney  out  of  anything  they  do  in  connection  with  it.  No  group  of  bankers 
ere  can  get  control;  no  one  part  of  the  country  can  concentrate  the  advant- 
nd  conveniences  of  the  system  upon  itself  for  its  own  selfish  advantage, 
lard  can  oblige  the  banks  of  one  region  to  go  to  the  assistance  of  the  banks 
ther.  The  whole  resources  of  the  country  are  mobilized  to  be  employed 
they  are  most  needed.  I  think  we  are  justified  in  speaking  of  this  as  a 
racy  of  credit.  Credit  is  at  the  disposal  of  every  man  who  can  show  energy 
sets.  Each  region  of  the  country  is  set  to  study  its  own  needs  and  oppor- 
s,  and  the  whole  country  stands  by  to  assist.  It  is  self-government  as  well 
ioc  racy. 

s  is  no  plea  for  centralized  authority.  On  the  contrary,  it  is  an 
ite  forecast  of  how  the  Federal  Reserve  System  was  to  function 
jjh  the  next  twenty-odd  years,  with  fair  representation  of  all  the 
s  at  interest  and  arbitrary  powers  for  none.     What  Mr.  Wilson 
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said  Applies  to  the  Federal  Reserve  Act' as  the  act  stands  today.  It 
does  not  apply  to  the  changes  proposed  in  the  bills.  They  violate 
in  the  essential  particulars  of  local  self-government  and  a  balanced 
system  the  principles  which  Mr.  Wilson  set  forth. 

RUPTURE  OF  THE  BALANCED  PLAN 

Though  section  201  (a)  makes  few  alterations  in  the  form  of  the 
Federal  Reserve  administrative  plan,  it  goes  far  to  change  its  sub- 
stance. The  abolition  of  the  joint  office  of  Federal  Reserve  agent  and 
chairman  involves  no  question  of  principle  and  may  serve  somewhat 
to  simplify  organization.  But  the  provision  that  the  governor  shall 
be  elected  frequently  and  must  be  approved  as  frequently  by  the  Fed- 
eral Reserve  Board  before  he  can  take  office  raises  the  whole  question 
of  local  self-government  in  the  System.  The  effect  of  the  change  is 
to  make  the  governor  of  every  Federal  Reserve  bank,  heretofore  the 
appointee  solely  of  a  local  Reserve  bank's  board  of  directors,  inescap- 
ably responsive  to  the  Federal  Reserve  Board  in  Washington. 

But  the  result  goes  even  further  and  would  make  the  administra- 
tion of  the  12  Federal  Reserve  banks  directly  subordinate  to  the  cen- 
tral authority  of  the  Federal  Reserve  Board.  Since  the  bill  makes  the 
officers  and  employees  of  the  Reserve  banks  directly  responsible  to 
the  governors  instead  of  to  the  directors  of  the  Reserve  banks,  and  the 
governors  in  turn  are  made  subject  to  frequent  approval  by  the  Fed- 
eral Reserve  Board,  the  chain  of  control  is  complete.  If  the  impartial 
operation  of  the  Reserve  System  is  to  be  maintained,  and  if  the  per- 
sonnel of  the  Reserve  banks  is  to  be  kept  clear  of  politics,  the  inde- 
pendence of  the  governors  must  be  preserved  and  they  must  not  bt 
controlled  by  anybody  or  any  group  other  than  their  own  boards  of 
directors  who  themselves  are  representative  of  business  (including 
agriculture  and  industry),  the  member  banks  and  the  Federal  Covers- 
ment. 

Senator  Couzenb.  Mr.  Aldrich,  might  I  interrupt  you  at  tie 
point? 

Mr.  Aldrich.  Yes,  sir. 

Senator  Couzenb.  Would  you  define  what  you  mean  by  "politics"! 
You  refer  to  it  in  a  number  of  places  and  I  am  somewhat  confused 
about  what  you  mean. 

Mr.  Aldrich.  I  am  coming  in  a  moment,  Senator  Couzens,  to  the 
fact  that  under  the  hill  as  it  stands  any  member  of  the  Federal 
Reserve  Board  is  removable  at  the  pleasure  of  the  President.  And 
if  that  is  to  be  so  it  would  make  every  member  of  that  Board  subject 
to  political  pressure.  And  by  "political  pressure"  I  mean  the  possi- 
bility of  the  desire  on  the  part  of  an  administration  to  use  the  credo 
and  currency  system  of  the  country  for  the  purpose  of  political 
advantage.  Also  this  particular  provision  I  have  just  referred  to 
opens  the  door  to  political  patronage. 

Senator  Couzens.  Well,  if  you  are  going  to  cover  that  later  on  I 
will  not  interrupt  you  further. 

Senator  Glasb.  I  might  interject  there  that  I  have  not  regarded  ■ 
seriously  as  others  have  the  talk  about  political  control,  because  tat 
President  might  now  remove  any  member  of  the  Federal  Resent 
Board  he  wants  to  remove.  The  law  does  not  specifically  so  proridi 
but  it  has  been  decided  by  the  highest  court  of  the  land  that  n> 
.President  may  remove  any  Federal  officer  he  may  appoint. 

».™=.Google      , 


BANKING  ACT   OF    193S  893 

Mr.  Aldrich.  I  am  going  to  touch  on  that  in  just  a  moment,  too. 

Senator  Couzens.  Might  I  also  aak  at  that  point  if  there  is  not 
politics  in  activities  of  life  other  than  the  holding  of  public  office? 

Mr.  Aldrich.  I  do  not  know  exactly  what  you  mean  by  that 
question,  Senator  Couzens. 

Senator  Couzens.  Well,  I  do  not  quite  understand  what  you  mean 
by  "politics."  That  is  the  reason  why  I  am  confused.  If  I  understand 
the  meaning  of  "politics"  it  does  not  just  apply,  or  at  least  it  has  not 
in  the  past  just  applied  simply  to  public  officials.  And  therefore  I 
asked  the  question:  Does  not  politics  apply,  in  part  at  least,  to  other 
activities  of  life,  I  mean  other  than  to  holding  public  office? 

Mr.  Aldkich.  I  suppose  it  does. 

Senator  Couzens.  Have  you  ever  had  any  example  of  politics 
playing  any  part  in  private  business  or  banking? 

Mr.  Aldrich.  Not  in  the  sense  I  am  using  it  here. 

Senator  Couzens.  Well,  in  what  sense  have  you  seen  politics  played 
as  applied  to  private  banking  or  business,  I  mean  differently  than  you 
intend  it  to  be  applied  here? 

Mr.  Aldrich.  What  I  intend  to  mean  here  is  that  to  place  the  con- 
trol of  the  currency  and  the  credit  of  the  country  in  the  hands  of  indi- 
viduals who  are  subject  to  removal  by  an  administration,  is  to  place 
the  power  in  an  administration  to  utilize  the  system  for  the  purpose 
of  creating  a  boom  at  the  time  when  an  election  approaches. 

Senator  Couzens.  Well,  has  not  that  occurred? 

Mr.  Aldrich.  The  whole  purpose  of  the  removal  of  the  System 
from  the  control  of  any  group  is  to  prevent  any  group  from  playing 
politics  in  that  sense  with  the  System. 

Senator  Couzens.  Have  you  ever  found  any  other  group  playing 
politics  with  business,  I  mean  other  than  public  business? 

Mr.  Aldrich.  I  could  not  say  about  that,  or  at  least  I  could  not 
name  an  instance  where  any  group  has  used  the  Federal  Reserve 
System  for  political  purposes. 

Senator  Couzens.  How  do  you  interpret  that  provision  of  the 
Constitution  which  says  that  Congress  must  issue  money  and  regulate 
the  value  thereof?     What  is  your  interpretation  of  that  language? 

I  have  always  been  anxious  to  have  some  competent  banker  to  tell 
me  bis  interpretation  of  that  language. 

Mr.  Aldrich.  My  own  interpretation  of  that  is  that  it  means 
exactly  what  it  says,  that  the  Congress  has  the  power  to  issue  money 
and  to  fix  the  value  thereof. 

Senator  Glass.  You  mean  to  coin  money. 

Mr.  Aldrich.  Yes;  to  coin  money. 

Senator  Couzens.  To  coin  money  and  to  fix  the  value  of  it. 

Mr.  Aldrich.  It  means  exactly  that. 

Senator  Couzens.  Have  you  any  idea  how  the  Congress  should 
proceed  to  coin  money  and  fix  the  value  thereof? 

Mr.  Aldrich.  Of  course  that  provision  of  the  Constitution  has 
been  construed  over  the  course  of  the  years  to  widen  the  powers  of 
the  Congress,  and  to  give  to  the  Congress  a  power  which  is  broader 
than  the  express  provision  of  the  Constitution.  Of  course,  I  believe, 
and  I  am  going  to  touch  upon  that  in  just,  a  moment,  that  the  question 
of  the  control  of  the  credit  and  currency  system  of  the  country  is  a 
matter  of  congressional  jurisdiction. 

Senator  Couzens.  You  say  you  do  believe  that? 
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Mr.  Aldrich.  Yes;  I  do  believe  that. 

Senator  Code  ens.  But  it  appears  that  you  differ  as  to  the 
is  that  right? 

Mr.  Aldrich.  I  differ  from  these  bills,  absolutely  yes.  And  I  in 
going  to  make  a  specific  recommendation  on  that. 

Senator  Couzens.  All  right.  I  will  not  interrupt  you  further  at 
this  time. 

Senator  Glass.  As  a  matter  of  fact,  has  not  the  Congress  all  then 
years  provided  for  the  coining  of  money  and  the  fixing  of  tike  value 
thereof? 

Mr.  Aldrich.  Absolutely. 

Senator  Glass.  Up  to  the  present  time.  Even  when  it  reduced  the 
value  of  the  gold  content  of  the  dollar  to  approximately  13  grains. 

Mr.  Aldrich.  That  is  correct. 

Senator  Couzens.  Of  course  the  Chairman's  comment  there  would 
imply  that  the  only  method  of  fixing  the  value  would  be  on  the  basis  of 
gold  and  not  on  the  value  of  anything  else.  And  that  is  wherein  our 
difficulty  arises,  because  while  we  provide  for  the  number  of  grain 
as  the  content  of  the  dollar,  that  is  a  very  small  factor  in  fixing  the 
value  of  the  dollar,  or  in  fixing  the  value  of  the  coins  that  we  authorise 
the  use  of. 

Senator  Glass.  But  the  Congress  itself  has  related  the  grain  con- 
tent of  the  gold  dollar  to  all  the  currency  it  has  ever  issued. 

Mr.  Aldrich.  I  think  it  is  like  so  many  other  provisions  of  the 
Constitution,  that  at  the  time  it  was  written  it  covered  a  situation 
which  was  perfectly  well  known  and  which  was  a  perfectly  simple 
situation,  but  it  has  been  construed  in  the  course  of  the  years  to  cover 
situations  which  are  a  great  deal  more  complicated  but  which  grof 
out  of  the  currency  and  credit  problems  of  the  country.  That  is  jut 
the  doctrine  of  constitutional  construction  that  has  enabled  the 
Supreme  Court  of  the  United  States  to  cover  into  that  phrase  the 
creation  of  the  Federal  Reserve  System  as  a  matter  of  fact.  But  I 
should  like  to  go  into  that  rather  more  fully  when  I  get  to  the  question 
of 

Senator  Codzenb  (interposing).  All  right.  I  will  not  interrupt  you 
further  at  this  time. 

Mr.  Aldrich.  The  existing  law — section  4  of  the  Federal  Reserve 
Act — provides  that  "even'  Federal  Reserve  bank  shall  be  conducted 
under  the  supervision  and  control  of  a  hoard  of  directors"  and  that 
the  latter  "shall  perform  the  duties  usually  appertaining  to  the  office 
of  directors  of  banking  associations  and  all  such  duties  as  are  pre- 
scribed bv  law."  The  high  technical  standard  of  work  done  by  the 
personnel  of  the  Federal  Reserve  banks  testifies  sufficiently  to  the 
success  of  this  arrangement.  I  believe  it  to  be  a  backward  step  to 
diminish  the  authority  of  these  men  and  to  relieve  them  of  responsi- 
bilities which  they  have  fully  lived  up  to. 

The  bill  in  other  sections  which  1  shall  presently  discuss  addi 
greatly  to  the  powers  to  be  exercised  by  the  Federal  Reserve  Board 
and  diminishes  certain  of  the  powers  heretofore  exercised  by  the 
directors  of  the  Reserve  hanks.  At  the  same  time  it  gives  the 
governors  of  the  Reserve  banks,  or  certain  of  them,  at  least  advisory 
participation  in  the  formulation  of  policies  which  the  Reserve  bub 
would  ho  obliged  to  carry  out  irreBpestWfc  ot  any  opinion  which  the 
directors  may  have  with  regard  to  ftueoi.    \1  \5r»  %<s-q*xussk  tfa 
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ndependent,  they  will  bring  to  their  work  supplementary  judgment 
adequately  reflecting  the  opinion  of  the  local  directors,  and  thereby 
fiord  the  country  additional  protection  against  the  adoption  and 
nforcement  of  hasty  or  experimental  policies. 

It  should  be  added  that  the  Reserve  Board's  authority  seems 
Jready  sufficient  to  deal  with  misconduct  in  office,  for  it  has  the  power 
under  section  11  of  the  present  act  to  suspend  or  remove  any  officer 
if  a  Reserve  bank  upon  stating  the  cause  in  writing. 

RECOMMENDATION'S    ON    SECTION   201    (A) 

I  accordingly  recommend  that  section  201  (a)  of  the  bill  be  changed 
o  that  the  election  of  a  governor  of  a  Federal  Reserve  bank  be  made 
ubject  to  the  approval  of  the  Federal  Reserve  Board  only  once  and 
hat  no  reapproval  be  required.  Corresponding  changes  should  be 
nade  in  the  Dill  with  respect  to  the  vice  governors  of  Federal  Reserve 
>anks. 

I  also  recommend  that  the  date  when  the  other  proposed  changes 
hall  become  effective,  including  the  abolition  of  the  joint  office  of 
federal  Reserve  agent  and  chairman,  be  not  "90  days  after  the  enact- 
tient  of  the  act"  as  the  bill  provides,  but  as  of  the  first  of  the  next 
calendar  year.  This  will  make  the  change  to  the  new  plan  coincide 
nth  the  expiration  of  the  terms  of  office  of  three  directors  in  each 
federal  Reserve  bank,  thereby  minimi  zing  the  disruption  of  the  existi- 
ng organization. 

II.  The  Federal  Reserve  Board 

Section  203  of  the  Senate  bill  and  the  same  section  of  the  House 
>ill  deal  specifically  with  the  Federal  Reserve  Board.  Each  leaves 
he  total  membership  of  eight  as  provided  in  the  present  law.  Each 
hanges  the  description  of  the  qualifications  which  the  President  shall 
iave  m  mind  in  selecting  the  six  appointive  members.  The  Senate 
■ill  (but  not  the  House  bill)  raises  the  compensation  of  the  members 
f  the  Board,  and  provides  for  pay  after  retirement.  Each  makes 
he  designation  of  the  Governor  terminable  upon  order  by  the  Presi- 
lent,  but  under  the  House  bill  a  governor  whose  designation  is  with- 
Irawn  con  continue  on  as  a  member  of  the  Board  until  his  term  expires. 

I  understand  that  one  of  the  reasons  advanced  for  the  foregoing 
mendments  provided  for  in  the  Senate  bill  is  to  establish  firmly 
he  prestige  of  the  Federal  Reserve  Board.  I  heartily  endorse  that 
lurpose,  for  I  believe  that  the  members  of  the  Board  should  hold  a 
iosition  among  bankers  corresponding  to  that  of  the  Justices  of  the 
lupreme  Court  among  lawyers. 

In  setting  forth  the  qualifications  which  the  President  shall  have  in 
nind  in  selecting  persons  for  membership  on  the  Federal  Reserve 
Soard,  the  existing  law  says  that — 

The  President  shall  have  due  regard  to  a  fair  representation  of  the  financial, 
gricultural,  industrial,  and  commercial  interests,  and  geographical  divisions  of 
he  country. 

The  bill  omits  this  clauso  and  in  substitution  therefor  it  prescribes 
hat- 
he  President  shall  choose  persons  well  qualified  by  education  or  experience, 
r  both,  to  participate  in  the  formulation  of  national  economic  and  monetary 
oliciea. 
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Senator  Glass.  The  President  could  select  all  the  members  from 
New  York,  could  he  not? 

Mr.  Aldkich.  That  is  correct. 

Senator  Glass.  All  right.    You  may  continue. 

Mr.  Aldrich.  It  may  be  true  that  the  present  law  stresses  too 
much  the  strictly  representative  principle  in  the  selection  of  members 
of  the  Federal  Reserve  Board.  Since  the  Board  is  a  national  body, 
its  members  should  frame  their  policies  for  the  benefit  of  the  Nation 
as  a  whole  rather  than  for  the  advantage  of  any  particular  section  or 
group.  Yet  this  change  in  the  text  of  the  act  cannot  be  appraised 
independently  of  other  sections  in  the  bill.  Accordingly,  I  shall 
reserve  my  comments  upon  it  until  a  later  point  in  my  diBcuasion 
when  I  hope  to  draw  together  the  various  provisions  granting  new 
powers  to  the  Federal  Reserve  Board.  I  shall  then  be  able  to  con- 
sider this  clause  in  the  light  of  the  bill  as  a  whole. 

For  the  moment  I  suggest  merely  that  the  experience  qualifications 
be  made  somewhat  more  explicit  since  the  business  of  the  Federal 
Reserve  Board  relates  in  large  part  to  technical  banking  matters. 
It  seems  entirely  in  order  that  some  members  of  the  Board  should  have 
had  practical  experience  in  the  administration  of  Federal  Reserve 
banks  or  of  member  banks.  If  the  Board  has  among  its  members  it 
least  two  men  who  are  familiar  in  a  practical  way  with  the  problems 
with  which  the  Board  is  daily  confronted,  much  time  will  be  saved 
and  its  efficiency  will  be  conserved. 

"a  botreme  court  of  banking" 

I  now  come  to  a  phase  of  the  existing  law  which  I  think  is  open  to 
question  and  which  each  of  the  present  bills  continues.  If  either  bill 
is  to  achieve  the  purpose  of  making  the  Federal  Reserve  Board  a  body 
of  the  highest  prestige,  corresponding  to  the  Supreme  Court,  its 
independence  from  political  control  must  be  assured.  The  six  appoin- 
tive members,  as  the  law  now  stands,  are  in  fact  removable  at  the 
pleasure  of  the  President.  Until  2  years  ago  the  law  provided  that 
they  should  serve  for  fixed  terms  "  unless  sooner  removed  for  cause  by 
the  President."  This  provision  was  eliminated  by  the  Banking  Act 
of  1933. 

I  believe  it  is  vital  that  the  bill  should  provide  that  members  of  the 
Federal  Reserve  Board  should  serve  for  fixed  terms  and  should  be 
removable  only  for  cause  and  after  notice  and  hearing. 

I  realize  that  the  case  of  Myers  v.  United  States,  272  U.  S.  52, 
decided  by  the  Supreme  Court  of  the  United  States  in  1926,  raises 
serious  questions  as  to  whether  the  Constitution  permits  Congress  to 
place  any  limit  upon  the  power  of  the  President  to  remove  from  office 
any  officer  appointed  with  the  advice  and  consent  of  the  Senate,  and 
unless  that  case  is  distinguished  by  the  Supreme  Court  of  the  United 
States  from  the  Humphrey  case,  now  pending  before  that  Court,  the 
Court  in  effect  may  hold  that  Congress  has  no  constitutional  right  to 
place  any  limitation  upon  the  power  of  the  President  to  remove  any 
member  of  the  Federal  Reserve  Board  at  any  time  and  for  any  reason 
he  sees  fit.  If  the  Court  should  so  decide,  the  possibility  of  removing 
political  pressure  from  the  members  of  the  Federal  Reserve  Board 
would  be  terminated.    This,  it  seems  to  me,  constitutes  a  very  serious 
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reason  why  action  upon  this  bill  should  be  postponed  until  after  the 
decision  of  the  Supreme  Court  in  the  Humphrey  case  has  been  rendered. 

Now,  if  I  might,  Mr.  Chairman,  I  should  just  like  to  take  a  moment 
to  go  into  that  question  of  constitutionality. 

Senator  Glass.  You  may. 

Mr.  Aldrich.  I  have  before  me  and  should  like  to  call  the  atten- 
tion of  the  subcommittee  to  the  fact  that  the  act  adopted  June  10, 
1921,  providing  for  the  office  of  Comptroller  General  and  Assistant 
Comptroller  General,  has  this  provision,  which  was  adopted  after 
engthy  debate  in  the  House,  and  which  debate  I  have  here  and  would 
:ie  very  glad  to  file  with  the  subcommittee  if  you  wish  it;  but  this 
arovides  that: 

Except  as  hereinafter  provided  in  this  section,  the  Comptroller  General  and  the 
fcfjrtant  Comptroller  General  shall  hold  office  for  15  years.  The  Comptroller 
General  shall  not  be  eligible  for  reappointment.  The  Comptroller  General  or 
ihe  Assistant  Comptroller  General  may  be  removed  at  any  time  by  joint  resolu- 
iton  of  Congress  after  notice  and  hearing  when,  in  the  judgment  of  Congress,  the 
Comptroller  General  or  Assistant  Comptroller  General  has  become  permanently 
ineamcitated  or  has  been  inefficient,  or  guilty  of  neglect  of  duty,  or  of  malfeasance 
in  office,  or  of  any  felony  or  conduct  involving  moral  turpitude,  and  for  no  other 
jatise  and  no  other  manner  except  by  Impeachment. 

The  point  is  this,  that  in  the  debate  which  took  place  at  the  time 
of  the  adoption  of  that  resolution  the  whole  question  of  removal  of 
officers  appointed  by  the  President  came  up,  and  it  was  pointed  out 
in  that  debate,  ana  it  is  also  pointed  out  in  the  argument  in  the 
Humphrey  ease — and  the  Supreme  Court  in  deciding  that  case  may 
make  clear  its  position — that  in  the  cases  heretofore  decided  by  the 
Supreme  Court  in  connection  with  the  removal  of  officers  appointed 
by  the  President  they  have  been  administrative  officers  carrying  out 
the  executive  powers  of  the  President.  And  they  have  made  a  distinc- 
tion where  the  officer  whose  removal  from  office  has  been  attempted 
is  carrying  out  an  administrative  function  in  connection  with  power 
which  is  vested  in  Congress  by  the  Constitution.  In  other  words, 
that  the  Congress  may  have  the  constitutional  power  to  limit  the 
removal  of  an  officer  who  is  carrying  out  a  constitutional  power  vested 
in  the  Congress. 

And  that  is  the  very  point,  Senator  Couzens,  that  would  justify 
that  kind  of  limitation  upon  the  power  of  a  President  to  remove  an 
officer  of  the  Federal  Reserve  Board,  because  that  officer  is  carrying 
out  a  constitutional  power  vested  in  the  Congress.  And  the  Humph- 
rey ease  I  imagine  you  all  will  remember  is  the  case  where  the  President 
removed  a  Federal  Trade  Commissioner  although  the  Federal  Trade 
Commission  Act  provided  that  Federal  Trade  Commissioners  should 
not  be  removed  except  for  cause.  And  the  President  removed  a 
member  without  specifying  a  cause. 

Now,  that  Humphrey  case  was  argued  before  the  Supreme  Court  of 
the  United  States  on  the  first  of  May.  Questions  were  asked  by 
members  of  the  Supreme  Court  as  to  whether  the  Government  went  bo 
far  as  to  contend  that  the  President  could  remove  an  Interstate  Com- 
merce Commissioner  because  such  Commissioner  refused  to  reduce 
railroad  rates  at  the  request  of  the  President.  And  of  course  that 
same  question  is  involved  in  connection  with  the  Federal  Reserve 
Board.  I  think  the  particular  point  you  raise,  Senator  Couzens,  is  a 
point  which  would  justify  a  limitation  of  the  power  of  the  President 
to  remove  a  member  of  the  Federal  Reserve  Board. 
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Senator  Glass.  Well,  I  will  say  quite  frankly  that  I  do  not  think 
that  question  is  one  of  vital  importance;  far  from  it.  The  President 
for  20  years  has  had  authority  to  remove  members  of  the  Federal 
Reserve  Board  and  never  has  removed  one  of  them.  I  think  it  ie 
more  important  for  him  to  appoint  good  members  than  to  have  the 
power  of  removal. 

Mr.  Aldbich.  I  agree  with  the  Senator.  On  the  other  hand,  the 
Federal  Reserve  Act,  section  10,  prior  to  1933,  contained  this  provision 
with  regard  to  appointment  and  tenure  of  office  of  members  of  the 
Federal  Reserve  Board: 

One  shall  be  designated  by  the  President  to  serve  for  two,  one  for  four,  one  for 
six,  one  for  eight,  and  one  for  ten  years,  and  thereafter  each  member  so  appointed 
shall  serve  for  a  term  of  ten  years  unless  sooner  removed  for  cause  by  the  President . 

Senator  Glass.  Yes;  and  I  must  have  been  asleep  when  that  was 
eliminated  from  the  act.    I  have  no  recollection  of  it. 

Mr.  Aldbich.  I  think  the  elimination  of  that  clause  is  as  good  an 
instance  of  the  danger  of  hasty  legislation  as  one  could  possibly 
imagine.  As  a  matter  of  fact,  in  talking  to  Governor  Eccles  yesterday 
I  found  that  he  did  not  know  it  had  been  eliminated.  And  I  do  not 
believe  anybody  in  the  Federal  Reserve  Board  knew  it. 

Senator  Glass.  J  do  not  know  that  it  was  due  to  hasty  action.  It 
might  have  been  due  to  covert  action.  I  never  heard  of  it  until  the 
other  day. 

Mr.  Aldbich.  And  as  a  matter  of  fact  the  whole  discussion  of  this 
bill  in  the  House  has  been  predicated  upon  the  assumption  that  the 
President  did  not  have  the  power  to  remove  a  member  of  the  Federal 
Reserve  Board  except  for  cause. 

Senator  Glass.  All  right.  You  may  proceed  with  your  statement, 
Mr.  Aldrich. 

Mr.  Aldbich  (continuing): 

A  SMALLER  BOABD  DESIRABLE 

Under  both  the  Senate  and  House  bills  the  Federal  Reserve  Board 
is  continued  as  a  body  of  eight  members,  including  the  Secretary  of 
the  Treasury  and  the  Comptroller  of  the  Currency  as  ex-ofjdo 
members.  They  fix  more  closely  than  heretofore  the  responsibility 
of  the  Governor  to  the  Executive.  In  consequence,  three  member!  of 
the  board  become  directly  representative  of  whatever  administration 
is  in  power.  I  do  not  question  the  principle  that  the  fiscal  policy  of 
the  Federal  Government  should  be  closely  coordinated  with  the 
broader  policy  of  the  Federal  Reserve  System.  Unless  the  Treasury 
and  the  Reserve  System  work  in  harmony,  each  is  able  to  counteract 
or  perhaps  even  nullify  the  policy  of  the  other.  I  think,  howe*er, 
that  this  unity  of  policy  can  be  adequately  assured  through  the  person 
of  the  Governor  of  the  Reserve  Board.  I  would  even  go  so  far  aa  to 
suggest  that  his  term  might  be  made  to  coincide  with  that  of  the 
administration  under  which  he  was  appointed.  In  making  that  sug- 
gestion I  merely  recognize  a  tendency  which  has  become  more  and 
more  marked  in  the  System  even  under  the  present  law. 

Since  a  governor  eo  appointed  is  able  adequately  to  represent  pre- 
vailing Treasury  and  administration  policies,  the  reason  disappear! 
for  retaining  the  Secretary  of  the  Treasury  and  the  Comptroller  of 
the  Currency  as  members  of  the  Federal  Reserve  Board.     The  Reserve 
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Board  would  become  less  subject  to  political  pressure  and  less  disposed 
to  use  its  powers  for  financing  budget  deficits  if  these  two  ex-officio 
memberships  are  terminated.  If  the  powers  of  the  Federal  Reserve 
Board  are  to  be  in  any  wise  enlarged,  the  need  for  eliminating  these 
memberships  becomes  correspondingly  more  important. 

I  propose  also  that  the  total  membership  of  the  Federal  Reserve 
Board  should  be  reduced  to  five.  There  is  at  present  an  even  number 
jf  members  and  on  certain  critical  occasions  the  vote  of  the  Board  has 
ueen  evenly  divided,  resulting  in  inaction  and  indecision.  Accordingly 
n  addition  to  eliminating  the  Secretary  of  the  Treasury  and  the  Comp- 
troller of  the  Currency,  one  of  the  appointive  memberships  should  be 
Ulowed  to  lapse,  thereby  bringing  the  total  down  to  five. 

RECOMMENDATIONS    ON   SECTION    209 

My  explicit  recommendations  are  the  following: 

(a)  Section  203  (I)  should  be  amended  so  that  at  least  two  of  the 
ippointive  members  of  the  Federal  Reserve  Board  shall  be  selected 
'rom  persons  of  tested  experience  as  executives  either  of  Federal 
Reserve  banks  or  of  member  banks. 

(6)  Section  203  (2)  should  be  amended  so  that  any  member  of  the 
federal  Reserve  Board,  regardless  of  age,  whose  term  expires  after  a 
lervice  of  at  least  5  years  and  who  is  not  reappointed,  would  be  entitled 
to  a  pension  on  the  same  basis  as  if  he  had  reached  the  retirement  age ; 
that  is,  an  annual  pension  of  $1,000  for  each  year  of  service  up  to  12. 
The  provisions  for  increasing  compensation,  eliminated  in  the  House 
bill,  should  also  be  restored. 

(c)  Section  10  of  the  existing  act  should  be  amended  by  providing 
that  the  members  of  the  Federal  Reserve  Board  shall  be  removable, 
prior  to  the  expiration  of  their  respective  terms,  only  for  cause  and 
after  notice  and  hearing. 

(d)  The  total  membership  of  the  Federal  Reserve  Board  should  be 
reduced  from  8  to  5,  by  eliminating  the  designation  of  the  Secretary  of 
the  Treasury  and  the  Comptroller  of  the  Currency  as  ex-officio  mem- 
bers, and  by  reducing  the  appointive  members  from  6  to  5.  With  the 
Board  thus  reduced,  Section  203  (3)  might  be  amended  so  as  to  make 
the  Governor's  term  identical  with  that  of  the  administration  under 
which  he  was  appointed;  but  he  should  not  be  removable  except  for 
sanae,  as  in  the  case  of  other  appointive  members  of  the  Board. 

III.  The  Federal  Open  Market  Committee 

Section  205  of  the  Senate  bill  provides  for  the  creation  of  a  com- 
mittee of  5  members,  serving  for  a  calendar  year,  to  be  composed  of 
the  Governor  of  the  Federal  Reserve  Board,  who  shall  be  chairman, 
2  members  of  the  Board  whom  the  Board  itself  shall  select,  and  2 
governors  of  Federal  Reserve  banks  selected  by  the  governors  of  all 
Federal  Reserve  banks.  This  committee  is  to  have  the  power  to 
frame  open-market  policies  which  the  Federal  Reserve  hanks  will 
tiave  no  choice  but  to  put  into  effect.  It  is  also  to  have  the  duty  of 
making  recommendations  to  the  Federal  Reserve  Board  regarding 
die  discount  rates  of  the  Federal  Reserve  banks. 

The  House  bill  varies  this  arrangement  in  important  particulars. 
The  Federal  Open  Market  Committee  as  such  disappears  and  in 
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place  of  it  an  Open  Market  Advisory  Committee  is  created,  i 

ing  of  5  "representatives"  of  the  Federal  Reserve  banks,  selected 
annually  by  the  governors  of  the  12  Reserve  banks.  The  committee 
thus  created  is  to  have  no  authority  whatever,  beyond  that  of  mak- 
ing recommendations  which  the  Federal  Reserve  Board  can  take  or 
not  as  it  chooses.  The  Board,  on  the  contrary,  can  impose  its  will 
on  the  Reserve  banks,  though  it  must  consult  the  Advisory  Com- 
mittee before  it  makes  any  changes  on  its  own  initiative — I  quote 
the  language  of  the  bill — 

In  the  open-market  policy,  in  the  rate*  of  interest  or  discount  to  be  charged  by 
the  Federal  Reserve  banks,  or  in  the  reserve  balances  required  to  be  maintained 
by  member  banks. 

;Senator  Glass.  That  Board  could  have  a  junket  to  Washington 
occasionally,  could  it  not? 
Mr.  Alorich.  I  believe  so. 
Senator  Glass.  All  right. 

PROPOSED   CONCENTRATION   OP   POWER 

Mr.  Aldrich  (continuing).  The  easting  open-market  procedure  ii 
the  outgrowth  of  experience.  For  several  years  prior  to  1933  dure 
was  an  open-market  committee  upon  which  the  various  Reserve 
banks,  or  such  of  them  as  desired  to  participate,  were  represented. 
It  was  the  group  through  whom  Reserve  bank  purchases  of  bankers' 
Acceptances  and  Government  obligations  were  organized  and  dis- 
tributed. The  existence  of  the  committee  was  recognized  in  the 
Banking  Act  of  1933  and  it  was  made  a  formal  body.  Each  of  the 
12  Reserve  banks  by  vote  of  its  board  of  directors  selected  a  member. 
There  was  no  Reserve  Board  representation  on  the  committee,  though 
the  members  of  the  Board  were  authorized  to  attend  the  meetings  if 
they  desired.  The  Federal  Reserve  Board  retained  the  power  to 
issue  regulations  concerning  open-market  transactions  and  could 
approve  or  disapprove  of  policies  initiated.  But  the  directors  of  any 
local  Federal  Reserve  bank  could  in  their  discretion  decide  not  to 
participate  in  open-market  operations. 

The  change  now  proposed  is  complete.  Whereas  under  the  existing 
law  the  Reserve  banks  themselves  have  the  power  to  initiate  open- 
market  operations  subject  to  approval  of  the  Federal  Reserve  Board, 
the  Senate  bill  would  give  them  no  authority  over  them  save  for  the 
presence  on  the  committee  of  a  two-to-three  minority  in  the  persons 
of  two  Reserve  bank  governors  who  in  turn  must  depend  upon  the 
Board  for  their  continuance  in  office  beyond  a  year.  Under  the 
House  bill  this  remnant  of  authority  is  further  reduced,  and  the 
Reserve  banks  are  left  in  the  position  of  advisers  only.  Further, 
under  the  existing  law  any  Reserve  bank  can  decline  to  engage  is 
open-market  operations,  whereas  under  either  bill  they  would  nave 
no  choice  but  to  follow  the  instructions  of  the  central  authority. 

The  effect  is  to  concentrate  in  a  majority  of  the  committee,  or  in  I 
majority  of  the  Federal  Reserve  Board,  as  the  case  may  be,  the  right 
to  dictate  to  the  Federal  Reserve  banks  when  they  shall  buy  or  sell 
acceptances  or  Government  obligations  and  in  what  amounts,  with  no 
discretion  whatever  remaining  to  them  or  to  their  boards  of  directors. 
Exclusive  authority  thus  passes  into  the  hands  of  men  dependent  for 
their  positions  upon  whatever  political  administration  is  in  power,  and 
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three  of  whom  are  directly  representative  of  it.  I  refer,  of  course,  to 
the  Governor  of  the  Federal  Reserve  Board  himself,  the  Secretary  of 
the  Treasury,  and  the  Comptroller  of  the  Currency. 

The  function  of  open-market  operations  in  the  Reserve  System  has 
t>een  much  distorted  recently  in  theoretical  discussions  which  appear 
bo  have  received  a  certain  amount  of  official  credence.  In  some  re* 
jpects  their  influence  has  been  magnified  far  beyond  what  is  war- 
ranted by  actual  experience.  In  other  respects  their  influence  has 
t>een  minimized  or  overlooked  entirely.  I  refer  here  to  the  vast  con- 
lequences  which  may  follow  from  the  purchase  of  Government  obli- 
gations by  the  Reserve  banks  directly  from  the  Treasury,  a  type  of 
transaction  which  falls  within  the  meaning  of  "open-market  opera- 
tions" as  commonly  understood  in  the  Reserve  System. 

OPEN- MARKET   OPERATIONS    AND   CREDIT   CONTROL 

In  a  published  defense  of  the  bill,  Governor  Eccles  made  an  issue 
of  the  fact  that  open-market  operations  are  an  instrument  of  Federal 
Reserve  policy.    He  said: 

By  these  operations  reserves  may  be  given  to  or  taken  away  from  member 
banks;  and  it  is  on  these  reserves  that  deposits  are  baaed.  It  is  not  too  much 
U>  aay  that  the  power  to  control  open-market  operations  is  the  power  to  control 
the  expansion  and  contraction  of  bank  credit,  and  thus  in  large  measure  to  con- 
trol the  country's  supply  of  money. 

It  is,  of  course,  true  that  the  power  to  buy  and  sell  Government 
obligations  and  acceptances  in  the  market  often  furnishes  a  useful 
instrument  of  Federal  Reserve  policy,  but  I  do  not  find  that  in  prac- 
tical operations  actually  put  through  in  the  last  5  years  it  has  given 
control  of  bank  credit.  The  most  that  can  be  said  is  that  open-market 
operations  may  influence  but  not  necessarily  control  bank  credit, 
whether  they  do  or  not  and  to  what  extent  depend  upon  conditions 
is  they  prevail  at  the  time  the  operations  are  put  through.  Far  from 
sontrolUng  bank  credit  there  are  recent  instances  which  go  to  show 
hat  open-market  operations  have  resulted  in  the  reserve  banks  losing 
he  control  they  previously  had  possessed  over  bank  credit.  More- 
iver,  under  conditions  as  they  exist  at  present,  operations  conducted 
a  the  open  market  would  have  very  little  effect  if  designed  to  expand 
redit;  they  could  have  substantial  effect  only  on  the  downward  side; 
hat  is,  to  reduce  the  volume  of  credit  and  raise  interest  rates. 

In  order  to  illustrate  from  actual  experience,  I  think  it  would  be  of 
iterest  to  refer  to  operations  which  the  Reserve  System  has  conducted 
i  the  last  5  or  6  years  under  the  authority  it  has  had  and  now  pos- 

Between  October  1929,  for  instance,  and  March  1930,  the  Reserve 
*nk  holdings  of  Government  obligations  rose  about  $400,000,000  to 
,  total  of  ahout  $540,000,000.  Simultaneously  the  member  banks 
etired  debt  at  the  Reserve  banks  by  about  $600,000,000.  This  oper- 
,tion  was  fairly  successful  mainly  because  the  member  banks  were  in 
lebt  at  the  Reserve  banks.  The  principal  effect  was  to  enable  the 
aember  banks  to  pay  off  at  the  Reserve  banks  and  there  was  relief 
rom  strain  in  the  money  market  which  resulted  in  a  temporary  boom 
n  the  stock  market. 

In  March  1932  the  Reserve  banks  undertook  the  use  of  open- 
narket  operations  in  an  effort  to  combat  the  depression.    This  was 
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after  the  passage  of  the  Glass-SteagaH  bill  in  February  of  that  year, 
which  gave  the  Reserve  banks  temporary  authority  to  offer  Govern- 
ment obligations  as  security  for  Federal  Reserve  notes.  At  the 
beginning  of  the  operation  the  Reserve  banks  held  about  $800,000,000 
of  Government  obligations.  By  the  end  of  the  year  they  had  in- 
creased these  holdings  to  upward  of  $1,800,000,000.  The  chief  effect 
was  to  reduce  the  bill  holdings  of  the  Reserve  banks  to  almost  nothing 
and  to  bring  down  the  member  banks'  borrowings  to  less  than  $300,- 
000,000  for  the  entire  System.  Though  the  operation  appeals  te 
have  been  successful  in  checking  the  decline  of  Dank  credit  then  in 
progress,  it  did  not  stimulate  its  growth. 

In  May  1933  a  further  extension  of  open-market  operations  wai 
undertaken.  In  the  6  months  up  to  November  a  further  $600,000,000 
of  Government  obligations  were  purchased  and  the  total  of  $2,430, 
000,000  was  reached,  a  level  at  which  they  have  since  remained. 
Member-bank  borrowings  again  declined,  but  the  expansion  of  bank 
credit  was  slight  as  compared  with  the  facilities  afforded. 

In  giving  the  foregoing  instances  I  should  make  it  clear  that  I  hats 
left  out  of  account  other  developments  of  great  importance  Bach  at 
the  losses  and  gains  in  gold,  the  effects  of  the  gold-buying  policy,  and 
so  on,  which  have  exerted  influences  on  the  member  banks'  reserves 
similar  to  those  which  open-market  operations  tend  to  produce.  The 
point  to  be  observed  is  that  beyond  an  initial  and  rather  gentle  in- 
fluence, open-market  operations  carried  on  under  such  conditions  as 
have  prevailed,  have  not  succeeded  in  increasing  proportionately  the 
volume  of  bank  credit.  This  has  been  true  because  influences  of  vast 
importance,  some  practical  and  some  psychological,  which  have 
affected  the  business  public  as  a  whole,  have  restrained  their  effect. 

One  of  the  results  of  past  open-market  operations  which  we  still 
have  with  us  is  the  additional  reserves  over  and  above  statutory 
requirements  which  the  member  banks  have  on  deposit  at  the  Fed- 
eral Reserve  banks.  In  February  of  this  year  their  reserves  wen 
about  $2,300,000,000  above  requirements,  quite  the  largest  excess  on 
record.  The  excess  is  now  around  $2,200,000,000.  I  do  not  mean 
to  imply  that  this  vast  excess  is  due  only  to  open-market  operation*; 
an  even  more  important  factor  in  their  growth  appears  to  nave  been 
the  inflow  of  gold  during  the  past  year.  But  the  point  I  want  to 
emphasize  is  that  this  margin  is  surely  enough  for  the  stimulation  of 
credit,  if  credit  is  to  be  stimulated  that  way.  It  is  hard  to  see  how  the 
excess  reserves,  if  further  increased  by  open-market  operations,  would 
have  any  substantial  influence  upon  the  growth  of  banking  credit. 

I  can  well  imagine,  however,  that  results  would  follow  from  an 
operation  if  now  conducted  in  the  reverse  direction,  that  is,  if  the 
Federal  Reserve  banks  should  sell  to  the  market  any  considerable 
part  of  their  holdings  of  Government  obligations.  Such  action 
would,  of  course,  draw  down  the  member  banks'  excess  reserves  and 
tend  to  raise  interest  rates.  Of  course,  any  such  operation  seems  out 
of  the  question  at  ths  time,  in  view  of  the  present  financial  policies 
of  the  Government. 

I  deduce  from  the  foregoing  that  the  possibility  of  effective  use  of 
large  scale  open-market  operations  on  the  side  of  purchases  of  securi- 
ties lies  more  or  less  remotely  in  the  future,  and  that  the  probability 
of  such  operations  being  undertaken  on  the  side  of  sales  of  securities  is 
extremely  remote. 
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ow  come  to  a  feature  of  the  bill  which  must  cause  any  thoughtful 
n  great  concern,  though  I  have  seen  no  reference  to  it  in  any 
il  discussions  of  the  bill.  As  I  have  already  indicated,  the  pro- 
I  powers  are  broad  enough  to  permit  the  central  authorities — 
tier  the  Federal  Reserve  Board  under  the  House  bill  or  the  Fed- 
3pen  Market  Committee  under  the  Senate  bill — to  compel  the 
ral  Reserve  banks  to  purchase  Government  obligations  directly 
the  Treasury.  When  I  speak  of  such  transactions,  I  should  make 
ar  that  I  am  not  referring  here  to  the  short-term  advances  or 
orary  overdrafts  such  as  the  Reserve  banks  commonly  grant  to 
TMsury  over  maturity  and  tax  dates.  I  am  referring  to  the  use 
s  Reserve  banks  as  a  means  for  financing  the  Treasury, 
e  machinery  thus  provided  in  the  bill  corresponds  closely  with 
lachinery  which  was  utilized  at  the  time  of  the  German  infla- 
and  the  French  inflation  with  most  serious  consequences  to 
ess  life  and  the  welfare  of  the  people.  In  each  case  the  central 
bought  bills  directly  from  the  Treasury,  thereby  providing  funds 
d  when  desired.  In  each  case,  also,  the  Treasury  acted,  as  it  no 
t  supposed  at  the  time,  according  to  the  highest  sense  of  duty, 
leads  of  the  central  banks  concerned  felt  that  they  had  no  choice 
o  comply.  Similar  motives  with  even  more  efficient  machinery 
as  that  now  proposed  can  produce  similar  results. 

ABUSE   OP  BANK   CREDIT  IN   GERMANY 

bink  it  worth  while  to  read  at  this  point  a  paragraph  from  die 
of  Prof.  James  W.  Angell,  of  Columbia,  who  went  to  Germany 
stabilization  and  wrote  a  work  entitled  "The  Recovery  of 
anv",  published  by  the  Yale  University  Press  for  the  Council 
>reign  Relations.  It  is  one  of  many  similar  paragraphs  obtain- 
rom  a  multitude  of  sources.  Professor  Angell  says  on  page  29: 
'  *  The  fundamental  difficulty  was  the  state  of  the  Reich  finances.  In 
years  from  1919  to  1923  the  Government's  receipts,  measured  in  gold 
,  never  came  anywhere  near  to  equaling  its  expenditures,  and  for  the 
,  as  a  whole,  averaged  only  about  25  percent  of  them.  This  state  of 
c  deficit  was  again  due  to  the  waves  of  exchange  depreciation  and  the 
uent  further  increases  in  prices.  However  adequate  a  given  tax  measure 
have  seemed  at  the  time  it  was  passed,  weeks  or  months  necessarily  elapsed 
the  receipts  began  to  come  in;  and  in  the  meantime  a  further  depreciation 
exchanges  had  usually  pushed  prices  and  wages  still  higher,  and  with  them 
if  the  Government's  expenditures.  A  deficit,  of  course,  resulted.  To  meet 
Government  had  to  resort  to  further  borrowing  which  led  to  the  printing  of 
lotes  and  the  vicious  circle  of  inflation  was  thus  renewed.  Moreover,  despite 
iceasing  growth  in  the  note  issue,  the  rise  in  prices  was  even  more  rapid, 
«  gold  value  of  the  total  currency  circulation  fell  to  absurdly  low  figures— 
time  to  less  than  1  percent  of  the  pre-war  level.  An  acute  currency  short- 
mlted,  and  to  keep  the  country's  economic  life  going  at  all  still  more  notes 
•  be  printed.  It  should  be  observed,  however,  that  the  Government  did 
elf  print  notes,  except  for  the  negligible  volume  of  the  Reichskassenacheine. 
the  end  of  the  war  the  deficits  in  the  budget  were  met  chiefly  by  floating 
«rm  treasury  loans  of  various  sorts.  Of  these  an  increasingly  large  pro- 
i  were  discounted  at  the  Reichsbank  in  exchange  for  ReichsDank  notes, 
Is  produced  the  principal  increases  in  the  currency  circulation. 

link  this  paragraph  of  Professor  Angell's  illustrates  pretty  clearly 
convenient  and  how  fatal  it  is  to  finance  Treasury  deficits  with 
U  bank  credit. 
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RESTRICTIONS    UNDER    NEW    GERMAN    BANK    LAW 

When  the  German  inflation  was  finally  stopped,  the  gold  mark  wis 
worth  a  million  million  paper  marks.  In  order  to  prevent  a  repeti- 
tion, the  Germans  in  their  new  bank  law  proceeded  to  block  up  the 
channels  between  the  Treasury  and  the  central  bonk.  The  new 
Reichsbank  law  was  passed  as  part  of  the  Dawes  Plan  of  1924  which 
was  drawn  up,  as  the  committee  will  remember,  with  American  ad- 
vice and  assistance.  Effective  steps  were  taken  to  divorce  the  bank 
and  its  officials  from  the  control  of  the  political  authorities  and  seven 
limitations  upon  lending  to  the  Treasury  were  written  into  it.  The 
latter  were  for  the  protection  of  the  entire  population  against  devas- 
tating inflation,  and  have  had  unvarying  popular  support  from  that 
time  to  the  present  because  the  people  as  a  whole  have  learned  from 
experience  what  disaster  inflation  inescapably  causes.  Under  the 
law  of  1924,  purchases  of  Treasury  bills  and  the  amount  loaned  upon 
them  could  not  together  exceed  a  total  of  400,000,000  reichsmarka 
(then  about  $100,000,000).  Latterly  the  Reichsbank  has  obtained 
authority  similar  to  that  which  the  Reserve  banks  now  have  to  buy 
bonds  of  the  Reich  in  the  market  but,  as  the  law  explicitly  states, 
"for  the  purpose  of  regulating  the  money  market."  Otherwise  it 
cannot  buy  Government  obligations  beyond  the  limits  originally  set. 

THE    FRENCH    EXPERIENCE 

The  lesson  to  be  learned  from  the  French  handling  of  their  post- 
inflation  legislation  is  similar.  When  the  French  stabilized  in  1928, 
they  like  the  Germans  were  careful  to  avoid  a  repetition  of  the  con- 
ditions which  led  up  to  the  inflation  and  tapped  off  about  80  percent 
of  the  gold  value  of  their  currency.  The  Bank  of  France  makes  no 
advances  to  the  Government  over  the  amount  of  a  fixed  loan  of 
3,200,000,000  francs  which  it  agreed  to  hold  at  the  time  of  stabiliza- 
tion and  has  held  ever  since.  The  law  gives  it  no  authority  to  engage 
even  in  open-market  operations  except  as  regards  the  so-called  "  Caiaee 
bills"  (bills  of  the  Caisse  d 'Amortizement)  issued  to  it  in  1928  in 
return  for  certain  bonds  of  the  Republic  held  at  the  time  of  stabilisa- 
tion. The  bank  can  sell  these  Caisse  bills  to  the  market  and  buy 
them  back  again.  Because  of  the  failure  of  the  law  to  provide  for 
open-market  operations  of  the  usual  sort,  the  Bank  of  France  de- 
clined some  months  ago  to  buy  short  Treasury  bills  from  the  market 
as  proposed  by  the  present  Premier,  M.  Flandin,  and  the  governor 
of  the  bank  was  dismissed  on  that  issue.  Under  the  agreement  sub- 
sequently effected  with  the  general  council  of  the  bank  and  the  new 
governor,  the  Bank  of  France  is  now  prepared  to  grant  advances, 
not  directly  to  the  Government  but  to  the  banks  on  the  security  of 
Treasury  bills.  These  advances  can  run  for  only  30  days  and  s« 
restricted  in  amount  to  not  more  than  80  percent  of  the  nominal 
value  of  the  Treasury  bills  pledged.  Even  with  this  liberalized  pro- 
cedure the  Bank  of  France  still  makes  no  advances  directly  to  the 
French  Treasury. 

I  would  repeat  the  point:  Both  France  and  Germany  suffered 
ruinously  from  inflation  and  when  they  revised  their  hanking  law* 
they  undertook  to  prevent  a  repetition.  The  changes  made  recently 
in  their  respective  central  banking  procedures  are  very  moderate  ana 
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in  neither  case  grant  anything  that  the  Federal  Reserve  banks  have 
not  had  for  years.  Law  ana  practice  still  prevent  the  very  things 
which  title  II  of  the  present  bill  freely  provides  for.  Indeed,  title  II 
goes  even  further  and  makes  such  transactions  compulsory  if  a  major- 
ity of  the  Federal  Open  Market  Committee,  or  as  the  case  may  be, 
the  Federal  Reserve  Board,  so  decides. 

The  use  for  any  length  of  time  of  central  bank  credit  to  finance 
the  Public  Treasury  has  never  succeeded.  It  has  always  failed  with 
most  serious  consequences  to  the  population  as  a  whole;  and  those 
who  have  suffered  most  are  the  laboring  and  middle  classes.  I  see 
no  reason,  granted  sound  Treasury  pohcy,  why  any  such  facilities 
as  I  have  been  discussing  should  be  even  temporarily  useful  in  the 
United  States.  There  is  therefore  no  occasion  to  grant  an  unlimited 
authority  which  can  only  have  an  unsettling  effect  upon  the  public 
and  business  mind  because  of  the  dangers  inherent  in  its  use. 

EXTENSION  OP  RESERVE  BOARD  POWER  OVER  RATE  CHANGES 

So  much  for  open-market  operations  as  such.  I  now  want  to  refer 
to  a  matter  which  is  set  forth  clearly  in  the  House  bill  and  is  implicit 
in  the  Senate  bill.  This  is  the  power  granted  to  the  Federal  Reserve 
Board  to  make  changes  on  its  own  initiative  in  the  rates  of  interest 
or  discount  to  be  charged  by  the  Federal  Reserve  banks. 

The  Federal  Reserve  Act  now  provides  in  section  13  that  rates  of 
interest  charged  on  advances  to  member  banks,  and  in  section  14  that 
rates  of  discount  on  paper  purchased  in  the  market,  shall  be  estab- 
lished by  the  Federal  Reserve  banks  "subject  to  the  review  and  de- 
termination of  the  Federal  Reserve  Board."  The  establishment  of 
interest  and  discount  rates  by  the  Federal  Reserve  banks  has  been 
one  of  the  most  responsible  functions  of  their  respective  boards  of 
directors.  Obviously,  the  exercise  of  this  power  ordinarily  involves 
directly  and  inescapably  the  relations  of  each  Federal  Reserve  bank 
with  the  banks  in  its  own  district,  and  is  therefore  an  important  ele- 
ment in  the  whole  issue  of  local  self-government. 

Throughout  the  history  of  the  Reserve  System,  with  only  two  or 
three  exceptions,  the  regional  boards  of  directors  have  acted  first  in 
making  rate  changes,  and  the  Federal  Reserve  Board  second.  This 
sequence  seems  a  rational  compliance  with  the  terms  of  the  act,  since 
the  Reserve  banks  are  charged  with  "establishing"  the  rate,  "subject 
to  the  review  and  determination  of  the  Federal  Reserve  Board." 
I  realize  that  the  Federal  Reserve  Board  itself  has  not  always  shared 
this  view,  and  in  one  notable  case  at  least  has  fixed  a  rate  against  the 
opposition  of  a  Federal  Reserve  bank's  board  of  directors.  The  House 
bill  clearly,  and  the  Senate  bill  implicitly,  now  seek  to  resolve  this 
question  of  initiative  in  favor  of  the  Federal  Reserve  Board. 

Senator  Glass.  I  might  state  right  there,  Mr.  Aldricb,  that  my 
information  is  the  Federal  Reserve  Board  so  intensely  regretted  its 
action  in  that  case  that  it  eliminated  it  from  the  record. 

Senator  McAdoo.  Is  that  the  Chicago  easel 

Senator  Glass.  Yes. 

Mr.  Aldrich.  Yes;  the  Chicago  cote  in  1927. 

Senator  Glass.  All  right. 

Mr.  Alduich.  To  the  outside  observer  this  seems  a  strange  solution, 
for  on  the  whole  the  record  of  the  Reserve  banks  has  been  better  in 
the  matter  of  rate  changes  than  the  record  of  the  Federal  Reserve 
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Board.  I  refer  especially  to  the  long  difference  of  opinion  between 
certain  of  the  Reserve  banks  and  the  Federal  Reserve  Board  over  the 

{iroposed  increase  of  discount  rates  in  the  first  half  of  1929  as  a  means 
or  curbing  the  rising  tide  of  stock-market  speculation.  The  rate  at 
tbe  New  York  Reserve  bank  remained  unchanged  from  July  13, 1928, 
until  August  9,  1929,  notwithstanding  the  vast  speculation  tbon  in 
progress.  From  the  beginning  of  1929  onward,  the  directors  of  the 
New  York  Reserve  bank,  as  well,  I  believe,  as  the  directors  of  certain 
other  Reserve  banks,  voted  consistently  to  raise  their  rates,  and  as 
consistently  the  Federal  Reserve  Board  failed  to  determine  them. 
Now,  that  is  a  matter  of  record,  and  if  this  subcommittee  wanted  to 
do  it  it  would  be  possible  to  see  the  record. 

Senator  Glass.  We  know  about  it. 

Senator  McAdoo.  I  should  be  glad  if  tbe  instances  might  be  cited 
for  the  record. 

Mr.  Aldrich.  You  would  have  to  get  those  from  the  Federal 
Reserve  Board  but  it  is  a  matter  of  record. 

Senator  McAdoo.  Do  you  mean  it  is  a  matter  of  record  with  the 
Federal  Reserve  Board? 

Mr.  Aldrich.  Yes. 

Senator  McAdoo.  All  right. 

Mr.  Aldrich.  This  long  postponement  had  immeasurable  con- 
sequences  both  on  the  height  of  the  speculative  tide  and  the  extent 
of  the  collapse  and  has  come  to  be  regarded  as  quite  the  most  con- 
spicuous failure  of  the  Federal  Reserve  System  since  its  inception. 

The  implications  of  tbe  present  law  that  the  directors  of  the  regional 
banks  should  have  the  power  to  initiate  rate  changes  seem  indis- 
putably correct.  These  are  men  who  represent  all  the  parties  at 
interest,  including  that  of  the  Federal  Government;  they  nave  con- 
sistently represented  the  highest  standards  of  their  respective  com- 
munities, and  they  are  close  to  practical  affairs. 

The  proposed  change  in  the  law  looks  precisely  in  the  wrong  direc- 
tion. The  House  bill  goes  even  so  far,  I  think,  as  to  make  the  establish- 
ment of  the  rate  by  tbe  Reserve  banks  a  ministerial  act  only  and 
leaves  this  whole  delicate  and  gravely  responsible  matter  exclusively 
in  the  hands  of  the  Federal  Reserve  Board,  all  the  members  of  which 
depend  for  their  positions  upon  whatever  political  administration  is  in 
power. 

Senator  Couzens.  Might  I  ask  you  at  that  point:  Have  you  any 
reason  in  your  mind  for  the  Federal  Reserve  Board  failing  to  act  in 
1929  when  these  other  banks  were  recommending  a  raise  in  the 
rediscount  rates? 

Mr.  Aldrich.  I  would  hesitate  to  express  any  opinion  about  that, 
but  it  has  been  the  general  experience  that  it  is  very  difficult  for  any 
body  of  men  to  impose  restraints  on  what  may  appear  to  be  an  existing 
prosperity  by  raising  the  discount  rates  or  anything  of  that  kind;  to 
put  a  brake  on  speculative  power.  It  takes  a  great  deal  of  courage 
and  independence. 

Senator  Couzens.  Would  you  suggest  that  that  was  the  result  of 
political  control? 

Mr.  Aldrich.  I  would  not,  no.  I  do  not  know  enough  about  it 
to  know.     I  definitely  would  not 

Senator  Glass  (interposing).  I  think,  Senator  Couzens,  the  reason, 
or  at  least  as  I  understood  it  at  the  time  because  the  matter  was  for 
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ame  reason  brought  to  my  attention,  was  that  speculation  had  pre- 
ceded to  such  an  extent  that  a  rise  in  the  rediscount  rate  could 
sarcely  have  had  any  influence  on  the  situation.  In  other  words, 
eople "buying  stocks  on  margin  with  the  expectation  of  making — oh, 
II  the  way  from  25  to  100  percent  upon  their  investment,  could  not 
e  deterred  by  a  psychological  increase  of  1  or  2  percent  in  the  re- 
iscount  rate 

Senator  Codzens  (interposing).  Well,  as  a  matter  of  fact 

Senator  Glass  (continuing).  On  the  other  hand,  the  contention  of 
he  regional  Reserve  bank  directors  was  that  the  situation  was  such 
hat  should  the  rediscount  rate  be  raised  progressively  and  oppor- 
unely  in  the  matter  of  time,  it  would  put  banks  and  speculators  on 
otice  that  money  was  going  to  be  dearer  and  not  too  cheap. 

Senator  McAdoo.  Is  it  not  a  fact  though  that  there  was  a  vast 
mount  of  loanable  funds  in  New  York  not  subject  to  the  control 
f  the  board  of  directors  of  the  Federal  Reserve  banks  and  which 
ould  not  be  influenced  directly  by  the  Federal  Reserve  Board? 

Mr.  Aldrich.  I  understand  that  that  was  a  part  of  the  reason,  but 

Senator  McAdoo  (interposing).  That  that  was  the  situation  at  that 
ime? 

Mr.  Aldrich.  Yes.  There  was  a  tremendous  amount  of  money 
vailable  in  the  market  which  was  loaned  for  the  account  of  others, 
"hat  of  course  is  the  very  thing  that  Senator  Glass  had  in  mind  in 
rafting  the  Banking  Act  of  1933,  to  prevent  that. 

Senator  Glass.  Precisely. 

Mr.  Aldrich.  And  it  was  the  very  situation  that  existed  at  that 
me  that  those  provisions  were  put  in  the  Banking  Act  of  1933. 

Senator  McAdoo.  And  those  funds  not  only  come  from  private 
idividuals  and  corporations  in  this  country,  but  also  come  from 
ther  countries. 

Senator  Glass.  Yes,  those  funds  in  part  come  from  abroad. 

Senator  McAdoo.  Yes.  They  come  from  France  and  England 
id  Canada  and  you  cannot  control  that  by  the  rediscount  rate. 

Mr.  Aldrich.  That  is  true. 

Senator  Glass.  That  is  true,  but  the  record  also  shows  that  the 
■cilities  of  Federal  Reserve  banks  were  employed  to  a  tremendous 
ctent  in  the  encouragement  of  that  sort  of  speculation. 

Mr.  Aldrich.  But,  Senator  Glass,  as  you  Know  better  than  I  do, 
le  Banking  Act  of  1933  is  so  designed  as  to  meet  both  of  those 
lings. 

Senator  Glass.  I  know  it  does,  but  this  bill  does  not. 

Mr.  Aldrich.  Well,  it  does  this 

Senator  Glass  (continuing).  Of  course  it  does  not. 

Mr.  Aldrich.  As  a  matter  of  fact,  as  the  situation  stands  today, 
ith  these  enormous  excess  reserves,  the  Federal  Reserve  Board  and 
obody  else  can  accomplish  anything  by  the  discount  rate.  They 
re  so  much  out  of  touch  with  the  market  that  a  change  in  the  rates,  I 
iean  a  rise  in  the  discount  rate,  would  have  no  effect  whatever. 

Senator  Glass.  None  whatever. 

Senator  Couzens.  I  still  want  to  go  back  to  the  question  of  political 
introl,  which  interests  me  so  much,  and  that  is,  that  in  the  boom  of 
929,  when  these  Reserve  banks  were  advocating  a  rise  in  discount 
ites,  the  mere  contact  of  any  administration  here  with  the  Federal 
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Reserve  Board  would  have  been  an  influence  against  any  act  which 
would  help  to  boost  the  boom;  is  not  that  true? 

Mr.  Aldrich.  I  should  say  that  is  true. 

Senator  Couzens.  It  is  a  practical  question.  So  I  do  not  get  so 
stirred  up  about  this  mere  technical  assertion  of  political  control; 
because  the  Senator  from  Virginia  and  the  rest  of  the  Senators  on  the 
subcommittee  know  just  as  well  as  I  do  that  you  can  have  political 
control  whether  you  have  political  domination  or  not. 

Senator  Glass.  The  Senator  from  Virginia  has  said   the  same 

Senator  Couzens.  Yes.  So  that  when  you  talk  about  political 
control  of  the  Federal  Reserve  Board  or  political  control  of  anything 
else,  as  a  matter  of  fact  it  does  not  have  to  be  on  the  statute  books  in 
order  to  give  political  control.  You  can  have  political  control  of  all 
kinds  without  a  word  on  the  statute  books. 

Mr.  Aldrich.  Well,  Senator  Couzens,  I  think  the  ideal  which  hu 
been  most  desired  is  to  create  a  body  in  the  Federal  Reserve  Board 
which  would  be  similar  to  the  Supreme  Court  of  the  United  States 
and  would  be  equally  independent  of  any  control.  Let  us  put  it  that 
way.  I  do  not  think  it  is  necessary  to  put  the  accent  on  the  word 
"  political.1' 

Senator  Glass.  Let  me  say  right  there  for  the  record  that  in  the 
original  Federal  Reserve  Act  there  was  intended  to  be  a  measure  of 
political  influence.  And  that  is  why  we  insisted  upon  putting  the 
Secretary  of  the  Treasury  and  the  Comptroller  of  the  Currency  on  the 
Board.  When  I  say  "political  influence"  I  do  not  mean  partisan 
political  influence.  I  mean  that  a  considered  public  opinion  might 
find  some  expression.  So  that  if  we  should  have  a  Federal  Reserve 
Board  that  might  be  flagrantly  disregarding  the  public  judgment  and 
there  should  be  a  change  of  administration,  why,  the  action  of  that 
Board  might  be  in  some  sense  controlled  by  the  votes  of  the  Secretary 
of  the  Treasury  appointed  by  the  new  President  and  by  the  Comp- 
troller of  the  Currency.  So  that  that  measure  of  public  control  I 
would  not  call  political  control  in  the  sense  that  it  was  partisan,  either 
Democratic  or  Republican  or  Progressive  or  Coughlin  or  whatever 
you  might  call  it. 

Senator  Couzens.  I  was  not  speaking  of  that  kind  of  control.  1 
know  when  it  comes  to  financial  matters  it  does  not  make  much 
difference  whether  you  are  a  Democrat  or  a  Republican  or  a  Cough- 
Unite,  there  is  no  failure  of  their  getting  together  when  they  have  the 
same  objective.  So  it  does  not  make  much  difference  whether  you 
call  it  political  control  or  partisan  control  or  what  other  kind  of  con- 
trol, and  there  is  no  use  of  our  getting  excited  about  mere  words  in  the 
bill,  because  we  cannot  write  statutes  that  will  prevent  this  kind  of 
control  or  influence.  I  do  not  get  disturbed  about  these  matters,  but 
I  was  talking  about  Mr.  Aldrich's  words  here;  I  do  not  get  disturbed 
about  those  words  because  I  know  what  goes  on  regardless  of  mere 
words  which  may  appear  in  a  statute. 

Senator  Glass.  You  may  proceed. 

Mr.  Aldrich  (continuing). 
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RECOMMENDATIONS    ON    SECTION   205 

i  summary  of  my  discussion  of  section  205  of  both  bills:  The 
iial  Open  Market  Committee  as  recognized  in  the  present  law  is 

to  serve  all  the  practicable  purposes  advanced  for  the  changes 
tosed  in  the  new  bill.    The  changes,  on  the  other  hand,  introduce 

factors  of  uncertainty,  perhaps  of  danger.  They  take  powers 
f  from  the  Reserve  banks  and  confer  them  upon  the  Federal 
;rve  Board,  creating  a  concentration  of  financial  authority  hither- 
nknown  in  this  country  and  rarely  equaled  anywhere  else.  In 
r  to  promote  the  coordination  of  the  system  without  incurring 

and  unnecessary  hazards,  I  recommend  that  the  amendments  be 

itten,  taking  account  of  the  following  points: 

)  That  the  Federal  Open  Market  Committee  be  composed  of  9 

ibers,  5  comprising  the  entire  membership  of  the  Federal  Reserve 

rd  reconstituted  as  proposed  above,  and  4  being  governors  of 

jral  Reserve  banks,  whose  independence  shall  have  been  protected 

io  manner  already  recommended,  and  who  shall  be  freely  elected 

le  committee  by  the  governors  of  all  Federal  Reserve  banks. 

mator  Couzens.  This  was  recommended  I  think  by  Mr.  Law 

erday. 

x.  Aldrich.  Yes.     Or  you  mean  the  American  Bankers  Associa- 

committee? 

mator  Couzens.  Yes. 

r.  Aldrich.  And  next: 

)  That  it  be  plainly  recognized  that  the  directors  of  the  regional 

trve  banks  possess  the  initiative  to  establish  rates  on  Federal 

irve  bank  advances  and  discounts,  subject  to  the  approval  without 

limitation  of  the  Federal  Reserve  Board— that  is  a  little  different 
i  the  recommendation  of  the  American  Bankers  Association — but 

if  in  the  opinion  of  the  Federal  Open  Market  Committee,  con- 
ted  as  above,  a  rate  change  is  desirable  in  the  general  interest,  a 

rate  con  be  imposed  by  a  two-thirds  vote  of  the  committee. 
t  also  is  slightly  different  from  the  A.  B.  A.  report. 
)  That  the  direct  purchase  of  Government  obligations  from  the 
aury  or  any  Government  agency  be  specifically  declared  not  to  be 
-market  operations  within  the  meaning  of  the  act. 
nator  Couzens.  What  would  be  the  practical  effect  of  the  differ- 
? 

r.  Aldrich.  The  difference  is  this:  If  you  can  only  purchase  in 
>pen  market  the  securities  have  to  be  in  the  open  market.  If  you 
hase  directly  from  the  Treasury  you  go  directly  from  the  banks  to 
treasury,  as  in  Germany  and  France ;  and  we  have  a  bill  which  per- 

the  issuance  of  currency  against  Governments  owned  by  the 
iral  Reserve  banks  themselves,  so  that  they  can  go  right  around  in 
cle  of  buying  more  Government  obligations  and  issuing  notes 
iflt  them. 

nator  Couzens.  Do  you  believe  that  Federal  Reserve  banks 
Id  be  authorized  to  issue  notes  with  Federal  Reserve  bonds  as 
rity? 

r.  Aldrich.  I  personally  think  it  should  never  be  done  except 
i  emergency.  Of  course  that  power  also  is  given  by  existing  law 
i  emergency  power  to  be  used  by  the  Congress,  and  it  has  seemed 
e  it  should  be  so. 
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Senator  Glass.  Let  me  say  for  the  record  on  that  point  that  when 
we  were  considering  that  bill  there  was  intense  opposition  to  that  prop- 
osition and  we  were  assured,  the  subcommittee  was  assured,  it  was 
intended  to  be  merely  psychological,  and  that  they  did  not  expert 
to  use  a  dollar  for  that  purpose.  Were  you  on  the  subcommittee  then, 
Senator  Townsend? 

Senator  Townsend.  Yes. 

Senator  Glass.  Then  no  doubt  you  will  remember  it.  Otherwise 
it  would  never  have  been  reported. 

Mr.  Alrich.  With  that  power  the  door  is  wide  open  for  doing  the 
very  thing  I  have  just  described,  buying  Government  bonds  directly 
from  the  Treasury  and  issuing  currency  against  Government  bonds. 
And  that  is  exactly  like  using  the  printing  press. 

Senator  Glass.  And  that  was  pointed  out,  and  we  were  over  and 
over  again  assured  it  was  not  intended  to  make  use  of  the  provision 
except  in  a  psychological  way. 

Senator  Couzens.  Do  you  think  this  should  be  repealed  in  this  art! 

Mr.  Aldrich.  I  personally  do.  Now  I  think  I  ought  to  make  H 
plain  that  a  great  many  bankers  do  not  think  so. 

Senator  Glass.  Of  course  they  do  not. 

Senator  Couzens.  I  can  understand  why  they  do  not.  But  I 
want  to  get  your  unbiased  comments,  because  you  are  not  a  bom 
banker,  are  you?    [Laughter.] 

Mr.  Aldrich.  No,  sir. 

Senator  Glass.  You  may  proceed. 

Mr.  Aldrich  (continuing): 

IV.  Broadened  Eligibility  Regulations  for  Federal  Reserve 
Bank  Loans  and  Investments 

Two  sections  of  each  bill  affect  more  or  less  broadly  the  assets  which 
Federal  Reserve  banks  are  empowered  to  acquire.  The  first  is  section 
206  which  says  that  "subject  to  such  regulation  as  to  maturities  and 
other  matters  as  the  Federal  Reserve  Board  may  prescribe"  the  Reserve 
banks  may  discount  any  commercial,  agricultural,  or  industrial  paper 
for  the  member  banks  upon  their  endorsement.  It  also  says  that  the 
Reserve  banks  may  make  advances  to  the  member  banks  on  their 
"promissory  notes  secured  by  any  sound  assets"  they  may  desire  to 
pledge.  The  bill  is  not  quite  clear  in  stating  whether  the  Reserve 
Board  is  authorized  to  make  regulations  on  the  latter  category  of 
loans  as  freely  as  on  the  first  category,  but  I  presume  that  the  intent 
is  to  give  the  Board  corresponding  regulatory  powers  in  both  cases, 
including  the  power  to  determine  what  constitutes  sound  collateriaL 

This  section  replaces  in  somewhat  broader  terms  the  authority 
conferred  as  an  emergency  measure  under  section  10  (b)  of  the  present 
act,  which  lapsed  on  March  10, 1935.  The  exercise  of  such  authority, 
as  a  matter  of  fact,  finds  its  justified  use  only  in  times  of  emergency. 
The  Federal  Reserve  Board  should  not  have  as  part  of  it*  day-to-day 
procedure  the  power  to  broaden  at  will  the  carefully  written  specifica- 
tions given  in  sections  13  and  13  (b)  of  the  present  act  where  the  intent 
of  Congress  is  expressed  concerning  the  loans  which  the  Federal  Re- 
serve banks  may  make  to  member  banks. 
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A  POWER  FOE  EMERGENCIES  NOT  FOR  ORDINARY  UBX 

i  point  can  be  made  clear  in  a  practical  way.  Let  us  suppose 
his  section  is  already  law  and  the  Federal  Reserve  Board  adopts 
ulatbn  tomorrow  broadening  in  some  substantial  way  the 
cter  of  paper  which  a  member  bank  may  pledge  at  the  Federal 
ve    bank.    Will    a    well-conducted    bank   immediately    start 

Sloans  of  sorts  that  fall  within  the  new  classification?  The 
Reserve  Board  has  the  power  not  only  to  make  the  regulation 
>  cancel  it,  and  if  canceled  the  banker  who  has  has  made  loans 
ance  upon  it  is  left  with  paper  which  he  cannot  make  use  of  at 
ederal  Reserve  bank.     Is  it  not  common  sense  for  a  banker  to 

his  course  according  to  what  Congress  has  written  into  sections 

i  13(b)  and  not  rely  upon  regulations  subject  to  change  without 

i? 

;  there  is  another  point  involved.    The  rediscounting  facility, 

ret  broad  the  Federal  Reserve  Board  may  make  it  by  regulation, 

T  partial  insurance  against  loss.    And  the  ability  to  pledge  "any 

asset"  does  not  mean  that  the  value  of  that  asset  cannot 
e.    I  seriously  doubt  the  expediency  of  throwing  out  to  member 

generally  the  hope  implied  m  the  bill  that  any  sound  assets  may 
ps  be  acceptable  or  become  acceptable  at  a  Federal  Reserve  bank 
r  and  all  circumstances.  In  an  emergency  some  such  provision 
s  might  be  very  useful  but  I  seriously  question  the  wisdom  of 
ig  it  open  to  use  at  any  time  and  under  all  conditions, 
ire  is  also  a  third  question  involved.  If  in  ordinary  times  the 
ve  banks  accumulate  portfolios  of  slow  or  doubtful  items,  the 
ity  of  the  Reserve  System  to  respond  adequately  to  emergency 
ions  will  be  impaired.  And,  still  more  .broadly,  it  should  not  be 
ten  that  this  amendment  is  proposed  as  a  new  paragraph  in 
i  13  of  the  Federal  Reserve  Act  and  for  that  reason  any  obliga- 
acquired  under  it  become  immediately  eligible  as  security  for 
al  Reserve  notes.  This  is  true  whether  section  16  of  the  present 
"hich  describes  the  security  behind  Federal  Reserve  notes,  is 
1  in  the  way  this  bill  proposes  or  not.  In  other  words,  they  can 
federal  Reserve  notes  not  only  against  Governments  but  against 
land  assets  that  get  into  a  bank. 

ator  Couzens.  As  a  practical  proposition,  when  any  bank  makes 
ation  to  a  Federal  Reserve  bank  for  a  loan,  does  it  analyze  the 
ion  of  the  bank  making  the  application  and  the  necessity  for 
punting  T 

Aldrich.  I  should  say  not.    I  should  say  that  they  look  at 

is  presented,  but 

ator  Glass  (interposing).  The  agent  of  the  Federal  Reserve 
loes  it. 

Aldbich.  Well,  they  examine  it. 

ator  Couzens.  I  am  talking  about  the  question  of  the  need  for 
Minting.  Let  us  assume  that  I  am  running  a  bank  and  am  a 
er  of  the  Federal  Reserve  System  and  have  some  sound  security 
•wed  under  the  act  and  I  want  to  rediscount  it  with  the  Federal 
re  bank.  Does  the  Federal  Reserve  bank  that  rediscounts  it 
»  my  needs  for  rediscounting? 
*tor  Glass.  Well,  I  should  think  it  would  if  it  performed  its 
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Senator  Couzens.  But  I  am  trying  to  ask  Mr.  Aldrich. 

Mr.  Aldrich.  Under  the  Banking  Act  of  1933  there  are  provisions 
which  prevent  an  undue  use  of  credit  for  speculation.  Nov,  outride 
of  that  if  you  present  sound  collateral,  collateral  that  is  covered  by 
the  act,  to  a  Federal  Reserve  bank,  I  do  not  think  such  bank  would 
ask  whether  you  really  need  it  or  not. 

Senator  Couzens.  Of  course  the  definition  of  sound  collateral  is  not 
very  accurate  in  this  bill,  and  that  is  what  I  was  wondering  about, 
whether  or  not  the  disposition  of  it  as  collateral  to  a  Federal  Betern 
bank  would  be  looked  into,  whether  the  reason  for  it  being  redis- 
counted  would  be  included. 

Mr.  Aldrich.  I  do  not  think  it  would  except  under  the  provision! 
of  the  Banking  Act  of  1933  which  are  intended  to  prevent  an  undue 
use  of  funds  for  speculation.  As  a  matter  of  fact  I  am  arguing  againtt 
including  all  sound  assets  anyway  as  provided  for  in  this  bill  became 
I  think  it  opens  the  door  to  not  only  lowering  banking  practices  in 
the  member  banks  but  low  -ring  the  type  of  assets  in  the  Reserve 
banks ;  and  then  further  because  of  the  fact,  and  this  is  in  section  13, 
it  has  the  possible  effect  of  lowering  the  character  of  the  assets  behind 
the  currency. 

Senator  Couzens.  In  other  words,  a  Federal  Reserve  bank  when 
offered  a  security  by  a  member  bank  has  no  voice  in  the  matter  of 
the  type  of  security  if  it  has  been  declared  sound  by  the  Federal 
Reserve  Board,  is  that  correct? 

Mr.  Aldrich.  That  is  correct. 

Senator  Couzens.  All  right. 

Senator  Glass.  Well,  I  am  not  willing  to  say  or  to  think  that  that 
is  so.    I  think  it  is  the  business  of  the  Federal  Reserve  bank 

Senator  Couzens  (interposing).  But  I  asked  him  if  that  was  in  the 
bill. 

Senator  Glass.  Yes;  I  see. 

Senator  Couzens.  And  he  says  it  is  in  the  bill. 

Senator  Glass.  Certainly. 

Mr.  Aldrich.  I  do  not  mean  to  say  that  the  act  of  1933  did  not 
attempt  to  prevent  the  very  thing  which  Senator  Couzens  is  referring 
to.  That  is,  I  take  it  the  act  of  1933  was  intended  to  give  Federal 
Reserve  banks  the  duty  to  prevent  the  use  of  credits  for  unduly 
speculative  purposes. 

Senator  Glass.  Yes;  but  it  is  proposed  to  sweep  away  those  pro- 
visions in  this  bill. 

Mr.  Aldrich.  Yes;  that  is  correct. 

Senator  Glass.  All  right. 

Mr.  Aldrich,  In  order  to  retain  the  usefulness  of  the  provision  in 
an  emergency  in  the  sense  corresponding  with  that  contemplated  in 
section  10  (b)  and  at  the  same  time  to  prevent  its  being  abused  for 
the  sake  of  profit,  I  suggest  that  member  banks'  borrowings  under 
section  206  f>e  made  subject  to  a  penalty  rate.  This  will  afford 
necessary  protection  in  a  practical  way. 

The  second  of  the  two  sections  broadening  the  credit  powers  of  tj* 
Reserve  banks  is  section  207.  The  effect  of  this  section,  as  I  see  it, 
is  merely  to  permit  the  Reserve  banks  to  buy  longer-dated  obligations 
guaranteed  by  the  United  States  in  just  the  same  way  as  tliey  are  no» 

aiinlified  to  buy  and  hold  the  direct  obligations  of  I  lie  United  States. 
n  this  clause  taken  by  itself  I  have  nothing  to  suggest,  but  it  should 
be  remembered  that  under  the  present  reading  of  the  section  dealing 
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federal  Open  Market  Committee  it  would  be  possible  for  the 
oblige  the  Reserve  banks  to  buy  longer-dated  guaranteed 
is  of  the  Government  both  in  the  open  market  and  direct 
issuers:  and  under  section  208,  which  I  shall  discuss  in  a 
it  would  be  possible  for  these  obligations  to  be  used  as 
for  Federal  Reserve  notes. 

RECOMMENDATIONS    ON   SECTION    206 

ne  my  recommendation  with  respect  to  the  proposals,  for 
lg  the  eligibility  regulations  to  section  206.  I  suggest  that 
nded  so  that  paper  discounted  or  loans  made  under  its  author- 
be  subject  to  a  rate  not  less  than  1  percent  higher  Uun  the 
iscount  rate  then  in  effect  at  the  Federal  Reserve  bank  con- 
ad  that  no  such  paper  shall  be  discounted  or  loans  made  under 
lority  until  after  all  other  eligible  assets  of  the  applicant 
11  have  been  exhausted. 
nind  you,  that  is  assuming  that  any  such  power  is  necessary 

r  Glass  (chairman  of  the  subcommittee).  Mr.  Aldrich,  would 

ur  convenience  to  meet  with  us  again  at  2  o'clock? 

jDrich.  Yes,  sir. 

r  Glass.  In  the  hearing  room  of  the  Committee  on  Appropria- 

r  in  the  Capitol,  please. 

jDrich.  Yes,  sir. 

r  Glass.  Some  of  the  members  of  the  subcommittee  are 

to  be  on  the  floor  now  in  the  consideration  of  a  measure 

there,  and  if  that  would  suit  your  convenience  we  would  be 

oyou, 

ldrich.  Yes,  sir. 

■r  Glass.  So  we  will  reconvene  at  2  p.  in. 

upon,  at  12:15  p.  m.,  Wednesday,  May  15,  1935,  the  sub- 

je  recessed  to  reconvene  at  2  p.  m.  in  the  hearing  room  of  the 

ee  on  Appropriations  in  the  Capitol.) 

AFTERNOON    SESSION 

ibcommittee  resumed  its  session  at  2  p.  m.,  at  the  expiration 

scees,  in  the  committee  room  of  the  Senate  Committee  on 

iations,  United  States  Capitol  Building. 

,t:  Senators  Glass  (chairman  of  the  subcommittee),  McAdoo, 

Byrnes,  Couzens,  and  Townsehd. 

>r  Glass.  Mr.  Aldrich,  you  may  resume  your  statement,  if 


ENT  OF  W1NTHB0P  W.  ALDRICH,  CHAIRMAN  THE  CHASE 
)NAL  BAKE  OF  THE  CITT  OF  NEW  YORK,  NEW  YORK, 
-Resumed 

:bve  and  Other  Security  for  Federal  Reserve  Notes 
and  Deposits 

ldrich.  I  hod  reached  the  point  where  I  was  about  to  discuss 
ve  and  other  security  for  Federal  Reserve  notes  and  deposits. 
a  208  of  both  the  Senate  and  House  bills  strikes  out  the  first 
raphs  of  Section  16  of  the  Federal  Reserve  Act  and  substi- 
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tutes  in  place  of  them  4  new  paragraphs.  The  principal  effect  of 
the  changes,  aside  from  the  alterations  in  procedure  required  by  the 
elimination  of  the  joint  office  of  Federal  Reserve  agent  and  chairman, 
has  to  do  with  the  security  behind  Federal  Reserve  notes.  These 
changes  introduce  a  totally  new  theory  into  the  Federal  Reserve  Act, 
since  they  abandon  the  idea  of  specific  cover  for  notes  and  replace  it 
with  the  idea  of  a  general  and  undefined  claim  against  assets. 

The  present  law  (par.  2,  sec.  16)  provides  that  the  Federal  Reserve 
banks  shall  tender  to  the  Federal  Reserve  agent  specific  collateral  in 
an  amount  equal  to  the  sum  of  the  Federal  Reserve  notes  applied  for. 
The  collateral  thus  pledged  shall  be  "notes,  drafts,  bills  of  exchange 
or  acceptances  acquired  under  the  provisions  of  section  13  of  tha 
act"  (the  section  relating  to  member  banks'  discounts  and  advances] 
or  bills  of  exchange  and  acceptances  purchased  in  the  market,  or  gold 
certificates.  The  present  law  also  authorizes  the  Reserve  banks  to 
offer  as  collateral  security  "direct  obligations  of  the  United  States", 
in  an  amount  not  less  than  the  sum  of  Federal  Reserve  notes  applied 
for.  This  authority,  which  was  granted  as  an  emergency  power  to 
terminate  on  March  3, 1935,  subject  to  further  extension  up  to  2  yean, 
was  in  fact  extended  for  the  full  period  by  proclamation  of  the  Presi- 
dent on  February  14,  1935.  Fending  further  discussion  of  the  use  of 
Government  obligations  owned  by  the  Reserve  banks  as  collateral  for 
their  note  issue,  the  point  I  want  to  emphasize  here  is  that  the  present 
law  provides  not  only  that  the  circulation  shall  be  100  percent  covered, 
but  that  the  special  quality  of  the  cover  is  defined  ana  restricted. 

The  new  bill  wipes  out  all  of  these  prescriptions.  It  provides  simply 
that  Federal  Reserve  notes  shall  be  "secured  by  a  first  and  paramount 
lien  on  all  of  the  assets"  of  the  respective  Reserve  banks.  Further, 
the  bill  does  away  with  the  existing  redemption  provisions  and  would 
appear  to  permit  one  Federal  Reserve  bank  to  pay  out  another  Federal 
Reserve  bank's  notes.  Instead,  it  grants  to  the  Federal  Reserve 
Board  the  power  to  prescribe  rules  and  regulations  under  which  Fed- 
eral Reserve  notes  shall  be  issued  and  retired,  a  clause  which  in  itself 
is  so  broad  and  in  terms  so  vague  that  the  Federal  Reserve  Board, 
acting  within  its  authority,  might  assume  an  arbitrary  control  over 
the  volume  and  quality  of  the  preponderant  part  of  the  country's 
currency.  The  issue  involved  in  the  proposed  change  is  not  whether 
the  nominal  amount  of  the  security  behind  Federal  Reserve  notes 
is  sufficient  to  pay  them  off,  but  whether  the  quality  of  that  security 
is  sufficiently  defined  and  its  volume  sufficiently  restricted  to  main- 
tain the  soundness  of  the  country's  currency.  These  surely  are  not 
matters  which  can  be  left  to  the  discretion  of  a  small  group  endowed 
with  arbitrary  powers. 

NEED    FOB.   PliOTLCTING    THE    NOTE    ISSUE 

The  universal  experience  of  banks  of  issue  in  other  countries  and  of 
the  Federal  Reserve  banks  up  to  the  present  time,  is  that  the  law  must 
prescribe  as  precisely  as  possible  exactly  what  assets  can  be  used  « 
cover — or  collateral — for  the  note  issue  or  else  make  some  other 
arrangement  to  prevent  undue  expansion  or  arbitrary  contraction  of 
the  currency.  Central  banks  the  world  over  have  adopted  some  or  ill 
ot  three  methods  as  follows: 


itf  by  Google 


BANKING   AOT  OF    1935  415 

Vn  exact  definition  of  the  quality  of  assets  to  be  pledged  against 
icy — whether  gold,  commercial  paper,  or  other  self-liquidating 

K  rigid  restriction  of  the  quantity  of  notes  that  may  be  issued 
.nd  above  the  notes  specifically  secured  by  gold.  The  fiduciary 
of  the  Bank  of  England,  specifically  limited  in  amount,  is  an 
>le  of  this  type  of  restriction. 

limitations  upon  the  amount  of  Government  obligations  owned 
>ank  of  issue  which  it  can  use  as  security  against  notes;  or  else 
ig  their  use  to  collateral  for  short-dated  promissory  notes  of 
borrowers  which  in  turn  can  be  used  as  cover  for  circulation, 
addition  to  the  foregoing  are  the  familiar  requirements  for 
lie  reserves  or,  in  a  diminishing  number  of  cases,  for  metallic 
es  and  foreign  exchange. 

i  practically  the  unbroken  record  of  central  banking  that  where 
has  been  no  restraint  on  the  type  of  collateral  against  which 
can  be  issued,  the  currency  has  become  debased.  And  whether 
are  restrictions  or  not  on  the  kind  of  business  paper  that  can  be 
is  cover,  if  there  are  no  limitations  on  the  use  of  Government 
tions  for  that  purpose,  debasement  is  almost  sure  to  occur  as 
is  the  budget  gets  out  of  balance.  I  have  already  indicated  in 
iscussion  of  the  section  of  the  bill  dealing  with  the  Federal 
Market  Committee  that  the  power  of  the  central  bank  to  buy 
-mnent  obligations  directly  from  the  Treasury  and  to  issue  notes 
it  them  furnished  the  chief  mechanism  for  the  French  and 
an  inflations.  The  same  rule  holds  true  with  respect  to  other 
ic  instances  of  inflation  in  many  parts  of  the  world. 

EFFECTS    OF    THE    BILL    ON    FEDERAL    RESERVE    NOTES 

s  bill,  nevertheless,  sets  up  the  machinery  for  the  same  thing, 
federal  Open  Market  Committee  may  decree,  and  the  Reserve 

must  undertake,  the  purchase  of  Government  obligations  in  the 
st  or,  what  is  still  more  dangerous,  from  the  Treasury  itself, 
ransaction  will  be  settled  in  Federal  Reserve  credit  which  will  be 
diately  convertible  into  notes,  and  the  purchased  bonds  will  be 
adequate  security  under  this  law. 

i  same  sequence  holds,  of  course,  for  any  other  assets  the  Federal 
ve  banks  may  acquire  under  the  provisions  of  the  bill.  I  have 
y  discussed  the  section  which  permits  the  Reserve  banks  to 
:o  member  banks  on  their  promissory  notes  secured  by  "any 

assets."  The  fantastic  extremes  to  which  this  power  could  be 
d  under  the  direction  of  a  complacent  Federal  Reserve  Board  or 

a  Federal  Reserve  Board  riding  some  theory  of  desired  expan- 
rill  occur  immediately  to  anyone.  As  soon  as  such  paper  be- 
.  part  of  the  assets  of  the  Federal  Reserve  banks,  it  would 
le  security  for  additional  issues  of  notes, 
s  true  that  the  requirements  of  the  law  calling  for  a  minimum 
iertificate  reserve  of  40  percent  against  Federal  Reserve  notes 
r  to  set  a  limit  to  the  expansion  of  the  circulation.  But  this 
is  very  remote  and  would  exercise  little  restraint  before  vast 
;e  had  been  done.  The  gold  certificates  held  by  the  Reserve 
.  plus  the  surplus  gold  held  by  the  Treasury  are  now  upwards  of 
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$8,700,000,000,  whereas  the  amount  of  Federal  Reserve  notes  in  cir- 
culation is  about  $3,200,000,000.  After  making  due  allowance  for 
other  fluctuating  elements,  it  is  clear  that  the  margin  of  currency 
expansion  is  very  great  before  the  restraints  of  the  required  reserve 
would  be  felt. 

And  this  leaves  out  of  account  three  very  important  factors  affect- 
ing the  currency:  First,  the  authority  of  the  Federal  Reserve  Board 
under  section  11  of  the  present  act  to  suspend  reserve  requirements 
subject  to  penalty;  second,  that  under  the  conditions  specified  in 
section  43  of  the  act  approved  May  12,  1933,  the  reserve  requirements 
may  be  suspended  without  penalty;  and  third,  the  substantial  increase 
in  the  silver  certificate  circulation  already  under  way. 

RECOMMENDATIONS    ON    SECTION    208 

In  my  other  recommendations  I  have  proposed  safeguards  against 
the  concentration  in  a  few  hands  of  the  power  to  precipitate  inflation 
or  deflation.  Amendments  to  the  bill  in  the  manner  suggested  would 
not  only  offer  protection  in  those  other  connections  but  to  the  note 
issue  as  well.  My  recommendations  with  respect  to  section  208  hare 
been  made  with  those  proposals  in  mind  and  in  order  also  to  further 
the  purpose  of  simplifying  Federal  Reserve  internal  procedure.  The 
earmarking  of  individual  collateral  against  notes  has  gradually  be- 
come, I  understand,  largely  a  matter  of  form  and  it  is  urged  that  it 
be  dispensed  with  on  the  ground  that  its  elimination  will  do  away 
with  an  unnecessary  and  cumbersome  procedure.  My  recommenda- 
tions admit  of  the  elimination  of  that  requirement  while  still  adhering 
to  the  principle  that  the  note  issue  be  covered  100  percent  with  assets 
satisfying  the  rules  of  eligibility  and  furnishing  certain  other  essential 
safeguards. 

I  recommend  accordingly: 

(a)  That  the  specifications  of  section  16  of  the  present  act  with 
respect  to  the  types  of  security  eligible  as  cover  for  Federal  Reserve 
notes  be  retained  in  the  law,  without,  however,  the  requirement  that 
individual  collateral  be  explicitly  earmarked.  The  amount  of  notes 
must  never  exceed  the  amount  of  the  collateral  eligible  and  available. 

(b)  That  the  use  of  Government  obligations  owned  by  the  Federal 
Reserve  banks  as  security  against  notes  shall  be  subject  to  a  penalty 
of  at  least  1  percent  above  the  rate  carried  by  the  obligations  so  used. 

I  pointed  out  to  Senator  Couzens  before  lunch,  and  that  is  the 
place  where  that  point  arises,  that  as  far  as  I  am  concerned  I  would 
be  willing  to  see  that  power  limited  entirely  rather  than  a  penalty 
put  on  its  use. 

VI.  Changes  in  Member  Bank  Reserve  Requirements 

Section  209  of  each  bill  gives  the  Federal  Reserve  Board  power  to 
change  from  time  to  time  the  reserve  requirements  of  member  banks; 
that  is,  the  proportionate  amounts  of  their  own  deposits  which  they 
are  obliged  to  keep  on  deposit  with  the  Reserve  banks.  Under  con- 
ditions as  they  exist  and  as  they  are  likely  to  remain  for  some  time  to 
come  I  can  see  in  tliis  proposed  power  only  an  instrument  of  defla- 
tion. Because  of  the  leverage  which  the  reserve  requirements  exert 
on  the  member  banks,  as  I  will  presently  explain,  a  vigorous  applk*" 
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of  this  authority  would  prove  a  very  powerful  instrument  of 
ition. 

his  section  is  proposed  as  an  amendment  to  the  sixth  paragraph 
action  19  of  the  existing  Federal  Reserve  Act.  In  order  to  point 
the  differences  between  the  existing  law  and  what  is  proposed,  I 
I  read  the  paragraph  which  it  is  desired  to  amend: 

^withstanding  the  foregoing  provisions  of  this  section,  the  Federal  Reserve 
d,  upon  the  affirmative  vote  of  not  less  than  Gve  of  its  members  and  with  the 
oval  of  the  President,  may  declare  that  an  emergency  exists  by  reason  of 
t  expansion,  and  may  by  regulation  during  such  emergency  increase  or 
iase  from  time  to  time,  in  its  discretion,  the  reserve  balances  required  to  be 
tained  against  either  demand  or  time  deposits. 

he  principal  points  of  difference  between  the  existing  law  and  the 
wsed  amendment  are  the  following: 

The  existing  law  requires  the  declaration  of  an  emergency  by 
Federal  Reserve  Board  with  the  approval  of  the  President.     The 

bill  requires  no  declaration  either  by  the  Board  or  the  President, 

makes  the  adjustment  of  reserve  requirements  an  ordinary  func- 

of  the  Board. 

The  existing  law  presumes  that  credit  expansion  is  already  under 
.  The  new  bill  permits  the  exercise  of  the  power  as  a  preventive 
irestall  either  expansion  or  contraction. 

While  there  is  some  ground  for  assuming  that  the  existing  law 
omplates  nation-wide  action  only,  there  is  no  doubt  on  that 
e  in  the  Senate  bill  at  all.  The  latter  would  give  the  Federal 
;rve  Board  specific  authority  to  alter  the  reserve  requirements  by 
sral  Reserve  districts  or  by  banking  groups;  that  is,  central  re- 
e  city  banks,  reserve  city  banks,  and  country  banks;  or  by  bank- 
groups  within  any  Federal  Reserve  district.     It  also  seems  to 

the  Board  power  (though  this  is  probably  not  intended  but 
;ly  a  mistake  in  drafting)  to  alter  the  reserve  requirements  of 

individual  member  bank  anywhere.    The  House  bill  modifies 

arrangement  somewhat  by  dividing  the  member  banks  of  the 
itry  into  two  classifications,  (1)  banks  in  reserve  and  central 
*ve  cities,  and  (2)  banks  elsewhere.  But  its  language  is  still  so 
le  as  to  leave  doubts  whether  or  not  the  Reserve  Board  could 
•  the  reserve  requirements  of  any  individual  bank. 
i  other  connections  I  have  referred  to  the  verv  large  deposits 
h  the  member  banks  now  have  with  the  Federal  Reserve  banks, 
ing  the  member  banks  as  a  whole,  these  deposits  are  about  twice 
mch  as  the  law  requires — the  existing  requirements  for  banks 
e  central  reserve  cities  are  13  percent  of  their  net  demand  deposits, 
tanks  in  reserve  cities  10  percent,  and  for  banks  elsewhere  7  per- 
;  on  time  deposits  the  required  reserves  are  3  percent  for  all  banks. 

excess  of  the  total  deposits  of  member  banks  in  the  Reserve 
es  over  their  required  reserves  is  now  about  $2,200,000,000,  the 
It  of  two  principal  causes;  first,  the  purchases  of  Government 
nations  in  the  open  market  up  to  the  autumn  of  1933,  when  they 
ed,  and  second,  the  great  influx  of  gold  into  this  country  in  the 
15  months. 

THEORETICAL  USE  AS  A  MEASURE  OP  CONTROL 

;fore  I  consider  what  would  happen  under  conditions  such  as 
b,  if  the  Federal  Reserve  Board  were  to  make  use  of  the  authority 
h  it  is  proposed  to  give  it,  I  should  explain  the  theoretical  use  of 
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this  power  as  a  measure  of  control.  Under  the  requirements  as  they 
stand  at  present,  the  member  banks  on  average  have  to  keep  about 
$1  with  the  Reserve  banks  for  every  $10  of  their  demand  deposits. 
If  there  are  no  excess  reserves,  an  increase  of  a  dollar  in  the  Reserve 
deposits  will  support,  by  and  large,  an  additional  $10  of  member  bank 
demand  deposits.  Of  course,  if  any  individual  bank  expanded  its 
loans  at  that  rate  when  its  reserve  deposit  increased,  it  would  promptly 
get  into  trouble.  But  taking  the  banking  structure  as  a  whole,  the  rule 
Holds  theoretically  good.  A  decline  in  a  member  bank's  reserve  de- 
posits works  theoretically  in  the  reverse  direction,  and  it  either  has 
to  borrow  additional  reserve  or  reduce  deposits,  also  at  the  ratio  of 
about  10  to  1. 

Accordingly,  if  the  reserve  requirements  are  raised  or  lowered,  a 
powerful  lever  theoretically  comes  into  play  which  has  the  effect 
either  of  inducing  a  member  bank  to  lend  more  freely,  or,  on  the  other 
hand,  forcing  it  to  borrow  or  to  contract  its  deposits. 

PRACTICAL  USB  UNDER  EXISTING  CONDITIONS  QUESTIONABLE 

I  now  want  to  test  out  this  theory  under  conditions  as  they  exist 
at  present,  when  the  excess  reserves  are  so  very  large.  If  the  Federal 
Reserve  Board  were  to  reduce  the  reserves  which  the  member  banks 
have  to  keep  with  the  Reserve  banks  the  result  would  be  merely  to 
add  to  the  excess  reserves  already  existing.  There  is  no  ground  for 
assuming  that  such  a  reduction  under  present  conditions  would  give 
any  substantial  impulse  to  the  growth  of  bank  credit.  An  additional 
few  percent  of  excess  reserves  would  not  afford  an  appreciable  supple- 
ment to  the  stimulating  factors  which  already  exist  nor  would  they 
remove  any  of  the  depressing  factors.  As  for  the  future,  I,  of  course, 
cannot  prophesy;  but  I  think  it  will  be  a  long  time  before  conditions 
are  ripe  for  a  reduction  of  reserve  requirements  to  be  effective  in  the 
direction  of  expansion. 

But  in  the  direction  of  contraction  and  deflation  the  exercise  at 
times  such  as  these  of  the  power  to  raise  reserve  requirements  would 
become  effective  very  promptly,  and  increasingly  so  as  reserve 
requirements  were  progressively  raised.  This  is  a  matter  of  first-rate 
importance  to  business  and  recovery.  While  the  member  banks  as 
a  whole  now  possess  reserves  nearly  twice  the  amount  required,  it 
does  not  follow  that  all  individual  banks  are  so  placed.  If  the 
Federal  Reserve  Board  should  start  raising  requirements,  one  bank 
after  another  would  find  its  reserves  inadequate  and  would  be  obliged 
to  borrow  or  sell  investments  or  to  call  loans — or  what  is  broadly 
the  same  thing,  to  let  loans  run  off  without  granting  new  loans. 
Deflation  thus  artificially  set  in  motion  would  be  on  the  way  before 
the  existing  excess  reserves  of  the  banks  as  a  whole  were  exhausted- 
It  follows  from  this  that  under  present  conditions  the  exercise  of 
the  powers  asked  for  in  this  section  would  not  be  effective  in  stimulat- 
ing the  growth  of  credit,  but  would  be  very  effective  in  retarding  it, 
or  even  contracting  the  existing  volume  of  credit.  Moreover,,  the 
very  existence  of  this  authority  in  the  unrestricted  form  proposed 
would  have  a  restraining  and  even  deflationary  effect  whether  it  wtf 
used  or  not,  because  it  would  introduce  a  new  factor  of  uncertainty 
into  banking  and  business  calculations.  No  banker  would  know  ho* 
to  lay  out  his  lending  policy  because  at  any  moment  the  Federal 
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ve  Board,  in  its  uncontrolled  discretion,  might  decide  to  force 
ito  debt  or  oblige  him  to  curtail  credit. 

t  were  not  for  the  fact  that  the  power  to  alter  reserve  require- 
might  have  value  in  an  extreme  emergency,  as  contemplated 
existing  law,  I  would  recommend  that  section  209  be  eliminated 
tiher,  but  in  oVder  to  preserve  whatever  contingent  value  it  may 
I  recommend  that  it  be  retained  with  the  following  changes: 
That  the  power  to  alter  reserve  requirements  of  member  banks 
>e  limited  to  emergency  use,  that  its  exercise  be  restricted  within 
0-day  period  to  a  range  ol  10  percent  of  the  requirements  as 
iow  exist  and  that  the  maximum  reached  at  any  time  shall  not 
;her  than  double  the  present  level,  or  the  minimum  be  lower 
T5  percent  of  the  present  level. 

That  any  increase  or  decrease  shall  apply  to  all  member  banks, 
lall  be  proportionate  to  the  reserves  now  required  to  be  main- 

VII.  Loans  on  Real  Estate 

tion  210  of  the  Senate  bill  amends  section  24  of  the  Federal 
ve  Act,  considerably  broadening  the  power  of  national  banks  to 
gainst  real  estate. 

i  geographical  restriction  (within  100  miles)  is  removed, 
up  to  75  percent  "of  the  actual  value"  are  permitted  on  con- 
that  regular  amortization  within  a  period  of  20  years  is  pro- 
for.  Otherwise  the  loan  can  be  but  for  60  percent  and  the  period 
years.  (This  compares  with  50  percent  and  5  years  under  the 
it  act.) 

i  aggregate  amount  of  real-estate  loans  of  a  national  bank  may 
tceed  its  unimpaired  capital  and  surplus  or  60  percent  of  its 
and  savings  deposits  whichever  is  greater,"  (This  compares 
■5  percent  of  the  unimpaired  and  paid-in  capital  and  25  percent 
unimpaired  surplus,  or  50  percent  of  its  savings  deposits,  as 
led  in  the  present  act.) 

i  House  bill  makes  material  changes  in  the  foregoing.  It 
les  that  national  banks  shall  not  make  new  real-estate  loans 
ire  than  60  percent  of  the  "appraised  value"  of  real  estate,  but 
ities  are  not  specified.  The  Federal  Reserve  Board  is  to  have 
d  powers  of  regulation  which  perhaps  include  the  power  to 
nine  maturities. 

a  opposed  to  any  change  in  the  law  which  tends  to  weaken  the 
ig  structure  and  prevent  it  from  doing  its  duty  in  times  of 
ency.  Accordingly,  in  the  light  of  the  experience  many  banks, 
illy  country  banks,  have  had  in  recent  years  with  real-estate 
I  seriously  doubt  the  wisdom  of  relaxing  the  existing  loan  con- 
i.  To  the  real-estate  speculator  easier  credit  terms  would  no 
be  advantageous,  but  to  the  lending  bank  they  might  well  prove 
verse. 

weakening  the  banking  structure 

tendency  to  weaken  the  banking  structure  is  twofold.  In 
•st  place,  certain  bankers,  forgetting  the  experience  of  former 
and  yielding  to  the  desire  for  earnings  which  all  bankers  have  at 
me,  may  go  ahead  under  the  terms  of  the  bill  and  make  loans 
vould  not  grant  on  their  own  merits,  trusting  that  the  Federal 
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Reserve  banks  under  the  authority  proposed  under  section  206  would 
admit  mortgages  as  collateral  for  Reserve  bank  advances.  In 
doing  so,  they  would  be  counting  on  an  uncertainty,  because  under 
section  206  this  facility  can  be  withdrawn  as  readily  as  it  is  given.  I 
think  any  banker  making  such  a  loan  and  finding  out  later  that  tbe 
Federal  Reserve  Board  had  changed  the  rules  in  the  meantime,  would 
he  justified  in  charging  that  he  had  been  misled.  But  the  damage  to 
his  bank  would  have  been  done. 

In  the  second  place,  even  if  this  facility  could  be  counted  on,  the 
lending  banker  would  have  no  safeguard  against  a  decline  in  the 
value  of  the  mortgaged  property  to  a  point  far  below  the  high  limits 
fixed  in  the  bill.  Real-estate  values  are  peculiarly  subject  to  local 
influences,  which  central  credit  policies,  however  generously  con- 
ceived, can  hardly  affect.  In  cases  of  decline — and  we  have  seen  many 
such  in  recent  years — the  lending  banker  would  be  left  with  a  depre- 
ciated mortgage  or  depreciated  real  estate,  and  if  he  had  already 
pledged  the  mortgage  at  a  Reserve  bank,  he  would  have  to  make  good 
on  it.  Thus  the  bill  introduces  a  factor  of  insecurity  which  is  bound 
to  come  to  the  surface  at  the  most  inconvenient  time. 

Moreover,  even  if  the  section  were  not  open  to  objection  on  these 
practical  grounds,  I  would  oppose  it  for  more  general  reasons.  If, 
as  I  understand  to  be  the  intention,  real-estate  mortgages  are  to  be 
admitted  as  collateral  for  Federal  Reserve  bank  advances,  then  such 
loans  under  section  208  will  become  security  for  Federal  Reserve 
notes.  I  know  of  no  grounds  upon  which  this  procedure  can  be 
approved,  and  experience  in  foreign  countries  is  against  it. 

Finally,  the  Senate  bill  as  it  stands  does  not  sufficiently  take  into 
account  the  practical  difficulties  involved  in  the  renewal  of  old  real- 
estate  loans  falling  due  at  this  time.  The  Federal  Reserve  Board 
should  have  power  to  provide  by  regulation  for  such  renewals  so  as  to 
avoid  the  necessity  for  forcing  liquidation  as  old  loans  mature.  This 
point  seems  to  be  adequately  covered  in  the  House  bill. 

RECOMMENDATIONS  ON  SECTION   210 

I  therefore  recommend  that  as  to  new  real-estate  loans  by  national 
banks  the  following  conditions  shall  apply: 

(a)  Unamortized  loans  to  mature  in  not  more  than  3  years,  and 
to  be  in  amounts  not  exceeding  50  percent  of  appraised  valuations. 

(&)  Amortized  loans  to  mature  in  not  more  than  12  years,  and  to 
be  in  amounts  not  exceeding  60  percent  of  appraised  valuations. 

(c)  Territorial  limitations  and  the  provisions  with  respect  to  tbe 
aggregate  amount  of  real-estate  loans  a  national  bank  may  make,  to 
apply  as  in  tbe  present  act. 

VIII.  General  Conclusions 

I  have  now  reached  the  point  in  my  discussion  where  I  can  draw 
some  general  conclusions  based  upon  the  analysis  I  have  already  given 
of  title  II,  section  by  section. 

First.  The  principle  of  local  self-government  in  Federal  Reserve 
administration  is  impaired.  The  authority  of  the  directors  of  the  12 
Federal  Reserve  banks  is  much  reduced.  These  are  men  of  the  highest 
standing  in  their  several  communities,  fully  representative  of  aR  the 
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parties  at  interest,  and  intimately  aware  of  local  requirements.  They 
lose  their  power  to  determine  investment  policies,  their  right  to  initiate 
discount  rate  changes  definitely  passes  out  of  their  hands,  and  then- 
authority  over  the  administration  of  the  banks  is  largely  taken  away. 
Their  power  to  elect  the  governor  becomes  merely  the  power  to  nomi- 
nate, and  their  nominee  for  governor  must  be  approved  and  frequently 
reapproved  by  the  Federal  Reserve  Board  in  Washington.  The 
governor,  in  this  manner  made  subject  to  the  Reserve  Board,  is  also 
made  the  person  to  whom  "all  other  officers  and  employees  of  the 
bank  shall  be  directly  responsible.' '  Thus  the  way  is  cleared  for 
central  domination — even  for  central  political  domination — of  the 
Federal  Reserve  banks,  their  policies  and  their  personnel,  with  the 
directors  occupying  the  impossible  position  of  bystanders. 

Second.  The  Federal  Reserve  Board  or,  as  the  case  may  be,  the 
Federal  Open  Market  Committee  which  the  Board  is  able  to  control, 
can  undertake  at  will  to  force  an  expansion  or  contraction  of  credit. 
The  Reserve  banks  can  be  forced  to  buy  or  sell  Government  obliga- 
tions in  the  market  or  to  buy  them  directly  from  the  Treasury  itself. 
The  Federal  Reserve  Board  can  arbitrarily  raise  or  lower  the  reserve 
requirements  of  member  banks.  Operations  of  either  sort,  depending 
upon  the  circumstances  in  which  they  are  undertaken,  may  work  as 
powerful  levers  on  the  supply  of  credit,  may  be  perfectly  futile,  or 
may  produce  results  of  great  importance  but  entirely  unpredictable. 
We  cannot  be  sure  that  these  powers  would  not  be  used  for  political 
purposes. 

Third.  The  standards  of  banking  practice  are  lowered.  Encour- 
agement is  given  to  banks  to  make  a  character  of  loans  they  would 
not  ordinarily  make  in  reliance  upon  the  power  of  the  Federal  Re- 
serve Board  to  change  the  eligibility  rules  by  regulation.  These  regu- 
lations in  turn  are  changeable  at  will.  It  is  not  only  the  banking 
structure  which  may  thus  become  enfeebled.  The  currency  itself  may 
deteriorate,  for  under  the  terms  of  the  bill  the  Federal  Reserve  banks 
may  acquire  not  only  in  an  emergency  but  at  any  other  time  a  type 
of  assets  which  world-wide  experience  has  proved  to  be  unsuitable  as 
security  for  the  note  issue. 

The  foregoing  ore  serious  indictments  of  the  bill  as  it  stands.  Yet 
I  believe  I  nave  given  the  adequate  basis  for  each  of  them.  I  believe 
also  that  the  changes  I  have  recommended,  assuming  them  to  be 
adopted  as  a  substantial  whole,  would  remove  from  the  bill  the  prin- 
cipal points  of  objection. 

There  remains  one  practical  question.  If  the  Federal  Reserve 
Board  gets  the  new  powers  proposed  for  it  in  title  II,  what  can  it  do 
with  them?  I  shall  try  to  answer  this  question,  having  regard  not  to 
conditions  as  they  may  exist  in  theory  or  at  some  future  time,  but  to 
conditions  as  they  exist  at  present. 

TUB  OBJECTIVE  Of  THE  BILL 

Let  me  first  attempt  to  define  the  objective.  Aside  from  such  indi- 
cations as  the  proponents  for  the  bill  have  given  in  their  testimony 
before  the  House  committee,  there  are  three  pieces  of  evidence  in  the 
bill  itself  which  go  to  show  the  purpose  of  the  legislation.     The  first 
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of  those  appears  in  section  203,  where  the  qualifications  of  the  appoin- 
tive members  of  the  Federal  Reserve  Board  are  described: 

t  appointive  members  of  the  Federal  Reserve  Board  the 


to  participate  in  the  formulation  of  national  economic  and  monetary  policies. 

This  is  the  paragraph  which  supplants  the  requirement  in  the  pres- 
ent law  that  in  selecting  members  of  the  Federal  Reserve  Board — 

the  President  shall  have  due  regard  to  a  fair  representation  of  the  financial,  agri- 
cultural, industrial,  and  commercial  interests,  and  geographical  divisions  of  the 
country. 

The  second  appears  as  section  204  (b)  of  the  House  bill  as  it  was 
passed.  I  believe  an  amendment  to  the  same  effect  has  now  been 
offered  to  the  Senate  bill.     That  section  says: 

id)  It  shall  be  the  duty  of  the  Federal  Reserve  Board  to  exercise  such  powers 
M  it  possesses  in  such  manner  as  to  promote  conditions  conducive  to  business 
stability  and  to  mitigate  by  its  influence  unstabilizing  fluctuations  in  the  general 
level  of  production,  trade,  prices,  and  employment,  so  far  as  may  be  possible  with- 
in the  scope  of  monetary  action  and  credit  administration. 

The  third  piece  of  evidence  is  negative.  Both  bills,  the  one  now 
before  the  Senate  and  the  one  passed  by  the  House,  omit  from  the 
redraft  of  section  12A,  which  deals  with  the  Open  Market  Committee, 
the  following  prescription  for  open  market  operations: 

It)  The  time,  character,  and  volume  of  all  purchases  and  sales  of  paper  de- 
scribed in  section  14  of  this  act  as  eligible  for  open-market  operations  shall  be  gov- 
erned with  a  view  to  accommodating  commerce  and  business  and  with  regard  to 
their  bearing  upon  the  general  credit  situation  of  the  country. 

It  is  clear  from  the  foregoing  that  the  objectives  set  up  for  Federal 
Reserve  policy  differ  materially  from  what  Congress  has  fixed  here- 
tofore. Instead  of  "accomodating  commerce  and  business",  for 
example,  the  Federal  Reserve  administrators  are  to  be  qualified  "to 
participate  in  the  formulation  of  national  economic  and  monetary 
policies",  and  are  to  exercise  such  powers  as  they  possess  and  as  far 
ae  they  can  to  mitigate  "unstabilizing  fluctuations  in  the  general 
level  of  production,  trade,  prices,  and  employment."  This  introduces 
the  planning  idea  into  Federal  Reserve  policy.  In  addition  it  con- 
stitutes a  mandate  to  try  out  the  powers  granted  in  the  bill  plus  those 
that  the  Federal  Reserve  authorities  already  have,  in  order  to  put 
the  plans  into  effect. 

So  it  appears  that  the  objective  of  the  bills  is  to  put  into  the  hands 
of  a  few  persons — a  majority  of  a  total  of  eight — the  power  to  manipu- 
late the  credit  and  currency  system  of  the  United  States  in  furtherance 
of  a  plan  or  a  sequence  of  plans  which  they  themselves  may  draw  up. 
And  all  8  hold  office  at  the  pleasure  of  the  President;  and  3  of  them 
represent  directly  whatever  administration  is  in  power.  This  is  a 
concentration  of  authority  such  as  has  not  been  known  heretofore  in 
the  United  States.  It  is  set  up  without  check  or  balance  in  law  and 
with  few  restraints  in  fact.  And  perhaps  the  most  serious  aspect  of 
all  is  that  the  exercise  of  these  powers  is  capable  of  drawing  off  the 
savings  of  the  people,  of  dissipating  the  endowments  of  our  educa- 
tional and  charitable  institutions,  of  cutting  down  the  real  wages  of 
labor,  of  putting  a  hidden  tax  on  everyone  who  consumes  and  OB 
many  who  produce.  Thi3  bill  is  a  measure  not  of  security  but  of 
insecurity,  for  the  exercise  of  powers  freely  granted  under  it  can  wipe 
the  practical  value  of  all  social  security  legislation  off  the  slate,  and 
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make  benefits  granted  to  the  aged  or  the  unemployed  mathematical 
expressions  only. 

In  saying  this,  I  do  not  imply  that  any  man  or  group  of  men  would 
draw  plans  intentionally  to  such  ends.  Nor  do  I  offer  any  criticism  of 
planning  as  such,  if  by  planning  we  mean  the  exercise  of  rational  fore- 
sight and  prudence.  But  I  am  opposed  to  planning  if  we  mean  experi- 
mentation with  one  powerful  instrument  after  another  upon  the  credit 
and  currency  of  the  United  States,  or  if  we  mean  the  riding  of  one  super- 
ficial, simple  theory  after  another  through  the  vast  complex  of  Ameri- 
can economic  life. 

THREE    EXPERIMENTS   THAT   MISFIRED 

I  think  of  at  least  three  experiments  tried  in  the  last  few  years  which 
have  misfired.  They  have  produced  few  or  none  of  the  results  hoped 
for  them,  and  on  the  contrary  have  started  processes  of  incalculable 
consequence,  the  end  of  which  is  not  yet. 

The  first  of  these,  and  perhaps  the  least  important  because  reversal 
is  at  any  time  possible,  was  undertaken  by  the  Federal  Reserve  banks 
themselves  under  powers  they  stilll  possess.  This  was  the  purchase  of 
Government  obligations  to  which  I  have  already  referred  in  my  dis- 
cussion of  the  Federal  Open  Market  Committee.  Between  March 
1932  and  November  1933  the  Reserve  banks  bought  about  $1,600,000,- 
000  of  Government  obligations.  What  were  the  results?  Federal 
Reserve  bank  loans  to  member  banks  went  down  $600,000,000,  and 
their  holdings  of  bankers'  acceptances  declined  about  $90,000,000. 
Thus,  out  of  the  $1,600,000,000  of  Government  obligations  purchased 
some  $690,000,000  represented  only  a  shift  in  the  form  of  Federal 
Reserve  bank  assets.  The  effect  in  the  beginning  was  to  relievo  strain 
in  the  member  banks,  but  notwithstanding  a  strong  impulse  given  to 
bond  prices  in  the  market,  which  has  contmued  since  that  time,  there 
was  no  proportionate  stimulation  of  the  growth  of  bank  credit,  one  of 
the  purposes  which  the  purchase  of  Government  obligations  was 
intended  to  achieve.  But  the  operation  had  one  unexpected  and 
profoundly  important  consequence  which  we  still  have  with  us  in 
augmented  form.  The  member  hank  excess  reserves  increased 
(735,000,000,  which  are  capable  of  supporting  some  $7,000,000,000  of 
additional  member  bank  deposits.  The  excess  reserves  so  created 
may  be  regarded  as  a  dangerous  byproduct  remaining  over  from  an 
operation  which  was  only  partly  successful. 

The  second  experiment,  quite  the  most  important  of  the  three  I 
lave  in  mind,  was  the  devaluation  of  the  dollar  coupled  with  the 
Purchase  of  gold  at  prices  above  the  old  gold  parity  of  $20.67  an  ounce. 
Fhe  purpose  as  I  understood  it  at  the  time  was  to  raise  domestic 
>rices  roughly  in  proportion  to  the  degree  of  devaluation.  It  is  now 
learly  2  years  since  we  left  the  gold  standard  as  we  formerly  knew  it, 
ind  18  months  since  we  began  to  buy  gold  at  prices  gradually  increas- 
ng  until  the  present  price  of  $35  an  ounce  was  fixed  on  January  31, 
1934.  There  are  few  persons  who  pretend  that  this  operation  has 
accomplished  its  purpose.  I  recognize  the  fact  that  the  prices  of  some 
>asic  commodities  widely  dealt  in  in  the  world  markets  have  risen, 
>ut  prices  by  and  large  have  lagged  far  behind  the  rise  in  the  price  of 
fold ;  and  even  such  increases  as  we  have  observed  may  be  a.Vfrfevs.'yc.i- 
n  considerable  part  at  least  to  the  drought,  to  processing  Va.-x.es,  mA. 
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to  other  causes.  Meanwhile  great  damage  has  been  done  in  other 
directions.  Deflation  and  business  distress  have  been  forced  upon 
other  countries,  currencies  have  become  unsettled  and  foreign  trade 
has  been  further  depressed.  For  our  part,  we  have  increased  our 
holdings  of  gold  by  some  $1,500,000,000,  but  it  has  done  us  no  good. 
The  influx  has  merely  added  to  our  already  ample  gold  stock  and  at 
the  same  tune  has  caused  the  excess  reserves  of  the  member  banks  to 
rise  to  their  present  great  proportions.  Though  the  gold  and  these 
excess  reserves  are  now  dormant,  they  are  in  fact  a  potential  source 
of  danger  in  addition  to  that  already  existing,  which  most  cause  any 
thoughtful  person  serious  concern. 

The  third  experiment  to  which  I  refer  was  the  silver-buying  policy. 
As  in  the  case  of  gold,  it  was  hoped  that  it  would  result  in  raising  the 
general  price  level.  But  except  for  its  obvious  effect  on  the  price  of 
silver  itself,  any  healthy  influence  on  the  general  level  of  prices  nas  not 
been  detectible.  Far  from  improving  conditions  in  the  Far  East,  it 
has  had  the  result  of  imposing  a  condition  of  acute  depression  upon 
China,  and  has  seriously  affected  Mexico.  As  for  our  own  currency, 
the  result  appears  for  the  moment  to  be  unimportant.  New  silver 
certificates  have  merely  displaced  to  a  relatively  modest  extent  other 
forms  of  currency.  Excess  reserves  of  member  banks  have  been 
further  increased. 

In  citing  these  three  experiments  I  have  no  desire  to  question  the 
motives  of  their  proponents.  I  cite  them  merely  as  examples  of  how 
the  three  outstanding  efforts  at  currency  and  credit  management  have 
worked.  They  have  not  accomplished  in  any  substantial  fashion  the 
results  they  were  designed  to  produce.  On  the  contrary,  they  have 
produced  results  which  were  not  desired  and  are  not  desirable.  Is 
there  any  reason  to  assume  that  the  five  men  who  will  constitute  the 
majority  of  the  Federal  Reserve  Board,  now  to  be  endowed  with  arbi- 
trary powers,  will  be  any  more  successful  in  accomplishing  desired 
results  through  credit  and  currency  management? 

I  think  they  will  be  less  successful,  rather  than  more  so.  And  for  a 
reason  that  does  not  in  the  least  reflect  upon  their  capacity  but  merely 
takes  account  of  facts  as  they  are. 

THE    STUBBORN    OBSTACLE    TO    CREDIT    MANAGEMENT 

Perhaps  the  most  unlooked-for  result  of  these  three  experiments  is 
that  credit  and  currency  management  in  any  effective  sense  was  not 
brought  nearer  but  was  made  more  remote.  I  have  referred  many 
times  to  the  excess  reserves  of  the  member  banks,  now  about  $2,200,- 
000,000.  These  were  created  almost  entirely  by  the  three  experi- 
ments 1  have  referred  to;  but  they  will  have  to  he  eliminated,  or  nearly 
so,  before  the  Federal  Reserve  authorities  can  even  start  a  program 
of  currency  and  credit  management.  They  furnish  a  cushion  between 
the  Reserve  banks  and  the  member  banks  which  necessarily  softens 
the  impact  of  any  policy  of  expansion  or  contraction  which  the  central 
authorities  may  put  in  operation.  This  is  a  stubborn  fact  of  primary 
importance  in  considering  the  practical  value  of  the  powers  it  is 
proposed  to  place  in  the  hands  of  the  Federal  Reserve  Board. 

Assuming  that  the  powers  are  granted,  what  can  the  Board  do  to 
eliminate  the  excess  reserves?  One  way,  which  would  be  entirely 
within  the  authority  of  the  Federal  Reserve  Board,  would  be  to 
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•act  Federal  Reserve  credit.  It  could  order  the  Reserve  banks 
II  to  the  mark j t  out  of  their  own  holdings  successive  lots  of  Gov-- 
tent  obligations,  thereby  drawing  down  the  deposits  of  member 
3  at  the  Reserve  banks  until  the  excess  reserves  were  exhausted., 
effect  upon  the  market  for  Government  obligations  and  upon  the 
t  policies  of  banks  generally  as  this  process  was  followed  through- 
Jready  been  discussed  in  the  section  on  the  Federal  Open  Market 
mittee.  As  an  alternative  to  this  method,  the  Reserve  Board 
1  arbitrarily  raise  the  reserve  requirements  of  member  banks, 
a,  as  in  the  case  of  the  sale  of  Government  obligations  to  the 
;et,  deflationary  effects  would  become  more  and  more  acute  as 
>rocess  went  on.  There  are,  of  course,  other  possibilities,  such, 
istance,  as  a  loss  of  some  $2,000,000,000  of  gold  to  foreign  coun- 
and  a  withdrawal  of  Treasury  balances  from  the  member  banks. 
[  dismiss  the  first  as  very  unlikely  to  occur,  and  the  second  because 
mid  be  only  a  temporary  expedient  to  be  immediately  reversed 
on  as  the  Treasury  paid  out  the  funds  in  the  course  of  business. 
ie  other  way  of  eliminating  the  excess  reserves  is  by  processes  of 
usion  of  member  bank  credit.  That  is,  the  deposits  of  member 
s  would  have  to  rise  to  such  a  degree  that  the  excess  reserves 
d  become  part  of  the  required  reserves.  I  hesitate  to  assign  a 
3  to  the  expansion  which  would  have  to  take  place  because  many 
currents  could  intervene  to  change  the  result.  But  the  present 
sits  of  member  banks  in  the  Reserve  banks  are  rather  more  than 
i  what  the  law  requires,  and  it  is  obvious,  therefore,  that  a  vast 
ge  must  take  place  in  the  existing  situation  before  the  excess 
ves  would  all  fall  into  the  category  of  required  reserves. 
ie  Federal  Reserve  Board  has  only  partial  powers,  even  under  the 
aded  authority  granted  in  the  bill,  to  carry  such  a  program 
igh.  It  can  relax  the  rules  governing  the  kind  of  paper  eligible 
tdiscount.  It  can  encourage  the  member  banks  to  make  mortgage 
,  for  example,  on  the  chance  that  such  loans  can  be  pledged  as 
beral  for  advances  at  the  Reserve  banks.  It  can,  in  other  words, 
lade  the  member  banks  to  make  loans  of  a  sort  they  would  not 
arily  make,  so  as  to  swell  the  volume  of  bank  credit, 
ese  are  relatively  slow  methods,  because  the  lending  bankers  will 
to  take  the  brunt  of  the  risk,  and  with  the  experiences  of  the 
few  years  in  mind  many  will  exercise  restraint.  But  here  another 
r  intervenes,  the  combination  of  a  widely  unbalanced  budget, 
y  Treasury  borrowing,  and  complete  independence  of  such  checks 
arket  conditions  ordinarily  impose.  The  extent  and  speed  with 
l  this  combination  could  operate  to  eliminate  the  excess  reserves 
1  be  determined  only  by  the  will  and  capacity  of  the  Government 


ARTIFICIAL   FACILITIES   FOB  TREASURY   BORROWING 

.avo  referred  already  to  the  fact  that  purchases  by  the  Reserve 
i  of  Government  obligations  directly  from  the  Treasury  are  com- 
y  regarded  as  open-market  operations.  I  repeat  it  here  merely  to 
asize  the  ease  with  which  the  Treasury  and  the  Reserve  Board 
collaborate  in  financing  the  budget  deficit.  The  Reserve  banks 
d  have  to  supply  the  funds  whether  they  approved  or  ikA,  T&jst 
s  all.    Under  legislation  such  as  the  proposed  aocisA.  eec\Br\Vj  \H8t, 
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insurance  reserve  funds  are  to  be  set  up  in  the  Treasury  for  unem- 
ployment insurance  and  old-age  pensions.  These  funds  offer  ever} 
facility  for  financing  budget  deficits.  The  reserve  fund  under  the 
social  security  bill  would  amount  in  7  years  to  some  $9,000,000,000, 
and  ultimately  to  $32,000,000,000.  Sums  of  such  magnitude,  coupled 
with  ready  access  to  the  credit-making  powers  of  the  Federal  Reserve 
banks,  would  detach  any  Congress  and  indeed  any  Secretary  of  the 
Treasury  completely  from  reality  and  tempt  them  to  a  course  of 
reckless  extravagance. 

THB  DANGERS  Or  FURTHER,  EXPERIMENTATION 

We  must  not  delude  ourselves.  The  three  efforts  to  accomplish  s 
higher  price  level  by  manipulating  credit  and  the  currency  have  failed. 
But  they  have  left  behind  them  a  vast  amount  of  explosive  material 
which  some  future  effort  may  set  off.  The  potentialities  are  so  vast, 
and  the  restraints  so  few  that  should  some  later  effort  succeed  the 
result  would  most  likely  not  be  an  isolated  detonation  but  a  vicious 
and  perhaps  uncontrollable  conflagration. 

In  the  recommendations  I  have  made  in  the  course  of  my  discussion 
of  the  several  sections  of  the  bill  I  have  attempted  to  remove  the 
hazards  to  business  and  the  public  welfare  which  the  bill  contains,  and 
to  preserve  those  features  which  promote  the  efficiency  of  the  Federal 
Reserve  system  for  both  ordinary  and  emergency  action.  In  making 
my  proposals  and  in  my  discussion  I  have  had  to  draw  on  banking 
knowledge  and  to  use  banking  terms.  But  the  language  used  should 
deceive  no  one.  This  bill  is  not  the  business  of  the  banks,  except  as 
they  are  concerned  in  the  welfare  of  the  nation  as  a  whole.  Its  effect 
is  upon  every  member  of  the  community,  and  the  threats  it  contains 
are  directed,  however  unwittingly,  against  the  entire  citizenship  of  the 
country. 

Senator  Glass.  Does  anybody  care  to  ask  Mr.  Aldrich  any 
questions? 

Senator  McAdoo.  I  think  I  would  like  to  ask  a  question. 

Mr.  Aldrich,  what  would  you  call  sound  currency  in  the  present 
state  of  our  financial  affairs  in  this  country? 

Mr.  Aldrich.  Well,  I  think  that  under  the  present  circumstances 
the  currency  provisions  of  the  present  Federal  Reserve  Act,  with  the 
stabilization  on  the  basis  of  gold  as  now  provided,  make  sound 
currency. 

Senator  McAdoo.  You  are  taking  into  consideration  the  fact  that 
we  are  off  gold,  of  course? 

Mr.  Aldrich.  Yes;  and  I  have  not  taken  into  account  the  action 
that  we  might  take  under  a  bill  such  as  this  is  which  permits  an  ex- 

Mansion  of  currency  which  would  be  out  of  any  relation  to  gold.    May 
just  state  that  more  accurately?     The  amount  of  the  currency 
available  for  payment  is  well  regulated  by  the  amount  of  gold. 
Senator  McAdoo.  In  what  way? 

Mr.  Aldrich.  By  those  provisions  of  the  Federal  Reserve  Act  with 
regard  to  gold  certificates. 
Senator  McAdoo.  There  is  no  gold  reserve  back  of  the  certifi- 


Mr.  Aldrich.  The  entire  provision  as  to  the  payment  of  gold  either 
in  currency  or  Government  obligations  has  been  eliminated,  but  there 
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ivision  for  gold  certificates,  although  you  cannot  get  gold  for 

:<>r  McAdoo.  Assuming  that  we  have  a  gold  base,  how  much 
eking  would  you  consider  we  should  have  against  currency  to 

sound,  without  other  security? 

Vldrich.  I  have  not  given  any  consideration  to  that,  Senator. 
felt  that  the  provisions  of  the  original  Federal  Reserve  Act 
irovided  for  gold  backing  plus  commercial  paper  and  other 
vere  sufficiently  sound.  I  have  never  given  any  thought  to 
rentage  of  gold  hacking  that  is  necessary ,  Decause  at  the  present 
u  could  not  get  gold.  The  only  possible  effect  of  the  provi- 
;o  limit  the  amount  of  currency  outstanding  to  a  certain  ratio 
ree  gold  available. 

or  McAdoo.  What  ratio  would  you  say  was  reasonable  to 
le  currency  a  sound  currency? 

\ldrich.  The  present  ratio  provided  is  40  percent,  is  it  not? 
or  McAdoo.  Yes.  Do  you  think  a  currency  based  on  40  per- 
uld  be  sound? 

Ildrich.  Of  course  it  was  not  based  on  40  percent  of  gold 
t  was  based  on  40  percent  of  gold  plus  certain  other  assets, 
-or  McAdoo.  I  am  talking  about  a  currency  based  on  gold, 
Take  United  States  notes.     We  have  about  347  millions  of 
ding  notes  and  we  have  a  little  over  40  percent  back  of  them. 

consider  that  sound  currency? 

Lldrich.  I  would  think  so;  yes.     Of  course  I  do  not  pretend 

expert  on  the  amount  of  gold  backing  that  is  necessary  behind 
y*.  I  suppose  in  theory  the  purpose  of  setting  40  percent 
is  that  in  ordinary  times  that  would  be  sufficient.    At  the 

time  of  course  it  has  no  effect  at  all  except  for  providing  a 
cal  limit  to  control  the  amount  of  currency  in  actual  cir- 

or  McAdoo.  Yes;  but  I  am  disregarding  that  and  asking  you 
ition  as  to  whether  or  not  you  regard  a  currency  as  sound  that 
d  by  40-percent  gold  reserve. 

Vlihuch.  If  I  had  to  answer  that  question  with  the  small 
ige  that  I  have — and  I  do  not  pretend  to  be  on  expert  on  the 
-I  would  say  yes. 
or  Glass.  If  there  is  nothing  else? 

.ldkiijh.  Provided  you  had  the  other  assets  you  have  in  the 
is  provided  for. 

or  McAdoo.  I  am  not  speaking  of  the  Federal  Reserve 
We  will  take,  for  instance,  United  States  notes  which  are 
by  a  little  more  than  40  percent  of  gold  reserve.  They  once 
»old  reserve,  and  we  put  40  percent  of  gold  back  of  them,  or 
int.  Is  it  not  axiomatic  that  a  gold  reserve  of  40  percent 
currency  establishes  it  as  sound  money? 

.ldrich.  I  should  say  that  that  was  so,  although,  as  I  have 
o  not  pretend  to  be  an  expert  on  the  subject, 
nr  Couzens.  Is  the  Senator  trying  to  get  an  answer  from  Mr. 
as  to  the  difference  in  value  of  those  United  States  notes  and 
notes? 

>r  McAdoo.  No.  I  was  just  trying  to  find  out  what  bankers 
s  necessary,  in  the  way  of  a  gold  reserve  back  of  currency, 
ish  sound  currency. 
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Mr.  Aldrich.  I  really  ought  not  to  try  to  answer  the  question, 
Senator,  because  I  have  not  given  it  any  serious  consideration. 

Senator  McAdoo.  Is  it  not  axiomatic  among  bankers  that  40 
percent  of  gold  is  an  adequate  reserve,  regardless  of  anything  else? 

Mr.  Aldrich.  That  would  be  my  own  impression. 

Senator  Glass.  That  was  not  the  view  of  bankers  in  1913  when  we 
adopted  the  Federal  Reserve  Act,  because  we  put  60  percent  of  com- 
mercial paper  behind  the  40  percent  gold  reserve. 

Senator  McAdoo.  One  hundred  percent  of  commercial  paper. 

Mr.  Aldrich.  I  may  have  misunderstood  Senator  McAdoo's 
question ;  but  this  act  as  it  stands  provides  for  40  percent  gold  backing 
plus  this  other  security. 

Senator  McAdoo.  I  understand  that.  I  was  just  trying  to  develop 
what  is,  I  think,  the  accepted  axiom  among  bankers,  that  a  40-percent 
gold  reserve  back  of  currency  is  an  adequate  reserve  to  establish  sound 


Senator  Glass.  We  have  not  got  any  now. 

Senator  Coczens.  You  mean,  40  percent  of  gold,  not 

Senator  McAdoo.  Yes;  40  percent  of  gold  back  of  currency  is 
generally  accepted  as  creating  sound  money. 

Senator  Coczens.  You  would  want  something  else  besides  that. 

Senator  McAdoo.  Not  necessarily.  In  the  Federal  Reserve  Act 
we  did,  in  the  beginning,  have  a  hundred  percent,  as  I  recall  it. 

Senator  Glass.  At  first,  and  then  it  was  reduced  to  60  percent. 

Senator  McAdoo.  I  mean,  100-percent  commercial  paper  and  a  40- 
percent  gold  reserve.  And  we  had  no  currency  before  that  time  that 
was  anything  like  so  well  secured  as  that.  We  had  never  had  in  the 
history  of  our  country. 

Senator  Couzenb.  Would  you  think  that  currency  supported  by 
40-percent  gold  alone  and  without  anything  else  would  be  adequate  to 
establish  a  sound  currency? 

Mr.  Aldrich.  I  do  not  know  of  any  such  provision;  I  should  not 
think  it  would  be. 

Senator  McAdoo.  It  depends  on  whose  currency  it  is,  does  it  not? 

Mr.  Aldrich.  That  may  be. 

Senator  Glass.  It  depends  very  much  upon  circumstances.  As  s 
matter  of  fact,  I  am  old  enough  and  I  hate  to  confess  it 

Senator  McAdoo.  We  deny  it,  anyway. 

Senator  Glass  (continuing).  To  remember  when  greenbacks  wen 
worth  34  cents  on  the  dollar.  We  did  not  call  them  money  at  all; 
we  called  them  "shin  plasters"  when  I  was  a  boy. 

Mr.  Aldrich.  I  understood  the  Senator's  question  to  refer  to  the 
type  of  security  issued  under  the  Federal  Reserve  System. 

Senator  Glabb.  No. 

Mr.  Aldrich.  If  he  is  talking  about  greenbacks,  that  is  another 
matter. 

Senator  Glass.  I  will  not  undertake  to  say  what  he  referred  to. 
The  Senator  has  gone  now. 

Senator  Couzenb.  My  impression  was  that  he  was  referring  to  the 
Patman  notes.     I  am  not  sure. 

Senator  Glasb.  Yes;  you  indicated  that  that  was  your  impression. 

Mr.  Aldrich.  The  Patman  notes  have  no  coverage  at  all,  ha« 
they? 
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Senator  Glass.  They  have  not  as  much  coverage  as  a  Government 
bond. 

Mr.  Aldhich.  As  a  matter  of  fact,  at  the  present  time  I  do  not 
think  you  could  get  gold  for  any  obligation. 

Senator  Glass.  Neither  of  them  is  covered  now.  We  are  on  a 
fiat  currency  and  a  fiat  bond  basis. 

Mr.  Aldhich.  Of  course  that  is  the  danger  of  the  whole  situation, 
if  that  is  the  fact. 

Senator  Glass.  Of  course  it  is  the  fact.  If  you  think  it  is  not  a 
fact,  get  caught  with  any  gold  in  your  pocket.  They  will  put  you 
in  jail. 

Mr.  Aldrich.  May  I  make  a  few  observations  as  to  title  I? 

Senator  Glass.  Yes. 

Mr.  Aldrich.  In  the  bill  passed  by  the  House  the  assessment  rate 
has  been  increased  to  one-eighth  of  1  percent  of  the  average  total 
liability  for  deposits  (instead  of  one-twelfth  of  1  percent  of  the  total 
deposit  liability).  The  average  is  to  be  determined  as  of  the  close 
of  Dusiness  on  1  day  of  each  of  3  or  more  months  preceding  July  and 
January  in  each  year.  The  days  are  to  be  designated  by  the  F.  D.  I.  C. 
board  of  directors  in  June  and  December  of  each  year.  The  provision 
of  the  Senate  bill  for  a  lower  rate  of  refund  or  credit  not  exceeding 
50  percent  of  the  annual  rate  has  been  eliminated. 

I  just  want  to  say  apropos  of  that  change  that  the  one-twelfth  of 
1  percent  of  the  total  deposit  liability,  with  the  possibility  of  a  refund 
of  part  of  it,  is  a  very  heavy  burden  on  all  of  the  banks  as  it  stands, 
and  to  raise  that  to  one-eighth  creates,  I  believe,  a  very  serious 
situation,  because  it  is  taking  away  the  earnings  of  the  banks  which 
might  very  well  be  held  by  the  banks  individually  as  additional 
reserves  against  losses,  and  putting  the  amount  of  money  so  taken 
sway  into  a  fund  in  the  F.  D.  I.  C.  which  only  becomes  usable  in  case 
of  the  insolvency  of  some  bank.  In  other  words,  it  is  preventing  that 
fund  from  being  used  as  reserve  by  hanks  which  are  doing  business, 
and  putting  it  into  a  place  where  it  is  held  dormant  until  some  emer- 
gency occurs. 

Senator  Oouzens.  Might  not  that  also  be  used  for  dividends  as 
well  as  reserves,  if  it  was  not  collected  by  F.  D.  I.  C? 
_  Mr.  ALDRicH.'Yes;  but  with  the  banks  where  they  are  now  it  ib 
either  a  question  of  having  to  put  up  reserves — I  mean,  that  is  some- 
thing that  they  would  be  obliged  to  do.  It  would  mean,  as  a  practical 
matter,  the  banks  that  are  paying  dividends  would  be  forced  to  re- 
duce dividends,  or  the  banks  that  were  not  paying  them  would  he 
unable  to  put  up  the  reserve.  It  depends  upon  what  is  the  condition 
of  the  individual  bank,  of  course. 

Senator  Glass.  What  do  you  think  of  the  suggestion  that  the 
assessment  in  no  event  should  be  an  annual  assessment  except  until 
a  fund  of  half  a  billion  dollars  was  created,  and  then  the  assessment 
automatically  ceases  until  that  fund  should  be  impaired,  say,  by 
25  percent,  and  then  the  assessment  is  automatically  resumed? 

Mr.  Aldrich.  I  should  think  that  would  be  very  much  better  than 
the  present  plan.  I  think  there  is  a  real  reason  for  enabling  banks  at 
the  present  time,  with  the  great  difficulty  they  have  of  making  any 
money  because  of  the  low  interest  rates  and  the  difficulty  of  getting 
out  credit — I  think  they  ought  to  be  permitted,  as  far  as  possible, 
after  this  fund  has  been  built  up  to  a  reserve  fund  and  until  it  was 
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reduced  again,  to  keep  their  earnings  so  that  they  can  set  them  up  in 
reserves  Kir  contingencies  or  maintain  the  present  dividend  rate, 
because  there  will  not  be  any  banks  increasing  their  dividend  rate,  I 
believe. 

There  is  one  other  thing  that  I  would  like  to  say  about  title  I  of  the 
bill.  In  the  bill  passed  by  the  House  the  factors  to  be  considered 
(and  certified  by  the  Comptroller  of  the  Currency  or  the  Federal 
Reserve  Board)  in  determining  whether  banks  may  be  accepted  for 
membership  in  the  F.  D.  I.  C.  are  only  the  financial  condition  and 
adequacy  of  the  financial  structure.  The  Senate  bill  provides  that  in 
addition  to  the  above-mentioned  factors  the  following  should  also  be 
considered:  Future  earnings  prospects,  general  character  of  manage- 
ment, convenience  and  needs  of  the  community  served,  and  whether 
corporate  powers  of  the  applicant,  bank  are  consistent  with  the 
purpose  of  the  F.  D.  I.  C. 

I  just  wanted  to  say  that  it  seemB  to  me  that  the  provisions  of  the 
Senate  bill  are  very  much  better  in  that  respect  than  the  provisions 
in  the  House  bill. 

There  is  one  thing  about  title  III  that  I  would  like  to  refer  to  if,  I 
may.     Did  you  have  some  question,  Senator  Couzens? 

Senator  Couzens.  No. 

Mr.  Aldrich.  That  is  with  respect  to  paragraph  2  of  section  21  (a) 
of  the  Banking  Act  of  1933.  In  regard  to  that,  this  is  what  the  House 
committee  has  to  Bay  [reading]: 

Section  303  (b)  would  repeal  entirely  paragraph  (2)  of  section  21  (a)  of  the 
Banking  Act  of  1933,  which  makes  it  a  crime  for  any  person,  firm,  corporation, 
association,  business  trust,  or  other  similar  organization,  other  than  a  financial 
institution  or  private  banker  which  ia  subject  to  examination  and  regulation 
under  State  or  Federal  law,  to  engage  to  any  extent  whatever  in  the  business  of 
receiving  deposits,  unless  such  person,  firm,  corporation,  association,  business 
trust,  or  other  similar  organisation  submits  to  examinations  and  makes  reports 
to  the  Comptroller  of  the  Currency  of  the  Federal  Reserve  bank  of  the  district 
Furthermore,  this  paragraph  has  given  rise  to  many  administrative  difficulties 
because  of  the  division  of  authority  between  the  Comptroller  of  the  Currency 
and  the  Federal  Reserve  Banks,  the  lack  of  any  provision  for  defraying  the 
costs  of  examinations,  and  the  lack  of  any  provision  for  requiring  corrective 
actions  when  unsatisfactory  conditions  are  discovered. 

The  Comptroller  of  the  Currency  recommended  some  amendments  to  this 

Kragraph  but  the  committee  voted  to  repeal  the  paragraph  altogether,  not  only 
cause  of  doubts  as  to  its  constitutionality  but  because  it  did  not  appear  that 
the  paragraph  could  be  amended  in  a  practicable  manner  so  as  to  eliminate 
difficulties  inherent  in  the  situation.  Inasmuch  as  dangerous  conditions  found 
to  exist  in  such  institutions  are  not  subject  to  correction  under  the  law,  the 
present  situation  tends  to  deceive  the  public  by  causing  it  to  have  a  false  con- 
fidence in  such  institutions,  based  on  the  knowledge  that  they  are  subject  to 
Federal  examination,  because  the  public  will  assume  that  being  subject  to  such 
examination  they  are  also  subject  to  supervisory  regulation  and  control. 

The  Comptroller,  in  his  statement  at  the  hearing  before  the  House 
committee,  said  that  section  303  (b)  as  proposed  in  title  III  of  the 
pending  bill  (reading) — 

makes  it  clear  that  section  21  (a)  (2)  of  the  Banking  Act  of  1933  does  not  require 
that  business  institutions  which  accept  deposits  only  from  their  own  officers, 
agents,  or  employees  need  submit  to  examination  and  publication  of  reports  of 
condition.  Hundreds  of  corporations,  such  as  the  B.  &  O.  Railroad,  Chrysler 
Motors,  Deere  A  Co.  permit  employees  to  leave  part  of  their  wages  on  deposit 
and  in  turn  loan  these  funds  to  other  employees  so  as  to  encourage  thrift  and  be 
of  assistance  thereto. 

This  section  also  makes  it  clear  that  the  expense  of  examining  private  banks 
by  this  office  or  by  the  Federal  Reserve  Board  shall  be  paid  by  the  institution 
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a  funds  available  to  bear  the  expense  of  such 

I  think  the  chairman  of  the  subcommittee  will  remember  that  2  or 
3  years  ago  I  submitted  to  him  a  brief  on  the  constitutionality  of  that 
section. 

Senator  Glass.  Yes;  that  is  your  "baby." 

Mr.  Aldrich.  The  repeal  of  that  section  will  have  the  effect  of 
permitting  commercial  banks,  other  than  incorporated  banks,  to  pro- 
ceed without  regulation  or  publication  of  statements  in  all  States 
where  the  State  law  does  not  provide  therefor;  and  to  my  mind  it  is 
a  very  unwise  thing  to  repeal  that  provision. 

Senator  Glass.  Does  your  State  now  provide  for  examinations? 

Mr.  Aldrich.  It  does  not. 

Senator  Glass.  It  did  not  at  that  time,  I  know. 

Mr.  Aldbich.  It  does  not  now,  except  for  banks  which  take 
deposits  of  less  than  $7,500.  I  have  a  memorandum  here  saying 
that  the  New  York  law  does  not  require  examination  or  supervision 
by  the  New  York  Superintendent  of  Banks  of  private  banks  which 
only  accept  deposits  of  $7,500  or  more  from  any  person.  I  just  call 
the  attention  of  the  committee  to  that 

Senator  Couzens.  Ib  it  your  idea  that  it  ought  to  be  reinstated? 

Mr.  Aldrich.  I  think  the  recommendations  of  the  Comptroller 
of  the  Currency  with  regard  to  that  section,  as  stated  in  the  hearings 
before  the  House  committee,  should  be  followed.  There  is  no  indi- 
cation from  what  source  the  suggestion  of  changing  that  section 
comes,  except  that  shown  in  the  report  of  the  House  committee. 
There  is  nothing  in  the  testimony  before  the  House  committee,  with 
the  exception  of  the  statement  of  the  Comptroller  of  the  Currency 
that  I  have  just  read. 

Senator  Byrnes.  With  reference  to  a  private  bank,  do  you  think 
Congress  has  the  power  to  legislate  with  reference  to  an  individual 
bank  in  the  city  of  New  York,  for  instance,  in  accepting  deposits? 

Mr.  Aldbich.  I  submitted  to  Senator  Glass  3  years  ago  a  memor- 
andum to  the  effect  that  under  the  powers  of  Congress  with  regard  to 
the  currency  and  its  powers  with  regard  to  banking,  it  has  the  right 
to  provide  that  any  bank  taking  deposits  shall  submit  to  examination. 

Senator  Glass.  I  have  the  brief  filed  away  somewhere;  but  I  will 
say  in  all  frankness  that  I  did  not  agree  with  that  brief,  but  we  put  it 
in  nevertheless. 

Senator  Byrnes.  As  to  examination  of  these  banks,  as  I  recall  it 
the  Comptroller  expressed  the  view  that  the  result  of  the  examina- 
tions was  filed  in  the  Comptroller's  office  and  he  knew  not  what  to  do 
with  it.     He  had  no  power  to  enforce  it. 

Mr.  Aldrich.  This  is  the  testimony  of  the  Comptroller  that  I 
have  right  here,  that  I  just  read  from. 

Senator  Byrnes.  I  mean  before  this  subcommittee  he  made  that 
statement. 

Mr.  Aldbich.  When  was  that,  Senator? 

Senator  Byrnes.  A  few  weeks  ago.  He  made  the  statement  that 
he  could  not  forward  it  to  the  State  bank  examiner  because  the  State 
bank  examiner  had  no  power  to  regulate  private  banks,  and  he  had 
no  power,  and  therefore  it  was  on  file.  They  were  conducting  an 
Lation,  entering  the  bank,  but  it  was  simply  an  academic 
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matter,  that  they  could  not  accomplish  anything,  and  that  he  had  no 
power  and  the  State  had  no  power.  I  wondered  what  your  view  wa» 
with  reference  to  it. 

Mr.  Aldrich.  The  effect  of  that  provision  of  the  law  has  been  that 
commercial  banks,  not  incorporated  banks,  have  been  required  to  file 
statements  and  make  them  public. 

Senator  Byrnes.  But  this  is  what  the  Comptroller  stated,  which 
impressed  me  at  the  time,  that  there  was  no  regulatorv  power  that 
could  be  enforced,  but  at  the  same  time  a  banker  could  advertise  to 
his  depositors  that  he  had  been  examined  and  investigated  by  the 
United  States  Government,  and  it  gave  to  him  a  prestige  that  was  not 
warranted. 

Mr.  Aldrich.  He  would  be  advertising  a  fact  which  was  not  so. 

Senator  Byrnes.  But  maybe  it  is  so  that  he  was  investigated. 

Senator  Couzens.  Can  we  not  make  a  prohibition  against  that? 

Senator  Byrnes.  I  think  something  should  be  done  about  it.  If 
you  are  advertising  to  your  depositors  that  reports  are  being  made  by 
the  United  States  Government,  it  gives  a  security  that  is  not  war- 
ranted, since  the  Government  has  no  such  power. 

Mr.  Aldrich.  If  any  banks  are  holding  out  to  their  depositors 
anything  which  is  not  so,  they  ought  to  be  prevented  from  doing  it. 

Senator  Byrnes.  As  a  matter  of  fact,  the  statement  made  to  as 
was  that  such  reports  were  being  filed. 

Senator  Townsend.  I  think,  Senator  Byrnes,  that  the  Comp- 
troller's statement  was  on  the  basis  of  the  examinations  being  made 
by  both  bis  department  and  the  F.  D.  I.  C;  the  F.  D.  I.  C,  for 
instance,  accepted  the  report  of  the  State  examiner. 

Senator  Byrnes.  I  understood  the  suggestion  to  be,  and  it  rather 
impressed  me  as  being  meritorious,  that  if  they  have  no  responsibility 
they  should  not  be  considered. 

Senator  Glass.  When  we  begin  to  take  up  the  bill  we  will  get  the 
Comptroller  to  tell  us  what  he  means. 

Let  me  ask  you  one  question,  Mr.  Aldrich.  Of  what  particular 
advantage  is  a  national  charter  to  a  bank  if  the  right  of  circulatioo 
is  to  be  canceled? 

Mr.  Aldrich.  Well,  I  cannot  say  that  it  has  much  advantage  ex- 
cept that  of  course  it  is  subject  to  the  jurisdiction  of  the  Federal 
courts  in  a  great  many  cases,  not  to  the  jurisdiction  of  the  State  courts. 

Senator  Glass.  The  reason  I  asked  the  question  was  that  I  wanted 
to  be  careful  and  not  encourage  national  banks  to  go  out  of  the 
Federal  Reserve  System  by  adopting  laws  that  might  be  peculiarly 
offensive  and  damaging  to  their  business. 

Mr.  Aldrich.  Of  course  that  is  a  difficulty  which  is  inherent  in  tb» 
whole  situation;  there  is  no  doubt  about  it,  if  these  things  are  carried 
to  the  point  where  it  is  made  impossible  or  extremely  difficult  to 
operate  profitably  there  will  be  a  tendency  to  withdraw  from  the 
System  and  take  out  a  State  charter. 

Senator  Couzens.  What  would  be  the  advantage  of  a  State  charter 
if  they  were  forced  into  the  Federal  Reserve  System? 

Mr.  Aldrich.  I  do  not  get  that,  Senator  Couzens. 

Senator  Codzens.  It  is  contemplated  to  force  all  of  the  State  banks 
into  the  Federal  Reserve  Svstem ;  and  I  ask  you  whether  there  would 
be  any  greater  advantage  in  having  a  State  charter  under  those  cir- 
cumstances than  having  a  national  charter. 
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Aldrich.  If  they  are  all  members  of  the  Federal  Reserve 

tor  Couzens.  Yes. 

Aldrich.  I  doubt  it. 

tor  Couzens.  In  other  words,  you  think  it  would  be  a  case  of 

e-Dee  and  Tweedle-Dum  between  a  State  charter  and  a  na- 

charter  if  they   were  all  members  of   the  Federal   Reserve 

? 

Aldrich.  I  should  think  so. 

tor  Glass.  Well,  you  could  transact  various  kinds  of  business 

i  State  charter,  if  you  were  a  nonmember  bank,  that  you 

lot  be  permitted  to  transact  as  a  member  bank  in  the  Federal 

s  System. 

Aldrich.  That  is  quite  true;  but  I  understood  the  Senator  to 

uld  that  advantage  continue  to  exist  if  we  were  forced  into  the 

1  Reserve  System.     I  do  not  think  it  would. 

tor  Glass.  My  suggestion  was  as  to  nonmember  banks. 

Aldrich.  They  would  have  an  advantage,  unquestionably, 

ire  is  no  doubt  but  what  it  is  a  real  advantage. 

tor  Couzens.  In  other  words,  you  would  rather  have  a  State 

without  membership  in  the  Federal  Reserve  System  than  a 
.1  charter;  is  that  right? 

Ai.drich.  No;  I  don't  think  that  at  all.  As  a  matter  of  fact,  I 
dly  have  the  greatest  pride  in  representing  a  national  bank.  I 
want  to  do  anything  like  that. 

tor  Couzens.  In  other  words,  you  see  enough  advantage  in 
a  national  charter  and  being  a  member  of  the  Federal  Reserve 

to  justify  your  being  in  it? 
Aldrich.  1  would  not  put  it  that  way.     As  far  as  I  am  per- 

concerned,  I  have  been  in  a  national  bank  at  all  times,  and 
:  that  up  to  the  present  time  there  certainly  has-been  no 
for  saying  that  I  see  any  advantage  in  being  a  State  nonmember 
■hich  would  make  me  feel  like  giving  up  the  national  bank 

and  becoming  a  State  nonmember  bank.     But  I  can  conceive 
nation  arising  where  that  might  be  advantageous, 
tor  Glass.  Not  to  your  particular  bank,  but  you  know  of 
anks,  perhaps,  to  whom  it  would  be  advantageous? 
Aldrich.  "Yes.     It  is  more  apt  to  be  smaller  institutions  than 

tor  Couzens.  Are  the  smaller  national  banks  making  any 

now? 

Aldrich.  Well,  yes;  but  not  much.  This  F.  D.  I.  C.  assess- 
something  terrific.     It  is  going  to  cost  us  a  million  and  a  half 

a  year. 

tor  Couzens.  How  much  interest  did  it  cost  you  before  you 

ohibited  from  paying  interest  on  commercial  deposits? 

\ldricii.  I  cannot  remember,  but  it  was  a  substantial  amount. 

tor  Couzens.  I  would  venture  to  say  it  was  more  than  a 
and  a  half. 

\lohich.  I  doubt  it.     It  might  have  been.     But  in  any  event, 

not  earning  much  money  now,  any  of  us,  and  that  is  a  very 

itial  amount. 

tor  Couzens.  But  you  have  been  saved  from  a  lot  of  competi- 

it  you  used  to  encounter. 
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vi.  v  -**»v*  I'mUmbtedly  there  has  been  a  saving  in  the  provision 
_ViV  „v  ,HHtK>t  (>*»>'  interest  on  demand  deposits. 

^.w-vt  vViitJNs.  Absolutely,  I  know  that  many  of  the  big 
w^.iu.uvtts  twd  to  shop  around  and  get  big  prices  for  their  deposits, 
\*  .»i\-h  ttv*  ih*y  cannot  do. 

\|r.  Auuku'H.  That  is  right. 

Stint  lor  Glass.  The  chief  reason  for  putting  that  provision  in  the 
Ittvfc  »  uk  that  liu'  big  banks  were  drawing  all  the  surplus  funds  from  the 
mivi  im  banks.  That  is  why  we  put  it  in.  We  were  not  so  much  con- 
i'ovuhI  about  your  making  money.  We  were  concerned  about  draw- 
ing all  the  money  from  the  balance  of  the  country. 

Mr.  Ai.bhich.  Senator,  may  I  say  just  one  more  word  about  the 
matter  in  regard  to  the  Comptroller  General?  He  is  appointed  bv 
l-kto  I'rwiidont,  and  I  would  like,  with  a  great  deal  of  seriousness,  to  call 
youv  attention  to  section  42  of  title  31.  I  really  would  like  to  urge 
upon  this  committee  with  the  greatest  seriousness  the  considera- 
tion of  putting  into  the  provisions  with  regard  to  the  term  of  office 
of  the  members  of  the  Federal  Reserve  Board  the  same  kind  of 
itMtrictions  on  removal  that  are  provided  for  by  title  31.  Section 
H08  of  the  act  of  June  10,  1921,  with  regard  to  the  removal  of  the 
Comptroller  General,  provides  that  [reading]: 


(roller  General  has  become  permanently  incapacitated  or  has  been  inefficient  « 

tiiilty  ot  neglect  of  duty  or  of  malfeasance  in  office  or  of  any  felony  or  conduct 
ivolvlng  moral  turpitude,  and  for  no  other  cause  and  in  no  other  manner  except 
by  Impeachment. 

That  is,  during  his  term  of  office,  of  course. 

Senator  Couzens.  Certainly  I  would  not  approve  of  any  such 
proposal  as  that.  I  know  too  many  officers  now  that  ought  to  be 
removed. 

Senator  Glass.  We  are  obliged  to  you,  Mr.  Aldrich. 

(Whereupon,  at  3:15  p.  m.,  the  subcommittee  adjourned  until 
tomorrow,  Thursday,  May  16,  1935,  at  10:30  a.  m.) 
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thursday  may  16,  1935 

United  States  Senate, 
[mittee  of  the  committee  on  banking  and  currency, 

Washington,  D.  C. 
•committee  met,  pursuant  to  adjournment  on  yesterday,  at 
in  room  301,  Senate  Office  Building,  Senator  Carter  Glass 

:  Senators  Glass  (chairman  of  the  subcommittee),  Bulkley, 
Byrnes,  Townsend,  and  Couzens. 

also:  Senator  Thomas  P.  Gore  of  Oklahoma. 

Glass.  The  committee  will  come  to  order.  Dr.  Anderson, 
jefore  us  the  Senate  bill  with  which  you  are  undoubtedly 
Liid  also  the  bill  as  it  passed  the  House,  No.  7617;  and  we 
d  to  have  your  judgment  of  the  bills  before  the  subcommittee 
your  name  ana  occupation  for  the  record. 

NT  OF  BENJAMIN  M.  ANDERSON,  Jr.,  ECONOMIST, 
NATIONAL  BANE  OF  THE  CIT7  OF  NEW  YOBK,  RIVER- 
8.  Y. 

derson.  My  name  is  Benjamin  M.  Anderson,  Jr.  I  am 
of  the  Chase  National  Bank  of  the  city  of  New  York, 
Idress  is  Riverdale,  N.  Y. 

airman,  I  do  not  want  to  try  to  go  over  the  whole  bill  or  to 
iministrativc  features  of  it.  I  want  to  concentrate  on  title 
connection  with  title  II I  want  to  talk  chiefly  about  certain 
of  principle,  theory  and  objectives  rather  than  the  details 
tter.  The  presentation  yesterday  was  very  full  and  very 
and  I  do  not  want  to  go  over  that  whole  ground. 
Couzens.  May  I  ask,  before  you  begin,  if  you  concur 
T  in  all  the  testimony  of  Mr.  Aldrich? 
derson.  Just  about  as  completely  as  one  vigorous  man  con 
her,  Senator.  I  associate  myself  very  gladly  with  the 
■opositions  and  practically  every  detail  that  Mr.  Aldrich 

Couzens.  I  am  glad  that  you  ore  not  going  to  repeat  it, 

Glass.  You  may  proceed,  Dr.  Anderson. 
derson.  My  first  proposition  would  be  that  title  II  does 
o  me  to  be  needed  for  any  present  purpose,  from  the  stand- 
he  Administration's  policies;  that  it  contains  no  provision 
eeded  to  enable  the  President  or  the  Federal  Reserve  Board 
iflsury  to  do  anything  that  they  wish  to  do  with  respect  to 
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the  present  situation.  The  President  has  today  full  power  to  . 
on  virtually  any  monetary  or  credit  theory  that  he  wishes  to  proceed 
on,  under  the  powers  granted  by  the  Thomas  amendment,  the  gold 
bill  of  1934  and  the  recent  silver  legislation.  I  do  not  see  that  the 
temporal  limitations  in  the  jjold  bill  would  affect  this  proposition. 
They  relate  to  only  two  points  m  the  gold  bill. 

I  do  not  see  that  the  temporal  limitation  in  the  Thomas  amendment 
for  the  receipt  of  silver  for  interallied  debts  makes  any  difference  in 
the  proposition.  The  Treasury  has  enormous  power  to  expand  tie 
already  terribly  excessive  reserves  of  the  member  banks  in  connection 
with  the  stabilization  fund,  and  the  power  to  contract  member  bank 
reserves  and,  through  them,  the  general  volume  of  bank  credit  exists 
adequately.  The  Federal  Reserve  System  could  sell  Government 
securities  or,  under  the  Thomas  amendment,  the  existing  reserve 
requirements  could  be  raised,  or  the  Treasury  could  float  a  funding 
loan  and  turn  the  proceeds  into  the  Federal  Reserve  banks  and  take 
up  Government  securities.  There  are  no  limitations  on  the  power 
of  the  President  growing  out  of  .the  existing  gold  reserves.  Gold 
reserves  are  notoriously  very  excessive,  and  there  is  no  evidence  of 
any  disposition  on  the  part  of  the  Federal  Reserve  System  to  resist 
the  administration's  program. 

So  that  I  see  no  reason  for  the  enactment  of  title  II  in  a  hurry. 
There  is  plenty  of  time  to  work  the  matter  out  right  if  you  are  going1 
to  reorganize  the  Federal  Reserve  System. 

I  want  to  talk  about  title  II  from  the  standpoint  of  long-run 
policy,  the  theory  and  objectives  of  it.  For  one  thing,  I  believe  that 
it  is  designed  to  embody  in  our  law  a  radically  new  theory  regarding 
Federal  Reserve  policies  and  objectives.  It  prescribes  new  qualifi- 
cations for  the  members  of  the  Federal  Reserve  Board  which  sound 
harmless  as  stated,  but  which  attain  a  dangerous  significance  when 
the  background  is  understood.  The  members  of  the  Federal  Reserve 
Board  are  to  be  persons  well  qualified  by  education  or  experience  or 
both  to  participate  in  the  formulation  of  national  economic  and 
monetary  policies. 

I  think  if  you  had  been  concerned  with  this  problem  in  the  drafting 
of  the  original  Federal  Reserve  Act  you  would  have  said  that  they 
should  be  persons  well  qualified  to  regulate  the  money  market  and  to 
regulate  the  banking  system  of  the  country,  which  is  a  very  different 
thing. 

This  provision  of  the  proposed  new  law  should  be  read  also  in 
connection  with  the  language  defining  the  objectives  of  Federal 
Reserve  policy  as  stated  in  tne  new  draft  of  H.  R.  7617  of  April  18, 
1935  [reading]: 

It  shall  be  the  duty  of  the  Federal  Reserve  Board  to  exercise  such  powers  m  it 
possesses  in  such  manner  as  to  promote  conditions  conducive  to  business  stability 
and  to  mitigate  by  its  influence  unstabilizing  fluctuations  in  the  general  level  a 
production,  trade,  prices,  and  employment  as  far  as  may  be  possible  witbio  ft* 
scope  of  monetary  action  and  credit  administration. 

This  passage  says  nothing  about  the  more  fundamental  function  of 
the  Federal  Reserve  System,  which  is  to  protect  the  soundness  of  the 
currency  and  to  protect  the  quality  of  credit  in  the  country,  to  provide 
additional  currency  for  seasonal  needs  and  for  emergencies,  and  to 
expand  credit  as  needed  for  the  accommodation  of  commerce,  industry, 
and  agriculture.     That  is  their  first  job. 

>.™=.Google 


BANKING    ACT   OF    1933  437 

x>r  Couzens.  Do  you  think  the  omission  of  that  has  any  great 
tnce? 

Vnderson.  I  do,  Senator.  I  think  the  omission  of  that  has 
ignificance.  I  think  that  right  here  we  have  a  radically  new 
and  a  radically  new  proposal. 

or  McAdoo.  Do  you  think  that  the  inclusion  of  what  you 
ere  a  moment  ago  is  of  any  value,  that  it  means  anything? 
iNDEEsoN.  I  would  like  to  see  it  much  more  definite,  and  I 
ike  to  see  definite  provisions  as  to  the  quality  of  credit  and 
Kicking  unsound  speculative  booms,  because  this  new  theory, 
ication  by  the  men  who  are  behind  it,  insisted  in  1928-29, 
raise   interest  rates."     They   held   then,   Professor   Cassel 

Jy— 

odity  prices  are  not  rising;  in  fact,  they  have  gone  down  a  little.  The 
Reserve  System  must  not  tighten  money  under  those  circumstances. 
t  should  make  money  easier.  What  the  stock  market  does  is  not  the 
>f  the  Federal  Reserve  System.  It  is  concerned  with  keeping  steady 
of  commodity  prices. 

or  Couzens.  Did  you  agree  with  him  then? 
Vndehsijx.  I  did  not,  sir;  and  I  want  to  offer  for  your  record, 
y,  a  speech  which  I  made  in  1929  in  Rotterdam  before  the 
ands  University,  taking  as  my  text  Professor  Cassel's  doctrines 
iertaking  to  refute  them.  I  will  offer  that  for  the  record, 
however,  that  for  the  statistical  appendix  there  be  substi- 
he  statistical  appendix  to  the  Chase  Economic  Bulletin  of 
132,  which  gives  the  same  figures  but  brings  them  down  to  a 
,te. 

or  Bulklet.  I  am  not  sure  that  I  get  the  significance  of  what 
saying  about  the  error  of  the  Cassel  theory  in  1929.  What 
mean  to  imply  by  that? 

Anderson.  The  issue  was  before  us.  I  was  proposing,  as 
hers  who  looked  at  this  thing  as  a  banking  matter,  that  the 
Reserve  System  move  vigorously  to  tighten  the  money  mar- 
i  stop  the  wild  speculation  and  to  prevent  the  continued 
n  of  bank  credit  into  speculative  loans.  Professor  Cassel 
substance: 

at  is  not  their  business.  Their  business  is  to  maintain  the  level  of  com* 
irices,  and  as  commodity  prices  have  actually  gone  down  a  little,  they 
ake  money  easier  instead  of  tighter. 

was  the  issue. 

or  Bulkley.  What  do  you  draw  from  that? 
Lndekbon.  The  new  theory  behind  this  bill,  as  I  understand  it, 
heory  that  it  is  the  business  of  the  Federal  Reserve  System  to 
eep  the  volume  of  demand  deposits  and  money  in  circulation 
a  level  as  will  keep  commodity  prices,  the  volume  of  business, 
an,  on  a  fixed  level,  ignoring  this  more  fundamental  thing  of 
lity  of  credit  and  the  duty  of  tightening  up  to  stop  unsound 
ies. 

or  Bulkley.  Your  idea  is  that  he  ignored  more  fundamental 
a  his  statement? 
Lndehson.  Yes. 

or  Bulkley.  I  do  not  see  how  you  tie  this  in  with  any-mistake 
rfessor  Cassel  may  have  made,  assuming  that  he  did  make  a 
How  do  you  tie  this  bill  in  to  that? 
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Mr.  Anderson.  I  am  coming  to  that. 

(Address  delivered  by  the  witness  before  the  Students'  Union  of 
the  Netherlands  Commercial  University  on  May  7,  1929,  at  Rotter- 
dam, The  Netherlands,  will  he  found  printed  in  full  hi  the  record  at 
the  close  of  the  witness'  testimony  just  before  the  recess.) 

Senator  Couzens.  Before  you  go  further:  Is  there  any  objection  to 
combining  what  you  want  and  what  Professor  Cassel  wants,  in  this 
bill? 

Mr.  Anderson.  I  would  say  that  it  is  the  business  of  the  Federal 
Reserve  Board  to  try  to  look  at  the  whole  business  situation. 

Senator  Couzens.  That  is  what  I  am  getting  at.  I  am  asking  yon 
now  if  you  think  it  would  be  desirable  to  have  both  objectives.  I 
do  not  see  that  they  conflict  particularly,  nor  do  I  see  any  vital  objec- 
tion to  an  effort  being  made  somewhere  in  some  place  to  stabilize, 
as  far  as  possible,  industry. 

Mr.  Anderson.  My  view  would  be  that  the  banking  system  cannot 
play  God;  that  the  banking  system  is  only  a  part  of  the  general 
economic  system,  and  that  the  banking  system  makes  its  best  con- 
tribution to  general  stability  when  it  itself  is  handled  rightly,  when 
credit  is  not  allowed  to  be  unduly  excessive  or  unduly  tight,  when  the 
money  market  is  well  regulated;  that  you  have  got  different  functions 
for  different  parts  of  the  economic  system. 

Senator  Glass.  Is  not  that  succinctly  stated  in  the  existing  law 
and  in  the  original  Federal  Reserve  Act  when  the  banks  were  author- 
ized and  empowered  to  respond  to  the  requirements  of  commerce, 
industry,  ana  agriculture? 

Mr.  Anderson.  They  did  not  so  interpret  it  in  action,  Senator. 
I  thought  it  was  misinterpreted  in  action. 

Senator  Glass.  Of  course  it  has  been  misinterpreted. 

Mr.  Anderson.  But  your  objectives  were  clear;  yes,  sir. 

Senator  McAdoo.  What  you   are   criticizing   and   what   you  are 

froposing  should  be  substituted  for  it  is  a  futility,  anyway,  is  it  not? 
t  is  merely  declaratory.  It  has  no  binding  effect.  You  cannot 
enforce  it.  It  is  not  legislation.  It  is  a  sort  of  a  speech.  I  do  not 
think  that  the  incorporation  of  such  matter  in  legislative  enactment 
is  of  any  value.  It  may  show  intent  on  the  part  of  Congress,  but 
its  enforcement  rests  within  the  judgment  and  discretion  of  the 
board.  There  is  no  way  that  you  can  determine  whether  or  not  the 
accomplishment  of  it  has  even  been  attempted  by  the  administrative 
authority. 

Mr.  Anderson.  I  believe  it  would  be  possible  to  frame  that  kind  of 
policy  in  such  a  way  as  to  make  it  clear  to  them  that  they  must  do 
certain  things  and  that  they  must  not  do  other  things. 

Senator  McAdoo.  Then  I  think  we  ought  to  have  express  provisions 
in  the  act  of  such  a  specific  and  definite  character  that  they  are  en- 
forceable, and  that  the  board  is  compelled  to  observe  such  provision*. 
However,  that  is  just  an  observation  on  my  part. 

Mr.  Anderson.  I  know  the  difficulty  of  enacting  a  law  that  is  going 
to  be  applied  in  just  the  way  you  mean  it. 

The  question  as  to  the  linkage  between  Professor  Cassel's  view  and 
this  bill,  if  you  want  further  evidence,  is  more  fully  gone  into  in  an 
analysis  which  I  made  of  a  recent  book  by  the  technical  adviser  of  the 
Federal  Reserve  Board  who  took  part  in  the  formation  of  this  bill;- 
Dr.  Lauchlin  Currie.     I  offer  it  for  the  record.     I  will  not  read  it 

>.™=.Google 


BANKING   ACT  OP    1935  439 

Eccles  has  said,  I  believe,  in  testimony  before  the  House  com- 

Be,  that  Dr.  dime  was  one  of  those  that  took  part  in  the  prepara- 

of  this  bill. 

nator  Bui.ki.ev.  Are  you  advised  that  Professor  Cassel  was  in 

way  connected  with  the  drafting  of  this  bill? 

r.  Anderson.  His  connection  with  the  American  Congress  was 

1  he  appeared  before  the  House  committee  and  testified  there, 

bis  views  have  had  a  great  deal  of  influence,  I  think,  on  the  think- 

of  certain  members  of  that  committee.     But  I  have  no  way  of 

ng  him  up  directly.     I  do  know  the  body  of  thought  out  of  which 

bill  proceeds,  and  it  is  with  reference  to  that  that  I  thought  I 

i  be  most  useful  to  the  committee. 

nator  Bulkley.  I  am  just  trying  to  get  at  the  truth  of  it.     I  am 

idvised  whether  Professor  Cassel  was  connected  with  those  gentle- 

If  you  are,  I  think  it  would  be  very  interesting  to  know  it. 
r,  Anderson.  To  ask  me  for  personal  contacts,  and  so  on — even 
knew  them  it  would  be  pointless  for  me  to  talk  about  them.     I 
v  the  logical  connections  in  economic  theory,  and  it  is  with  refer- 
to  that  that  I  want  to  testify. 

nator  Bulkley.  Is  that  the  way  you  are  going  to  link  it  up? 
r.  Anderson.  That  is  the  best  way  to  do  it,  I  think.     There  I 
ipeak  with  authority,  but  if  I  say  this  and  that  and  the  other  thing, 
i  talking  hearsay.    But  I  know  the  logical  connections  of  eco- 
ic  theories.     That  is  my  job. 

ay  I  offer  for  the  record,  Mr.  Chairman,  an  analysis  which  I  have 
e  of  Dr.  Currie's  book  which  very  definitely  takes  a  position  with 
rd  to  the  old-fashioned  elasticity  of  credit — credit  going  up  with 
upswings  of  business  and  going  down  with  the  downswings  of 
less,  that  that  is  perverse  and  that  we  want  rather  to  have  a  Kind 
ilicy  that  will  keep  bank  credit — or,  as  he  would  put  it,  demand 
sits — from   rising   with   the   upswings   of  business;  that  would 
9  them  stay  up  or  rise  with  the  downswings  of  business.     The 
theory  is  very  definitely  embodied  in  that  doctrine. 
>ffer  that  analysis  of  Dr.  Currie's  book  for  the  record, 
nator  Glass.  It  will  be  printed  in  the  record, 
nalysis  of  book  by  Lauchlin  Currie,  Ph.  D.,  referred  to  and  sub- 
sd  by  the  witness,  is  here  printed  in  full  as  follows:) 

"Tbb80pplt 

ddress  by  Benjamin  M.  Anderson,  Jr.,  Ph.D.,  economist  of  The  Chase 
tional  Bank  of  the  City  of  New  York  before  the  New  York  chapter  of  the 
leric&n  Statistical  Association  at  a  dinner  on  Friday,  April  26,  1935,  in 
w  York  City 

le  importance  of  Dr.  Currie's  book  grows  out  of  the  fact  that  he  is  technical 
or  of  the  Federal  Reserve  Board,  and  that  title  II  of  the  pending  banking 
ition  gives  evidence  that  his  theories  lie  behind  it.) 


a  importance  of  this  book  is  to  be  found,  not  in  its  contribution  to  the 
ific  study  of  money  and  banking,  but  in  the  fact  that  the  author  is  at 
it  technical  advisor  of  the  Federal  Reserve  Board,  and  in  the  further  fact 
title  II  of  the  pending  banking  legislation  gives  evidence  that  his  theories 
hind  it.  It  becomes,  therefore,  a  matter  of  first  Importance  that  his  book 
i  receive  rigorous  critical  analysis  from  students  of  money  and  banki: 

DiqitzeOsyGOOg] 
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The  writer  of  the  book  is  so  intensely  preoccupied  with  the  application  of  * 

single  highly  simple  theory,  regarding  the  control  of  incomes  and  commodity 
prices  by  means  of  the  control  of  the  supply  of  money,  that  he  disregards  virtually 
everything  else  in  the  whole  financial  picture  and  in  the  general  picture  of  economic 


cubbie's  inaccuracies  in  matters  or  fact 


The  book  contains, 


grave  inaccuracies  in  matters  of  ascertalnahta 


of  all  member  banks  remained  below  10  percent  of  earning  assets  until  1932  when, 
owing  to  the  relatively  greater  decline  in  other  loans,  they  amounted  to  1IU 
percent."  On  page  119  ne  speaks  of  "the  smallness  of  the  yearly  fluctuation 
in  real-estate  loans."  These  two  statements,  taken  together  would  completely 
mislead  the  reader  with  respect  to  the  history  of  real-estate  loans  in  member-bank 
assets.     The  facts  are  shown  in  the  following  table: 

Rcal-cttate  loans  and  total  loan*  and  investment! 


[In  millions  of 

dollar] 

Real  estate  loan*  ot— 

Total  km* 

End  or  June 

National 

All  member 

DMDU«IaH 

•18 

189 

130 
280 

MS 

OS 

S37 
736 
1.063 

l)473 

l|j31 
774.1 

S77 
06a 
1.134 

2!  33$ 
2.6S0 
2.9M 
1.0118 
3.1W 
S.11S 
it,  KM 
1.372 
2.3S7 

ias.fi 

(37.  a 

Pm«m  ■>■■■*»■ 

ie  Dolled  States,  and  Federal  Keaerve  bullatlni. 


rapgrtl,  Statistical  AfaetnH  ol 


The  facts  are  that  real-estate  loans  increased  very  much  more  rapidly  than  total 
member  bank  earning  assets  ■  in  the  period  from  1918  to  1928,  the  percenta|H 
being  real-estate  loans  565  percent,  total  loans  and  investments  89  percent. 

The  rapid  growth  of  real-estate  loans  in  banks  was  one  of  the  most  unwhole- 
some of  all  the  "new  era"  developments.  This  error  is  particularly  important 
in  view  of  the  provisions  of  title  II  of  the  pending  banking  act  regarding  real- 
estate  loans. 


f  the  quantity  theory— 


S  OF  HIS  WHOLE  ABQnatairt 


Currie  starts  out  with  an  apology  for  writing  a  book  which  may  be  damned 
"with  the  deadly  accusation  'quantity  theory'",  and  speaks  of  the  "almost 
universal  abandonment  of  the  quantity  theory  of  money."  He  thinks  that  then 
is  danger  that  the  pendulum  may  swing  too  far  in  the  opposite  direction,  and  ttal 
the  effect  of  variations  in  the  supply  of  money  may  be  unduly  minimised.  He 
proposes  to  repair,  in  part,  tile  neglect  of  variations  in  the  quantity  of  money  and 
says  that  criticisms  of  his  study  on  the  ground  that  it  does  not  give  a  full  account 
of  the  forces  affecting  the  value  of  money  are  irrelevant  since  this  is  not  its  per- 

iThewonl"fli 

related  to  the  "trend  lint    

It  dear  thai  ha  la  taJklna  ot  t  b*  proportion  ot 


BANKING   ACT   OF    1635  441 

1).     By  the  time  he  reaches  page  6,  however,  he  has  become  the  un- 
king advocate  of  an  extremely  tight  and  inflexible  version  of  the  quan- 
f.    I  quote:  "  *    *    *    is  not  the  really  fundamental  explanation  of  the 
:es  the  increase  in  the  supply  of  money? 
lgh  the  net  annual  increments  t 
elation  to  the  aggregate  money 
at  they  are  of  surprising  importai 

•    *    *.    Assume  the  quantity  of 

.._  the  monetary  income  to  be  }  .  _,_     ,.,... 

f  money  is  3.     Then  an  addition  of  1  billion  new  money,  or  4  percent, 

mining  no  change  in  the  income  velocity,  increase  incomes  by  $3,000,- 

>r  4  percent.    *    *    *    The  income  velocity  of  money  is  subject  to 

ib  from  year  to  year,  sometimes  very  wide,  but  apparently  it  does  not 

ufficiently  over  a  period  of  years  to  maintain  prices."    In  a  footnote 

gives  figures  regarding  what  he  calls  the  "inccme  velocity  of  money" 

idea  (I  quote) :  "  Hence  the  major  part  of  the  increase  in  money  incomes 

utablr  to  the  expansion  of  money."    On  page  IS  he  discusses  the  money- 

octs  of  the  transfer  of  an  individual  tin.e  deposit  to  a  demand  deposit, 
tays,  "The  effect  on  incomes  and  prices  is  clear."  By  page  53,  he  even 
Irving  Fisher,  and  gives  Fisher's  equation  of  exchange  as  ground  for 
ng  all  forms  of  credit  except  demand  deposits.  By  page  177  the 
ias  become  very  familiar  and  has  been  used  many  times  as  a  basic 
n,  the  statement  on  page  177  being:  "Since  the  expansion  of  adjusted 
eposits  up  to  1929  was  just  sufficient  to  maintain  relative  stability  of 
y  prices    *    *    V 

ffould  distinguish  his  own  quantity  theory  from  that  of  Irving  Fisher, 
tons  with  what  he  calls  "income  velocity."    He  calculates  this  by  divid- 

for  the  national  income  by  his  figure  for  "money",  money  being  actual 
h  in  circulation  plus  "adjusted  demand  deposits.  *  Fisher,  on  the  other 
hes  his  velocity  by  comparing  the  total  expenditures  of  money  for  what- 
3se  with  the  supply  of  money  somewhat  similarly  denned.  On  pages 
'urrie  discusses  this  difference.  I  reserve  comment  for  a  later  point  of 
The  significant  thing  for  present  purposes  is  that  Carrie  and  Fisher, 
iching  their  conclusions  by  formally  different  mathematical  schemata, 
,'e  that  regulation  of  the  quantity  of  money,  including  demand  deposits, 
,te  the  general  average  of  commodity  prices  (not  denned  in  the  same 
th). 


s  not  always  sure  that  be  wants  to  make  the  control  of  commodity  prices 
ve.  Sometimes  he  talks  of  regulating  incomes  and  sometimes  of  other 
It  is  reasonably  clear,  however,  that  he  thinks  that,  in  regulating  in- 
is  also  regulating  commodity  prices.  But  the  whole  thesis  of  the  book 
combined  amount  of  money  in  the  pockets  of  the  people  and  "adjusted 
eposits"  is  to  be  regulated  by  the  Federal  Reserve  authorities  with 

0  one  of  these  objectives,  and  that  everything  else  in  legislative  policy 
vl  Reserve  policy  concerning  money,  credit,  and  banking  is  to  be  sub- 

eral  Reserve  hanks,  he  maintains,  have  allowed  themselves  to  consider 
matters,  and  particularly  the  matter  of  the  quality  of  the  assets  of  the 

1  banks.  He  draws  the  line  sharply  between  two  objectives:  (1)  The 
the  total  of  money,  which'he  advocates,  and  (2)  the  policy  directed 
ilrol  of  the  quality  of  the  assets  of  the  member  banks,  which  he  con- 


'■KAL    RESERVE    SYSTEM    SHOULD    NOT    TRY    TO    CONTROL    SPECULATION 

the  business  of  the  Federal  Reserve  banks  to  check  or  hold  down  stock 
iculation  if  in  so  doing  they  are  obliged  to  reduce  the  total  of  demand 
e  holds.  Federal  Reserve  policy  in  1927,  when  they  increased  member 
ves  by  their  vast  purchases  of  Government  securities,  was,  he  holds, 
Imirable."     I  quote: 

KlJuJWd  demand  doposlli "  sn , 

.    Fisher  fcwpa  tin  veined?  of  montj  In  drculttloa  npa 
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CURRIE  APPROVES   1927   FEDERAL   RESERVE  POLICY 

"The  1927  policy  has  been  generally  condemned  on  the  ground  that  it  <nt 
responsible  for  the  'speculative  mania*  of  1928-29,  one  of  the  members  of  tli 
Federal  Reserve  Board  having  since  gone  so  far  as  to  say  that  it  represents  'on 
of  the  most  costly  errors  committed  by  any  banking  system  in  the  last  76  yean 
To  the  writer  it  appears  wholly  admirable,  rather  to  be  characterized  as  one  < 
the  most  successful  policies  ever  pursued.  Though  one  cannot  positively  s» 
that  it  was  responsible  for  arresting  the  downward  trend  of  prices  and  production 
and  for  easing  the  pressure  on  foreign  central  banks,  we  are  justified  in  claiming 
that  it  was  the  policy  acceptable  in  theory  for  the  attainment  of  those  endi. 
Since  we  have  argued  that  the  call-money  rate  plays  a  minor  role  in  the  calcula- 
tions of  speculators  and  that  the  major  part  of  the  rise  in  stocks  niipcnred  reason- 
able and  defensible  on  the  basis  of  the  then  existing  knowledge,  it  follows  that  the 
1927  policy  was  responsible  for  the  subsequent  rise  in  stock  prices  only  in  the 
sense  that  it  resulted  in  an  upswing  in  business  activity  and  profits."  * 

CURRIE  CONDEMNS  BAN  KINO  ACT  OF  1033 

Currie  says:  "*  *  *  the  provisions  in  the  Glass-Steagall  Act  of  1933, 
seeking  to  give  the  Reserve  Administration  greater  control  over  the  loans  of 
member  banks  indicates  a  complete  misreading  of  the  1928-29  episode  and  do 
not  mark  any  advance  in  either  central  banking  theory  or  practice."* 


The  effort  of  the  Federal  Reserve  System  to  tighten  money  and  to  hold  down 
the  stock-market  boom  in  1928  Currie  approves  mildly  on  the  ground  that 
business  had  definitely  turned  the  corner,  with  the  qualification  that  "it  perhaps 
need  not  have  been  quite  so  drastic."  But  the  efforts  of  the  Federal  Reserve 
System  in  1929  to  check  the  speculation  was  "a  grave  blunder."  What  the/ 
should  have  done  in  1629  was  to  reverse  policy  and  to  make  money  easier.  "Thil 
course,  which  has  never  as  yet  been  tried,  appears  as  first  sight  so  bold — almost 
foolhardy — that  it  was  not  even  considered.  To  the  writer,  however,  it  appeal* 
to  have  been  the  only  way  out."* 

BUNS    COUNTER    1 


Currie's  theory  that  everything  is  to  be  subordinated  to  the  control  of  the 
quantity  of  money  runs  remorselessly  against  virtually  every  accepted  principle 
of  credit  and  banking.  He  regards  liquidity  of  banks  as  unimportant.  Loam 
that  can  be  readily  liquidated  and  that  are  liquidated  when  the  borrowers  no 
longer  need  them,  as  borrowers,  draw  down  their  deposits  at  the  banks  in  paying 
off  their  loans,  are  indeed  "perverse",  since  such  loans  interfere  with  the  control 
of  the  volume  of  demand  deposits  by  the  central  authorities.  Commercial  loam 
in  banks  are  particularly  bad  from  this  point  of  view,  because  they  tend  to  expand 
with  a  resultant  expansion  of  demand  deposits  at  times  when  business  is  active 
and  prices  are  rising,  at  which  time  the  policy  of  control  would  call  for  holding 
down  demand  deposits,  and  because  they  contract  when  business  is  falling  off. 
(Compare  pp.  42  and  131.) 

INVESTMENTS   HELD   "  IDEAL "   TYPE-  OF   ASSETS   FOR  BANKS 

Investments  by  banks  are  far  better  from  the  standpoint  of  the  kind  of  control 
Currie  wants.  Indeed,  he  uses  the  word  "ideal"  in  connection  with  them— 
"From  the  viewpoint  of  control,  investments  are  the  ideal  type  of  assets"  (p- 
122). 

loans  "for  account  of  others"  in  ism  declared  "fortunate"  bt  cttmot 

In  Ciutu's  view,  security  loans  stand  in  l>etwoon.  Like  commercial  lo*w> 
they  tend  to  decline  in  the  downswings  of  business,  but  "fortunately,  in  IPS- 
banks  were  not  supplying  the  whole  of  this  market."  Loans  "for  'account  of 
others"  stood  at  a  vast  figure  in  1629,  and  bank  loans  against  securities  and 
demand  deposits  increased  as  the  "others"  withdrew  in  panic  from  the  loan 

■  Currie.  Monetary  Policy  and  th*  Depression,  from  tils  Journal  of  Political  Economy.  Cblouro,  *P>* 
1034,  pp.  l US  and  IN.    Tlila  article  Is  did  with  approval  In  tbe  boot  under  uiscusalon  on  pp.  itttadHL 
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;et.  Currie  continues  "Although,  curiously  enough,  banks  appear  to  resent 
,  they  call  'bootleg'  loans,  it  is  difficult  to  see  now  «  serious  contraction 
oney  '  would  have  been  avoided  in  1929  if  they  had  not  existed."  In  a 
lote,  Currie  gives  evidence  of  a  little  uneasiness  about  this  absurd  statement 
use  he  savs,  Unless  it  is  held  that  the  height  of  loans  on  account  of  others 
responsible  for  the  liquidation."  But  he  continues:  "Despite  the  bad  repute 
riich  nonbank  security  loans  arc  generally  held  *  •  *  it  is  to  be  hoped 
they  will  increase  in  the  future.  Their  existence  affords  a  much  needed 
se  of  elasticity  to  bank  security  loans"  (p.  121). 

currie's  complete  misunderstanding  of  1M7-2B  developments 

>  one  who  lived  through  the  crash  of  1929,  viewing  the  matter  from  the  inside 
great  bank,  this  view  is  so  fantastic  as  to  be  incredible.  I  myself  would  hold 
jew  that  loans'  'for  account  of  others''  were  often  useful  in  the  period  preceding 
They  came  in  times  of  tension  and  crisis,  attracted  by  high  rates  of  inter- 
rom  men  who  were  well  informed  and  who  had  steady  nerves,  men  who  knew 
isks  and  knew  how  to  protect  themselves  against  them.  The  entrance  of 
lenders  cased  the  burden  on  the  banks  in  a  crisis.  As  they  came  in,  they 
ccd  their  deposit  balances  with  the  banks  at  the  same  time  that  they  took 
loans  which  the  banks  would  otherwise  have  to  carry.  This  facilitated, 
sut  forced  sales  of  securities  in  the  market,  a  reduction  both  of  bank  loans 
of  bank  deposits,  with  the  result  tiiat  the  reserve  ratios  of  the  banks  were 
oved  and  with  the  consequence  that  interest  rates  were  held  down  or  reduced. 
'est  rates  on  short  bank  loans  are  primarily  governed  by  the  question  of 
her  reserves  are  excessive,  adequate,  or  deficient  with  relation  to  deposits, 
%  period  of  tight  money  is  eased  off  either  by  a  decline  in  deposits  or  by  an 
ase  in  reserves  or  by  both. 

it  the  role  of  brokers'  loans  for  account  of  others  in  the  1929  episode  was  a 
ally  different  thing.  These  loans  were  made,  not  in  the  crisis,  but  in  the 
d  of  the  boom,  and  when  the  crisis  came  there  was  a  sudden  panicky  with- 
al of  these  loans  ''for  account  of  others",  with  the  result  that  there  had  to  be 
intense  expansion  of  bank  credit,  loans,  and  deposits,  to  take  care  of  it.  In 
anic  week  of  1929,  the  total  of  loans  for  the  reporting  member  banks  in  New 
City  increased  bv  $1,281,000,000,  while  the  demand  deposits  of  these  same 
s  showed  an  increase  of  $1,565,000,000.  Of  this  increase  in  loans,  374 
ins,  or  over  29  percent,  was  in  the  Chase  National  Bank  alone,  where  the 
□t  writer  was  in  a  position  to  know  very  definitely  what  was  going  on  and 
the  money  market  consequences  were. 

e  situation  was  studied  closely  as  it  developed  through  1928  and  1929,  and 
ame  increasingly  clear  that  a  grave  problem  existed.  The  volume  of  brokers' 
for  "the  account  of  others"  looked  manageable  in  late  1928,  but  it  grew  by 
and  bounds  through  1929,  and  it  became  increasingly  clear  that  only 
c  measures  could  meet  the  crash  when  it  came.  The  New  York  banking 
aunity  was  increasingly  preparing  itself  for  this  shock,  and  made  an  eminently 
table  performance  in  meeting  it  by  a  gigantic  expansion  of  loans  and  a 
sponding  expansion  of  deposits. 

t  the  contention  that  it  was  a  good  thing  that  they  should  have  had  to  do  so, 
ise  otherwise  demand  deposits  would  have  gone  down,  is  one  of  the  most 
stic  things  ever  said  by  any  writer  on  money  and  banking. 

f    DEMAND    DEPOSITS    AND    INT* REST 


n  of  Currie's  con- 

r .        __rrie  believes  that 

i  demand  deposits  lowers  the  rate  of  interest.  I  quote:  "In  the 
sr  case,  the  banks  create  deposits  by  increasing  loans.  This  has  a  tendency 
wer  interest  rates"  (p.  20).  Currie  apparently  believes  that  the  existing 
ne  of  deposits  can  be  loaned  by  banks,  even  their  time  deposits  (p.  152). 
Sieves  that  the  contraction  of  demand  deposits  of  member  banks  in  the  first 
aths  of  1938  was  "probably  the  major  cause  of  the  abnormal  rise  in  interest 
In  that  period "  (p.  145). 

apparently  does  not  realize  that  banks  do  not  own  their  existing  deposits. 
existing  deposits  are  liabilities  of  the  banks.  They  are  the  debt  of  the 
I  to  their  customers.     Their  customers  can  lend  them,  if  they  wish,  but  the 

oney"  In  Currie's  luuruoga  mtuu  taita  In  lbs  builds  of  the  pabUo  pin  "sdjuitwl  dSMnd  (Wpotiut." 
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banks  cannot.  A  bank  can  lend  only  if  it  has  enough  cash  reserves  to  permit  it 
to  create  a  new  demand  deposit  liability  to  a  borrowing  customer,  or  to  pay  out 
cash  in  making  the  loan— or,  of  course,  if  it  has  liquid  assets  other  than  cut 
reserves  by  the  disposal  of  which  it  can  promptly  get  more  cash.  The  facts  with 
reference  to  the  relation  of  deposits  and  interest  rates  are  precisely  the  reverse  of 
Currie's  assumption  and  belief.  When  a  bank's  deposits  are  low,  in  relation  to  i 
given  volume  of  cash  reserves,  its  ability  to  lend  is  great,  its  temptation  to  lend 
is  great,  and  if  other  banks  are  similarly  placed,  the  competition  of  banks  for  loani 
makes  interest  rates  go  low.  As  deposits  increase  with  the  same  given  volume 
of  reserves,  interest  rates  tend  to  go  higher. 

The  fact  is,  further,  that  the  decline  in  demand  deposits  in  1928,  instead  of 
raising  the  interest  rates,  as  Currie  supposes,  tended  to  ease  off  interest  rates  and 
tended  to  defeat  the  efforts  of  the  Federal  Reserve  System  to  control  the  stock 
market  speculation  by  tightening  money.  Moreover,  the  fact  is  that  the  sudden 
increase  in  demand  deposits  at  the  end  of  1929,  as  the  member  banks  were  obliged 
to  take  over  the  loans  "for  account  of  others",  operated  to  hold  up  interest  rates 
and  to  retard  the  efforts  made  by  the  Federal  Reserve  banks  to  ease  off  the  money 
market. 

4N8,  1*28-29 


The  main  explanation  of  the  decline  in  demand  deposits  in  1928  was  the  growth 
of  brokers*  loans  "for  account  of  others"  and  for  the  account  of  out-of-town  Dank*, 
though  other  factors  entered  as  shown  below.  The  present  writer  analysed  this 
while  it  was  going  on,  in  three  numbers  of  the  Chase  Economic  Bulletin.7 

Instructed  by  a  customer  with  large  demand  deposits  to  make  a  loan  for  hi 
account  to  stock  exchange  brokers,  the  bank  might  do  one  of  two  things.  It 
might,  most  simply,  turn  over  to  the  customer  a  loan  which  it  had  already  made, 
debiting  his  deposit  balance  as  it  did  so.  Here,  obviously,  in  the  bank's  figures, 
loans  go  down  and  deposits  go  down,  and  no  change  takes  place  in  any  other  hank, 
so  the  total  of  loans  and  deposits  in  the  banks  is  reduced,  and  pressure  on  the 
bank's  reserve  is  reduced.  The  bank  is  in  a  better  position  to  make  a  new  low 
than  it  was  before.  A  more  complicated  case  would  be  where  the  bank  made  i 
loan  at  the  "money  desk"  in  the  stock  exchange  for  the  customer's  account,  and 
debited  his  deposit  balance,  giving  a  cashier's  check  to  the  broker  who  took  the 
loan.  The  bank,  in  this  case,  assuming  that  it  reserves  were  just  adequate — and 
the  reserves  were  under  pressure  in  general  throughout  1928— would  be  disposed 
to  call  a  loan  made  for  its  own  account  on  the  sanic  day,  in  order  to  avoid  a  deficit 
in  its  dealings  with  the  clearing  house  and  the  Federal  Reserve  bank  the  following 
day.  In  this  case,  also,  deposits  go  down  for  the  bank  and  for  the  bankiug  system, 
and  loans  go  down  for  the  bank  and  for  the  banking  system.  This  matter  it 
analyzed  fully  in  the  bulletin  above  referred  to,  Brokers'  Loans  and  Bank  Credit 

The  remarkable  thing  about  loans  "for  account  of  others"  in  1928-29  is  the 
altogether  unprecedented  volume  or  money  available  for  this  use.  It  had  never 
happened  before  in  our  history,  and  that  it  should  have  happened  at  that  time 
calls  for  a  very  special  explanation.  The  explanation  is  to  bo  found  in  the  pie- 
ceding  gigantic  expansion  of  bank  credit  between  1922  and  early  1928,  amounting 
to  I'A'-i  billions  of  deposits,  demand  and  time  together,  and  to  14%  billions  in  loan* 
and  investments,  for  the  commercial  banks  of  the  country,  savings  banks  not 
included. 

This  bank  expansion  was  based  (a)  on  inflowing  gold,  and  (6)  on  easy  money 
policies  of  the  Federal  Reserve  banks,  very  especially  on  the  great  open-market 
purchases  of  Government  securities  in  1924  and  in  1927,  the  latter  being  the 
episode  so  highly  praised  by  Dr.  Currie.  This  expansion  had  put  redundant 
liquid  resources  into  a  great  many  hands.  Between  the  middle  of  1927  and  tbe 
middle  of  1928,  for  example,  as  a  result  of  the  immense  expansion  of  cheap 
money,  some  1,800  millions  of  new  foreign  securities  refunding  excluded,  welt 
placed  in  the  United  States,  an  amount  far  exceeding  the  needs  of  foreigners  for 
meeting  current  interest  and  for  offsetting  our  favorable  merchandise  trade 
balance,  the  proceeds  of  which  thev  were  in  a  position  to  lend  to  our  securitie" 
market  when  the  rates  of  interest  there  attracted  them. 

The  growth  of  the  issue  of  new  securities  of  all  kinds  during  this  period  of  bsnk 
expansion  was  very  great;  1923  was  the  one  year  during  this  period  in  which 
there  was  no  bank  expansion.      The  total  of  new  securities  publicly  placed  M* 
4,300  millions  hi  that  year,  taken  up  by  investors'  money.     In  the  calendar  year      , 
1927,  on  the  other  hand,  with  an  expansion  of  bank  credit  of  approximately  • 
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,  the  total  of  Dew  securities  publicly  placed  was  7,790  millions,  the 
1923  in  investors'  savings  being  490  millions,  but  3  billions  of  the 
resultant  of  bank  expansion. 

Security  issues 
tin  millions  of  dollan] 
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ies  market  when  interest  rates  grew  attractive.  Rapidly  riling 
s  and  real-estate  prices  through  this  period— the  vast  increase  in 
n.i  in  the  banks  was  a  very  important  factor  in  the  great  rise  in 
ces  during  the  period' — put  large  liquid  resources  into  the  hands  of 
jf  real  estate  who  were  wise  enough  and  fortunate  enough  to  sell 
rices,  and  as  many  of  them  hesitated  to  reinvest  in  either  securities 
in  1928  or  1929  at  the  high  prices  prevailing,  they  also  had  funds 
tans  to  the  securities  market.  And  the  same  thing,  of  course,  is  true 
vestors  who  sold  their  stocks  and  held  themselves  liquid  in  1928 

ilumc,  in  other  words,  of  broker's  loans  "for  account  of  others" 
let  of  the  prior  expansion  of  bank  credit  based  on  incoming  gold 
money  policies  of  the  Federal  Reserve  banks. 
■e  in  our  history  has  it  happened  that  so  vast  a  quantity  of  mobile 
ss  were  available.  When,  in  1928  and  1929,  the  Federal  Reserve 
vie  their  belated  effort  to  check  speculation  and  to  reverse  the 
expansion,  they  found  the  nisei  ve  confronted  with  many  unexpected 

r  is  allowed  to  overflow  in  the  tub  of  an  upstairs  bathroom  for  5 
a  fairly  simple  matter  to  "mop  up"  when  you  turn  off  the  tap. 
;  it  overflow  for  6  years  and  then  turn  off  the  tap,  you  have  a  tre- 
unt  of  pumping  to  do  before  you  get  the  house  dry  again.  And 
have  pum|>ed  enough  to  take  up  the  water  in  sight,  you  find  water 
ti  the  interior  of  the  walls  and  from  other  unexpected  places — this 
very  strong  house  which  doesn't  collapse  entirely. 


OTHER 


1    TENSION    I 


lt«l   w 


:nsion  of  money  in  1928  and  1929,  accompanied  by  the  exciting 
<et  and  the  rapid  rine  in  security  prices,  a  wide  variety  of  resources 
;mselves,  all  tending  to  case  off  the  strain  on  bank  reserves  and  to 
ensures  which  the  Federal  Reserve  banks  were  taking,  which  would 
e  been  entirely  effective,  from  reversing  the  movement.  (1)  As 
ncd,   brokers'  loans  "for  account  of  others"  took  brokers'  loan. 
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out  of  the  banks  and  reduced  demand  deposits.  (2)  On  a  substantial  scale,  new 
bank  stocks  were  issued,  with  the  result  that  the  banking  system  as  a  whole 
changed  deposit  liabilities  to  depositors  into  capital  liabilities  to  stockholder!, 
reducing  deposits  and  offsetting  the  pressure  on  reserves.  (3)  There  was  a  vet? 
substantial  growth  in  the  substitution  of  acceptance  credits  for  straight  loam, 
the  acceptances  being  very  largely  held  by  the  Federal  Reserve  banks  and  for- 
eign banks.  To  the  extent  that  this  occurred,  both  bank  loans  and  bank  depositi 
were  reduced,  while,  to  the  extent  that  the  Federal  Reserve  banks  bought  the 
acceptances,  new  reserve  money  was  created.  (4)  There  was  an  immense 
increase  in  rediscounting  by  the  member  banks — an  increase  which  would  not 
have  come  on  anything  like  so  great  a  scale  had  the  Federal  Reserve  banks  held 
their  rediscount  rates  above  the  market  in  accordance  with  the  orthodox  rale. 
(By  "the  market",  in  the  United  States,  I  mean  the  rates  on  loans  to  prime 
borrowing  customers  in  great  city  banks.)  (5)  There  was  a  reduction  in  the 
volume  of  "money  in  circulation"  (i.  e.,  actual  currency  outside  the  Treasury 
and  outside  the  Federal  Reserve  banks).  This  figure,  on  the  average,  stood  at 
$110,000,000  less  in  192S  than  in  1927,  making  a  net  addition  of  that  amount  to 
the  reserve  deposits  of  the  member  banks. 

For  these  various  reasons  the  measures  which  the  Federal  Reserve  System 
took,  which,  on  the  basis  of  their  previous  experience,  they  expected  to  be  ade- 
quate, proved  inadequate  and  ineffective,  though  there  never  was  a  time  when 
by  really  vigorous  measures,  including  rediscount  rates  above  the  market,  they 
could  not  have  accomplished  their  purpose. 

Be  it  observed  that  the  first  three  of  these  factors  which  operated  to  ease  . 
money  market  had  the  effect  of  holding  down  or  reducing  demand  deposits, 
directly  contrary  to  Currie's  theory  that  decreasing  demand  deposits  raise  interest 
rates.  Again  and  again,  the  informed  student  of  monetary  matters  is  impressed 
with  Currie's  complete  misunderstanding  of  important  financial  episodes  became 
of  his  exclusive  preoccupation  with  a  highly  simple  and  exceedingly  unrealistic 
theory. 

ANT    SIMPLE    THEORT    OP    MOSEY    AND    CREDIT    18    WRONG 

In  this  connection,  I  venture  the  proposition  that  any  simple  theory  purporting 
to  explain  money  and  credit  is  wrong.  And  any  effort  to  recast  our  whole  finan- 
cial fabric  on  the  basis  of  any  single  simple  theory  must  make  incredible  dis- 
turbances and  disorders  totally  unanticipated  by  the  men  who  believe  in  the 

simple  theory. 

currie's  generalizations  based  on  abnormal  period — neglects  eabuu 


A  further  very  important  thing  to  observe  in  this  connection  is  that  the  period 
from  1922  to  1934  and,  above  all,  the  10  years  from  1924  to  1934,  represent  highly 
abnormal  phenomena  in  the  field  of  money  and  banking,  and  an  increasing  pathol- 
ogy in  the  System.  Currie's  generalizations  are  almost  entirely  based  upon  this 
period  and,  very  especially,  upon  the  period  from  1927  on.  His  generalisation 
quoted  above,  for  example,  that  speculators  are  very  little  influenced  by  interest 
rates,  is  based  on  their  behavior  in  1928  and  1929,  though,  if  he  had  extended  hi» 
study  even  into  the  autumn  of  1927,  he  would  have  found  good  reason  to  believe 
the  contrary.  (See  Chase  Economic  Bulletin,  An  Analysis  of  the  Money  Market, 
June  4,  1928,  p.  18.)  In  ordinary  times,  low  money  rates  encourage  speculative 
borrowing  ana  rising  security  prices,  while  firm  money  rates  discourage  them. 
The  study  made  by  Warren  M.  Persons,8  for  example,  covering  the  years  1903-1*. 

S'ves  very  abundant  and  exact  evidence  on  this  point.  The  extent  to  which 
urrie's  generalizations  are  based  on  very  recent  years,  lacking  the  perspective 
which  earlier  financial  history  would  give,  will  be  recognized,  I  think,  if  the  reader 
will  examine  in  his  book  pages  36,  117-125,  131,  133,  the  last  paragraph  of  1J*. 
137,  172. 
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OTJLD     APPLY     SAME     POLICY     TO     NORMAL     AND    ABNORMAL 

Line  general  comment  may  be  made  with  respect  to  the  application  of 
y.  The  only  abnormality  which  apparently  can  exist,  from  the  stand- 
iJurrie's  analysis,  is  a  deviation  in  the  total  of  "  adjusted  demand  deposits" 
:et  cash  from  what  bis  norm  would  require  for  the  purpose  of  the  regula- 
lcotnes  or  prices,  which  apparently  are  his  control  for  business  activity. 
would  apply  the  same  reasoning  to  1928-29  as  he  would  apply  to  any 
riod  with  respect  to  these  matters.  (See  hie  discussion,  pp.  49-50  and 
im  of  97.) 


ese  years  were  years  which  had  been  preceded  by  such  a  gigantic  growth 
that  even  that  part  of  credit  which  he  alone  recognizes,  namely,  demand 

could  still  have  been  excessive.  The  world  was,  in  fact,  shot  through 
ormalities  in  1928-29.  For  one  thing,  we  had  been  for  years  getting  out 
i  of  exports  over  imports,  giving  credit  to  foreign  countries  in  the  process, 
i  tariff  barriers  which  prevented  their  repaying  these  credits.  Banks  all 
world  had  had  their  liquidity  impaired  by  the  rapid  expansion  of  credit 
to  illiquid  uses.  (See  Chase  Economic  Bulletin,  Some  Major  Forces  in 
rnational  Money  Market,  Oct.  29,  1927,  pp.  19-23,  26-29.)  A  vast 
it  debt  had  been  created — and  debt  is  the  other  name  for  credit — as  a 

these  tendencies.  Credit  expansion  had  been  laboring  for  years  against 
triers  and  had  been  for  years  preventing  necessary  industrial  readjust- 
upecially  in  England.  Currie  sees  nothing  of  the  growing  industrial 
oria,  sees  nothing  of  the  growing  abnormalities  in  international  trade 
,  sees  nothing  of  the  increasing  artificial  controls  of  commodity  prices, 
ling  of  the  growing  in  flexibilities  created  by  Government  policies.  All 
can  see  and  all  that  he  can  say  is,  apparently,  the  monotonous  "tit- 
-"money,  credit,  prices;  money,  credit,  prices  ,  and  his  formula  is  the 

an  industrial  situation  desperately  out  of  balance  as  it  is  for  one  well 
lown  and  ready  to  respond  to  an  easy  money  market. 

LIQUIDATION   NKVIIl  TO  BB  PKBHITTXI) 

ling  that  appears  quite  clear  from  Currie's  analysis  is  that  never,  under 
umstances,  must  a  real  liquidation  of  bank  credit  be  allowed  to  take 
[Tiat  we  have  got  out  of  previous  crises  as  we  nave  liquidated  credit, 
ng  the  insolvent  and  verifying  the  solvency  of  those  who  were  good,  so 
fidence  was  restored  in  the  credit  situation,  at  the  same  time  reducing 
ity  prices  and  wages  and  readjusting  long  term  contracts  where  necessary, 
I  rentals  and  even  bond  interest,  means  nothing  to  him.  He  has  found 
wary  magic  to  prevent  all  this  in  the  proper  adjustment  of  the  supply  of 

cURRia   LIMITS  "CKBDIT"  TO  demand  DEPOSITS 


152).      The  fact  that  time  deposits  arc  owned  by  big  corporations  or 
f  wealth  is  "extraneous."     "The  savings  of  a  number  of  people  acting 
ely,  as  in  a  corporation,  should  have  no  different  economic  effect  than  the 
lOunt  of  savings  of  the  people  individually"  (p.  16). 
rrie,  loans  are  not  credit  and  book  credit  is  not  credit.     Eliminating  time 

and  eliminating  loans  and  investments  from  his  picture  of  credit  and 
inly  at  the  demand  deposits,  he  would  make  the  expansion  of  credit  in 
id  of  1922-28  much  less  than  it  evidently  is  when  we  look  at  the  whole 
>f  deposits  of  both  kinds,  and  loans  and  investments  in  the  commercial 
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Time  deposits,  he  says  (p.  99),  are  "not  affected  to  any  great  extent  by  inflows 
or  outflows  of  reserve  funds."  He  speaks  of  the  steady  secular  growth  of  time 
deposits  (p.  132)  and  says  they  "exhibited  little  cyclical  movement  from  1921  to 
1929,"  though  he  admits  the  secular  growth  was  arrested  in  1928-29,  and  ta 
apparently  puzzled  by  it.  The  facts  are  that  time  deposits  were  immensely 
responsive  to  the  inflow  and  outflow  of  reserve  funds,  that  they  expanded  will 
great  rapidity  in  periods  when  the  Federal  Reserve  Banks  were  making  reserves 
easy  by  cheap  money  policies,  and  that  they  slowed  down  their  growth  sharply 
or  even  ceased  to  grow  when  the  Federal  Reserve  Banks  tightened  up.  I  have 
discussed  this  in  great  detail  in  the  Chase  Economic  Bulletin,  "Bank  EspansioD 
versus  Savings,"  June  25,  1928,  from  which  I  quote  the  following  passage: 

"But  the  great  growth  of  time  deposits  has  been  in  the  periods  of  monetary 
ease  and  rapid  bank  expansion,  and  not  in  the  periods  of  relatively  firmer  money 
and  retarded  bank  expansion.  The  year  1922  was  a  year  of  rapid  expansion. 
The  Federal  Reserve  Banks  increased  their  open  market  purchases,  gold  came  in, 
and  deposits  moved  rapidly.  From  January  4,  1922,  to  January  3,  1823,  the 
time  deposits  of  the  reporting  member  banks  increased  from  $3,011,000,000  to 
$3,748,000,000,  or  24.5  percent.  The  year  1923  was  one  in  which  the  Federal 
Reserve  banks  reversed  their  policy  and  offset  the  incoming  gold  by  reducing  their 
open-market  purchases  and  raising  their  rates  of  rediscount.  The  time  deposits 
of  the  reporting  member  banks  in  this  year  rose  from  the  $3,748,000,000  of 
January  3,  1923,  to  $4,104,000,000,  or  9.5  percent,  by  January  2  of  1924.  The 
year  1924  was  one  of  very  great  Federal  Reserve  bank  expansion,  great  ease  of 
money  and  very  rapid  bank  expansion.  Time  deposits  moved  up  in  this  year 
from  $4,104,000,000  on  January  2  to  $4,849,000,000  on  January  7  of  1925,  or 
18.2  percent. 

"  The  case  is  even  more  striking  when  we  observe  the  behavior  of  time  depositi 
in  certain  of  the  major  cities.  From  April  12,  1922,  to  April  11,  1923,  time 
deposits  in  New  York  City  moved  up  from  $353,000,000  to  $627,000,000,  or 
77.8  percent.  In  the  following  year,  the  period  of  restricted  credit,  the  same  time 
deposits  moved  up  only  from  $627,000,000  to  $649,000,000,  or  3.5  percent  (by 
Apr.  16,  1924).  In  the  following  year,  coming  down  to  April  15,  1925,  a  period 
of  great  monetary  ease,  time  deposits  moved  up  to  $816,000,000,  or  25.7  percent, 
whereas  in  the  next  year  to  April  14,  1926,  there  was  an  actual  decrease  of  $2,000,- 
000,  the  1926  figure  being  $814,000,000. 

"A  similar  story  can  be  told  for  Chicago.  From  April  5,  1922,  to  April  11, 1S23, 
time  deposits  increased  from  $311,000,000  to  $372,000,000,  but  from  April  11, 
1923,  to  April  16,  1024,  they  increased  only  $1,000,000  to  $373,000,000.  Tma 
high  variability  in  the  growth  of  time  deposits  is  very  different  from  the  steady 
growth  which  characterizes  the  figures  of  the  savings  banks. 

"Again,  the  growth  of  time  deposits  has  been  very  much  more  rapid  than  the 
growth  of  savings  deposits,  as  shown  by  the  following  figures  for  the  mutual 
savings  banks,  on  the  one  hand,  and  the  time  deposits  of  the  reporting  member 
banks  and  national  banks,  on  the  other  hand. 

Comparative  growth  of  savings  deposits  and  time  deposit* 
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Surplus  reserves  generated  time  deposit*  more  rapidly  than  demand  deposits 
1922-28,  the  reason  being  very  simple.  Business  men  and  most  other  people 
id  to  be  economical  in  the  use  of  money.  They  do  not  usually  carry  pocket 
*h  or  till  money  in  great  excess  of  their  needs.  Instead  they  deposit  It  in  the 
nks.  But  they  usually  do  not  carry  demand  deposits  with  the  bank  at  low 
merest  or  at  no  interest  in  great  excess  of  their  needs  when  they  can  get  a  sub- 
tntlal  rate  of  interest  on  time  deposits.  Consequently  the  immense  expansion 
credit,  running  far  beyond  any  needs  of  trade  from  the  middle  of  1922  to  early 
28.  generated  primarily  an  expansion  of  time  deposits. 

Some  banks,  and  especially  country  banks,  were  lulled  into  a  false  sense  of 
surity  by  this,  and  used  the  funds  which  came  to  them  through  the  growth  of 
eir  time  deposits  in  such  a  way  as  to  tie  them  up  in  illiquid  form,  very  especially 
real-estate  loans.  But  most  of  the  New  York  City  banks  were  alert  to  the 
ngers,  and  realised  that  they  needed  to  keep  their  assets  against  their  time 
posits  quite  as  liquid  as  against  their  demand  deposits.  They  knew  that  their 
ne  deposits  were  chiefly  the  temporarily  idle  funds  of  great  business  corpora- 
ins  or  of  foreign  banks  or  of  rich  investors  who  had  temporarily  disposed  of 
vestments  and  were  awaiting  opportunities  in  the  market.  The  most  un- 
•tunate  case  of  all  would  be  the  case  of  the  country  bank  which,  by  a  time  de- 
sit  rate  above  the  city  rate,  attracted  temporarily  the  idle  funds  of  a  great 
sinees  corporation  In  such  an  amount  as  to  represent  an  important  percentage 
the  bank  s  total  deposits.  Many  such  banks  had  to  appeal  suddenly  to  city 
-respondents  as  these  deposits  were  suddenly  withdrawn.  Currie  is  impervious 
all  of  this.     He  is  concerned  with  a  schema,  and  the  facts  must  fit  the  schema. 


The  most  obvious  evidence  of  Curie's  misunderstanding  of  the  nature  of  time 
posits  and  the  general  nature  of  bank  credit  comes  in  his  proposal  of  an  "ideal" 
item  uf  control,  not  recommended  for  immediate  application  but  offered  to 
istrate  his  principle,  in  chapter*  XV.  Here  he  proposes  a  device  which  he 
sognues  as  essentially  similar  to  the  100-percent  reserve  for  demand  deposits 
in  (p.  156,  footnote),  though  be  puts  it  in  a  somewhat  different  way.  He 
mid  split  up  the  existing  banking  institutions  into  two  parts.  He  would  have 
i  Government  take  over  the  demand  deposits  of  the  banks  and  run-of-the-mine 
iets  to  correspond,  and  he  would  leave  the  banks  their  time  deposits  matched 

the  rest  of  their  assets.     He  would  divorce  the  supply  of  money  from  the 
.ning  of  money.     Faced  with  the  question  then  as  to  how  commercial  loans 
i)d  be  made,  he  says: 
'While  our  interest  in  this  study  is  centered  in  money  and  the  conditions  of 

supply,  nevertheless  it  remains  true  that  the  loans  of  banks  to  individuals 
o  could  not  readily  secure  loans  elsewhere  have  been  of  great  importance  in 
i  past  and  still  remain  of  importance.  What  would  happen  to  such  loans  if 
money  were  issued  by  the  Government?  The  answer  to  this  valid  objection 
lends  on  the  handling  of  savings  deposits.  The  best  solution  would  appear 
be  to  leave  them  with  existing  banks.  They  are  not  money,  and  therefore, 
u-t  from  laying  down  conditions  for  their  safe  investment,  the  State  has  not 
:  same  interest  in  them  as  in  deposits  subject  to  check.  Savings  deposits 
uprise  some  80  percent  of  all  deposits.  They  would,  therefore,  B  left  with 
sting  banks,  permit  continuance  of  loans  to  borrowers  who  cannot  secure 
ns  elsewhere.  The  volume  of  such  loans  is  commonly  overestimated.  They 
ong  to  a  past  era     *     *     *." 

This  is  a  very  remarkable  proposition.  The  banks  cannot  lend  their  time  de- 
lits.  Their  time  deposits  do  not  belong  to  them.  Their  time  deposits  are 
:ir  liabilities.  Banks  can  lend  only  if  (a)  they  have  cash  to  lend,  or  if  (b)  they 
>  in  a  position  to  create  new  demand  deposits.  Banks  thus  placed,  forbidden 
create  demand  deposits,  increasing  their  loans  only  as  new  time  depositors 
ng  tbem  cash  or  as  they  are  able  to  get  cash  by  reducing  their  existing  loans  or 
selling  existing  assets,  would  be  in  no  position  whatever  to  expand  loans  in  any 
MWency,  in  no  position  whatever  to  expand  loans  to  meet  seasonal  needB,  and 
idd  be  able  to  meet  the  annual  growth  of  industrial  borrowings  only  if  it  should 
happen  by  accident  that  their  customers  brought  them  in  the  right  amount  of 
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cash.  Pure  savings  banks  very  properly  recognize  no  obligation  to  meet  the 
borrowing  needs  of  their  depositing  customers.  They  may  lend  to  depositing 
customers  if  they  have  some  extra  cash.  Primarily  they  invest — when  and  if  it 
suits  them. 

Further,  if  the  banks  were  thus  cut  in  two,  the  difference  between  true  saving! 
deposits  and  time  deposits  held  by  corporations  and  large  investors  would  speedily 
manifest  itself.  The  batiks  which  had  only  time  deposit  liabilities  would  speedily 
find  themselves  being  drained  as  many  of  their  customers  withdrew  their  tunc 
deposits  in  order  to  turn  them  into  working  cash.  A  great  lot  of  the  existing  time 
deposits  are  held  by  banks  in  connection  with  the  total  customer  relation,  which 
includes  a  borrowing  equity  on  the  customer's  part.  Very  many  customers  with 
time  deposits  build  them  up  at  certain  reasons  of  the  year  and  let  them  turn,  at 
due  date,  into  demand  deposits  at  other  seasons  of  the  year,  so  that  they  may  on 
them,  check  against  them.  These  customers,  finding  themselves  suddenly  dealing 
with  savings  banks  rather  than  commercial  banks,  would  very  speedily  pull  out— 
and  we  should  have  an  immense  liquidation  of  the  dismembered  institutions,  and 
of  the  people  that  owe  them  money. 

CURB1B     WOULD     DROP     RESERVE     REQUIREMENTS     AGAINST     TIME     DEPOSITS    AMD 
INTERBANK   DEPOSITS 

Currie's  misunderstand  Log  of  the  nature  of  time  deposits  and  his  identification 
of  them  with  savings  leads  him  to  the  extreme  proposition  (page  163)  that  with 
more  stringent  regulations  insuring  that  time  deposits  cannot  be  checked  against, 
all  reserve  requirements  against  time  deposits  could  be  removed.  But  the  low 
3-pcrcent  reserve  against  time  deposits  (most  of  which  could  not  be  transferred 
by  check)  was  a  major  factor  in  making  the  ruinous  expansion  of  bank  credit 
between  1922  and  early  1628,  and,  had  there  been  no  reserves  at  all  required 
against  time  deposits,  the  thing  would  have  gone  very  much  further.  Through- 
out his  book,  Currie  seems  to  be  concerned  to  eliminate  almost  every  possible 
restriction  on  every  form  of  credit  except  his  "adjusted  demand  deposits." 
Thus,  on  pages  165-166,  he  says:  "If,  however,  the  deposits  of  the  nonmembcf 
banks  with  member  banks  are  not  placed  there  as  reserves  but  rather  as  invest- 
ments, and  the  bulk  of  them  appear  to  be  of  this  nature,  the  imposition  of  reserve 
requirements  may  tend  tabring  about  a  contraction  of  money  when  such  balances 
are  increasing  and  an  expansion  when  they  are  decreasing  *  *  *.  There  it, 
however,  a  clear  case  against  the  requirement  of  reserves  against  deposits  of  other 
member  banks." 

currie's  inadequate  knowledge  op  actual  banking  practices 

Incidentally,  it  may  be  remarked  that  the  foregoing  passage  is  an  illustration 
of  Currie's  inadequate  knowledge  of  what  banks  do.  To  a  banker,  the  state- 
ment that  the  bulk  of  the  deposits  of  nonmember  banks  with  member  banks  in 
investments  rather  than  reserves  is  fantastic.  In  part,  at  least,  they  are  neces- 
sary working  funds  for  domestic  exchange  transactions.  They  are,  in  large  part, 
primary  reserves,  usually  part  of  legal  reserve  requirements,  and  for  the  rest  they 
are  secondary  reserves,  highly  liquid  resources,  to  meet  seasonal  needs  or  to  meet 
crisis  emergencies  or  to  create  "borrowing  equities"  for  the  purpose  of  meeting 
seasonal  needs  and  crisis  emergencies.  The  following  figures,  representing  the 
behavior  of  deposits  and  loans  of  59  small  banks  through  a  wide  range  of  the 
country,  chiefly  nonmember  banks,  with  the  Chase  National  Bank  in  1920-21, 
will  illustrate  this.  The  banks  were  picked  at  random,  except  that  larger  place* 
were  avoided. 
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IMAGINARY    DIFFICULTIES    IN 


finds  a  good  many  difficulties  in  the  present  organization  of  banking 
is  considering  the  problem  of  effective  control  of  the  volume  of  money. 
jn  page  142:  "One  may  indeed  become  discouraged  when  it  is  realised 
actor  on  which  the  reserve  administration  must  place  chief  reliance  Id 
expansion — the  repugnance  of  member  banks  to  continuous  indebted- 
le  reserve  banks—is  itself  subject  to  variations,  becoming  weaker  In 
ug  and  stronger  In  the  downswing  of  business." 

fficulty,  of  course,  to  the  extent  that  it  is  a  difficulty,  would  not  exist 
eral  Reserve  banks  made  use  of  the  orthodox  principle  of  keeping  redis- 


a  a  further  obstacle  to  the  effectiveness  of  Federal  Reserve  policy, 
their  special  acceptance  policy,  which  he  correctly  recognizee  could 
altered  (p.  143).     But  ho  manufactures  an  enormous  number  of  diffi- 


discussing  the  relations  of  commercial  banks,  the  flow  of  funds  between 
serve  cities  and  interior  institutions  (with  resultant  changes  in  reserve 
iits)  and  the  like.  (See  especially  chap.  VII.)  It  is  perfectly  true 
i  money  is  easy  banks  will  be  less  economical  with  their  reserve  funds 
vault  cash  than  they  will  be  when  money  is  tight,  and  that  this  change 
jlicy  will  operate  against  effectiveness  of  Federal  Reserve  policy  seeking 

or  to  relax  the  money  market.  But  this  means  merely  that  the  Federal 
anks  need  to  do  a  little  more  than  they  would  otherwise  have  to  do  in 
r  of  exerting  control.     They  are  in  a  position  to  have,  at  all  times,  a 

knowledge  of  the  extent  to  which  reserves  of  all  the  member  banks  are 
ar  are  deficient,  and  if  they  are  at  all  "close  to  the  market"  relatively 

changes  in  discount  rate  or  in  open-market  holdings  can  meet  the 
The  existing  difficulties  of  control  are  not  made  by  the  organization 
iking  system,  but  by  the  appalling  plethora  of  member  bank  reserves, 
created  in  large  part. 

1    MEMBER    BANE    RESERVE    REQUIREMENTS   AS   A   MEANS    OF   CONTROL 

s  an  advocate  of  the  doctrine  of  varying  reserve  ratios  of  the  member 
he  Federal  Reserve  System  as  an  important  instrumentality  of  control, 
nt  writer  is  of  the  opinion  that  this  is  a  resource  which  is  very  unlikely 
>  in  a  boom  when  tightening  up  is  called  for.     Its  effect  would  be  very 

effect  of  tbe  more  familiar  methods  of  control  such  as  raising  discount 
the  selling  of  Government  securities  by  the  Federal  Reserve  banks,  or- 
:  of  the  Federal  Reserve  banks  to  buy  acceptances  as  their  acceptance 

run  off.  These  measures  strike  first  at  the  great  money  centers,  where 
are  most  liquid  and  where  they  are  in  a  position  to  stand  it.     The  raising 

requirements  hits  both  the  banks  that  have  excessive  reserves  and  those 
;  reserve  deficiencies.  The  method  of  varying  required  reserve  per- 
g  therefore  most  likely  to  be  used  in  lowering  reserves  at  a  time  when  It 

to  bring  about  expansion.  It  would  be  eminently  desirable  if  reserves 
me  deposits  were  forthwith  raised,  though  even  that  at  the  present 
ht  bring  an  outcry  from  certain  parts  of  the  country.  Certainly  all 
:reases  in  time  deposits  should  have  to  carry  a  much  higher  reserve 
e  than  is  at  present  required.  The  present  writer  is  of  the  opinion  that 
il  effect  of  the  effort  to  vary  reserve  requirements  frequently  would  be  to 
kers  constantly  apprehensive,  as  it  would  give  them  a  new  incalculable 
a  deal  with,  making  times  of  uncertainty  still  more  uncertain.     It  is 

to  use  familiar  methods  which  bankers  know  how  to  reckon  with. 

i  over  simple  statement  of  tbe  principle  of  keeiilns  above  the  market  as  applied  to  Ibe  Amart- 
>.  See  Hepburn  and  Anderson,  Tbe  Chase  Economic  Bulletin.  Tbe  Gold  and  Rediscount 
i  Federal  Reserve  Banks,  vol.  I,  do.  5;  reproduced  in  tbe  revised  edition  of  Hepburn'i 
Currency  In  the  United  States. 
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THE    FALLACY    OF   CHEAP  MONET   AB  A   SUBSTITUTE   F 

Experience  prior  to  the  present  great  depression  had  been  that  low  interet 
rates  were  among  the  circumstances  which  preceded  and  facilitated  the  revival  of 
business.  Other  attendant  circumstances,  however,  were  low  prices  of  raw 
materials,  reduced  wages  and  other  costs,  the  clearing  up  of  the  weak  spots  in  the 
credit  situation  by  insolvency  or  composition,  and  low  commodity  prices  which 
attracted  increased  consumer  buying.  To  these  should  be  added  the  correction 
of  maladjustments  in  the  proportions  of  our  industrial  activities  and  the  growing 
clarification  of  opinion  as  to  which  industries  could  most  profitably  expand.  In 
general  there  was  required  such  a  readjustment  in  the  relations  among  the  in- 
dustries and  in  the  relations  of  costs  and  prices  as  to  make  it  clear  that  profit! 
could  be  made  by  increasing  activity. 

Certain  writers  preoccupied  with  money,  credit,  and  prices,  ignoring  the  rest 
of  the  economic  situation,  have  incorrectly  generalized  from  this  experience  not 
merely  that  business  could  be  made  to  revive  in  a  time  of  depression  by  artificially 
easier  money,  but  that  active  business  could  be  indefinitely  continued  by  the 
manipulation  of  interest  rates.  So  far  as  this  rests  on  the  basis  of  experience 
rather  than  on  monetary  theories,  it  is  obvious  that  the  same  reasoning  would 


apply  to  the  price  of  raw  materials  or  to  wages  or  to  any  other  element  ii 
situation.     There  have  probably  been  times  when  a  boom  could  have  been  pro- 
longed for  a  time  by  the  artificial  holding  down  of  the  prices  of  raw  materials— 


though  the  upshot  would,  of  course,  have  been  that  at  a  later  time  the  supply  of 
raw  materials  would  have  grown  acutely  short  and  the  reaction  from  the  boom 
would  have  been  even  more  violent.  To  take  any  one  factor  in  such  a  situation 
and  seek,  by  manipulating  it  artificially,  to  make  it  unnecessary  for  the  other 
factors  in  the  situation  to  readjust  and  to  get  into  proper  relation  to  one  another, 
is  a  very  grave  error. 

COMMERCIAL    LOANS    AND    BANK    LIQUID  ITT 

Currie's  book  seems  to  rest  upon  a  very  narrow  base  of  information,  both  M 
to  the  theory  of  money  and  banking  and  as  to  the  general  facts  of  money  and 
banking.  Evidence  that  he  has  practical  banking  knowledge  is  absent.  Hie 
theoretical  sources  appear  to  be  almost  entirely  such  writers  as  Keynes,  Hawtrer, 
and  Robertson.  His  statistical  evidence  is  very  largely  drawn  from  the  highly 
abnormal  period  1922-33.  Money,  credit,  and  prices,  moreover,  are  treated 
almost  as  if  they  operated  in  a  vacuum.  The  organic  interrelations  of  money, 
credit,  banking  and  prices  with  industry  and  commerce,  considerations  of  indm- 
trial  equilibrium,  considerations  of  international  financial  and  trade  equilibrium 
and  similar  things  are  almost  entirely  lacking. 

Currie  is  definitely  hostile  to  commercial  paper  in  banks,  regards  Investment) 
as  the  ideal  form  of  banking  asset  and  declares  that  commercial  paper  is  of  declin- 
ing importance  (p.  117)  and  even  belongs  to  a  "pasters"  (p.  152).  HeemphasiK* 
the  growing  importance  of  security  loans  and  bank  investments. 

In  this  connection  he  says:  "  It  will  be  obvious  *  *  *  that  the  restriction 
of  bank  loans  to  commercial  borrowers  would  be  a  highly  dangerous  policy.  The 
application  of  the  banking  principle,  in  other  words,  most  assuredly  would  not 
secure  business  stability"  (p.  36),  and  in  a  footnote  he  says,  "For  a  defense  of 
the  banking  principle  see  B.  M.  Anderson,  Jr.,  Chase  Economic  Bulletin,  volume 
X,  no.  3." 

It  is  certain  that  the  present  writer  has  never  advocated  the  restriction  of 
bank  loans  to  commercial  paper.  On  the  contrary,  he  believes  that  he  is  one  of 
the  pioneers  in  pointing  out  the  immense  growth  of  bank  investments  in  bonde 
and  of  stock  exriiutiitir  collateral  loans  as  compared  with  commercial  paper. 
(Sec  Value  of  Money,  New  York,  1917,  ch.  on  Bank  Assets  and  Bank  Reserves.) 
Tin:  prvsi'ot  writer  lia-  been  studying  ihis  opibleni,  both  theoretically  and  prac- 
tically, for  many  vears,  and  he  finds  l)r  Currie's  observations  with  respect  totbe 
matter  exceedingly  superficial  and  misleading. 

Com  menial  loans  grow  with  the  growth  of  1  in:  business  of  the  country  when 
money  rates  are  not  unduly  easy  and  when  bank  credit  is  not  expanding  irith 
undue  rapidity.  The  raj>id  growiii  uf  stock  market  loans  and  bank  investment! 
in  the  period  from  lxiltj  to  1904,  for  example,  was  a  phenomenon  associated  with 
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a  increase  in  sold  in  the  world,  and,  above  all,  in  the  United  States." 
this  period,  however,  there  was  a  rapid  growth  of  commercial  loans 
tie  extreme  rapidity  with  which  security  loans  and  bank  investment* 
jn  1922  and  1929,  and  very  especially  between  1924  and  1929,  was 
e  to  the  fact  that  money  was  so  excessively  easy  and  the  issue  of  new 
pecially  stocks  at  high  prices,  was  so  excessively  easy,  that  virtually 
■ation  in  the  country  which  had  any  kind  of  credit  standing;  put  out 
es,  paid  off  or  reduced  its  bank  loansj  and  accumulated  cash. 


o  Indicate  a  steady  long  lime  downward  tread  In  the  percentage  of  com- 
ats  of  banks.    Our  best  long  statistical  serins  hers  Is,  of  course,  our  figures 
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definitely  pathological.  Moreover,  from  1034  to  1038,  the  "all  other 
contain  a  rapidly  growing  proportion  of  real-estate  loans  and  Irutal- 
In  the  percentage  of  commercial  paper  was  mors  marked  even  than 
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Currie,  in  common  with  not  a  few  others  who  observed  the  phenomenon  white 
it  was  going  on,  thinks  of  it  as  due  to  changed  corporate  policy.  The  present 
writer  is  quite  sure  that  it  was  due  rather  to  money  market  ease.  The  fallowing 
figures  for  the  composition  of  the  earning  assets  of  the  reporting  member  banks 
of  the  Federal  Reserve  System  illustrate  this  strikingly: 

Loans  and  investments  of  reporting  member  banks  (monthly  averages  of  weekly  figura) 


1933. 

ia,uflfl 

13,368 


22,351 
hi,  434 


13,  412 


Source:  Statistical  A 


a!  the  United  States. 


The  period  from  March  1922  to  March  1923  was  characterized,  on  the  whole, 
by  a  great  expansion  of  bank  credit,  due  to  the  fact  that  the  Federal  Reserve 
banks  had  bought  Government  securities  and  acceptances  easing  the  money 
market,  a  policy  which  they  began  to  reverse  in  January  of  1923.  During  this 
period,  security  loans  and  bank  investments  grew  rapidly  in  relation  to  commer- 
cial loans.  March  1923  to  March  1924  was  a  period  when  the  Federal  Reserve 
banks  were  holding  back  and  bank  expansion  was  not  taking  place.  Commercial 
loans  grew  during  this  period  at  virtually  the  same  rate  as  the  vear  before.  Secur- 
ity loans  increased  hardlv  at  all  and  bank  investments  actually  declined. 

The  following  year,  March  1924  to  March  1925,  was  characterized  by  an  im- 
mense expansion  of  bank  credit  based  on  Federal  Reserve  purchases  of  Govern- 
ment securities  and  inflowing  gold,  and  in  this  year  there  began  the  great  increase 
in  the  proportion  of  bank  investments  and  security  loans  to  commercial  loans. 
For  the  rest  of  the  period,  down  to  1929,  this  tendency  went  on,  accelerated  sharply 
by  the  great  expansion  of  credit  in  1927. 

No  radical  change  in  corporate  policy  took  place  in  this  short  period.  The  sig- 
nificant variable  was  the  money  market  itself. 

Currie  is  not  at  ail  concerned  about  the  quality  of  bank  rredit  and,  indeed, 
makes  a  sharp  issue  between  his  theory,  which  calls  for  policy  directed  toward 
the  control  of  the  quantity  of  demand  deposits,  and  the  antagonistic  policy  of  ■ 
protection  of  the  quality  of  bank  loans  and  investments.  I  stand  emphatically 
for  the  other  point  of  view.  I  am  concerned  about  the  quality  of  money  and 
credit.  I  trust  a  situation  In  which  no  new  credit  or  debt  is  created  without  due 
consideration  of  the  sources  from  which  repayment  can  come,  in  which  adequate 
margins  exist  to  provide  against  rinks  and  in  which  the  general  situation  is  ade- 
quately liquid.  In  this  connection  1  concern  myself  very  especially  with  con- 
siderations of  the  underlying  industrial  and  trade  equilibrium  as  well  as  with 
the  technical  position  of  particular  borrowers. 

I  would  emphasize,  and  did  emphasize  in  my  1917  study,  that  modern  cor- 
porate organization  and  the  development  of  the  great  stock  market  have  made 
bank  loans  against  securities  safe  and  desirable  when  held  within  proper  limits 
and  when  properly  handled.  But  such  a  radical  change  as  that  which  took 
place  between  1923  and  1929  in  the  proportions  of  commercial  loans,  security 
loans  and  investments  was  a  source  of  great  disquiet  to  me,  as  the  situation 
develo]>ed,  and  was  a  circumstance  which  led  mo.  to  give  repeated  warnings. 

One  of  the  finest  developments  in  American  hanking  in  the  last  two  or  three 
decades  has  been  the  improvement  in  credit  technique  in  connection  with  com- 
mercial loans.    The  bank  credit  men  of  the  United  States  have  done,  outside  of 
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academic  walls,  an  altogether  superior  piece  of  scientific  work  in  studying  the 
conditions  under  which  commercial  loans  may  properly  be  extended  and  in 
"developing  a  tradition  and  a  code  with  respect  to  this  matter — as  well  as  a  very 
flue  system  of  interchange  of  information.  Further,  when  business  men  get  an 
Important  part  of  thair  working  funds  from  the  banks,  they  come  and  sit  with  the 
banker  once  a  year  or  more,  to  discuss  their  plane,  and  especially  to  consider  how 
much  money  tney  may  wisely  use.  Industrial  policy  is  very  much  improved  by 
these  conferences.  When,  however,  the  business  community,  as  was  true  from 
1923  to  late  1929,  can  go  instead  to  the  securities  market  and  freely  obtain  money 
It  may  or  may  not  need,  adequate  for  its  guessed-at  needs  for  the  next  several 
years,  a  very  different  situation  is  created.  The  careful  and  exact  and  fine  calcula- 
tion disappears.  The  amount  borrowed,  or  the  amount  secured  by  stock  issues, 
becomes  a  matter  of  the  accidents  of  the  money  market  rather  than  a  matter 
of  the  actual  industrial  outlook.  The  volume  of  credit  is  much  less  closely  ap- 
portioned to  the  general  needs  of  the  commercial  and  industrial  situation,  and  has 
nothing  like  so  fine  an  adjustment  in  quality  and  in  detail  to  the  actual  processes 
of  industry  and  grade.  The  commercial  loan  should  be  encouraged  and  not  dis- 
co u  rag  mi. 

To  substitute  for  the  fine  scientific  job  which  the  linnk  credit  men  of  the 
country  have  done,  which  can  deal  in  detail  with  the  credit  needs  of  the 
country,  the  vague  speculations  of  the  "  modern  monetary  theorists "  like 
Messrs.  Keynes  and  Carrie,  concerned  with  the  total  amount  of  money  and 
credit  which  the  whole  country  needs  from  the  standpoint  of  regulating  In- 
comes and  prices  and  the  "relation  of  savings  to  investment",  does  not  seem 
to  be  scientific  progress  or  reform. 

The  old  view  that  only  short-term  commercial  loans  are  self- liquids  ting  the 
present  writer  himself  has  objected  to.  and  he  has  emphasized  the  liquidity — 
not  merely  the  "  shlftebility ",  hut  the  actual  liquidity — of  loans  to  the 
stock  market.  Brokers'  loans,  for  example,  at  the  beginning  of  1920,  stood  in 
New  York  at  1,750  millions,  and  were  reduced  to  under  TOO  millions  by  the 
end  of  1D20  at  a  time  when  commercial  loans  were  being  rapidly  increased 
as  the  banks  took  care  of  the  borrowing  needs  of  their  commercial  customers 
in  the  crisis.  And  even  the  vast  and  unwholesome  total  of  8^  billions  of 
brokers*  loans  in  the  stock  market  in  lute  1921)  whs. actually  reduced  by  liquida- 
tion to  under  300  millions  by  the  summer  of  1932*  (offset  in  minor  part  by  a 
shift  to  hank  customers'  loans  against  securities).  But  the  principle  of 
liquidity  the  writer  would  Insist  upon,  and  the  same  reasons  which  led  Adam 
Smith  to  reject  the  real-estate  loan  as  a  proper  banking  asset  persists  in  the 
mind  of  the  present  writer  as  good  and  valid  grounds  for  rejecting  reale-state 
loans.  The  present  writer  has  emphasized  that  not  all  of  the  so-called  "  com- 
mercial loans  "  are  truly  liquid.  An  Important  part  of  them  are.  Loans  to 
local  customers  often  are  not.  The  hank  must  take  care  of  them.  The  British 
bankers  make  a  sharp  distinction  between  their  advances  to  commercial  and 
manufacturing  customers  and  iheir  commercial  bills,  the  latter  being  highly 
liquid.  American  bankers  have  long  made  sharp  distinctions  among  their 
customers  from  the  standpoint  of  liquidity,  certain  of  them  being  highly  liquid, 
certain  loans  being  definitely  seasonal,  and  also  between  their  holdings  of 
customers'  paper  oil  the  one  hand  and  of  outside  commercial  paper  and  accept- 
ances on  the  other  hand. 

Carrie  (p.  38)  holds  that  neither  security  loans  nor  commercial  loans  are 
liquid  en  maase.  This  Is  not  true.  At  the  very'  worst  of  an  extreme  strangling 
crisis  it  tends  to  be  true,  but.  In  general,  it  is  not  true.  Ton  can't  liquidate  all 
loans  at  one  time,  but  you  can,  barring  an  extreme  panic,  liquidate  enough  to 
correct  an  unsatisfactory  situation.  If,  however,  you  neglect  the  quality  of 
your  credit  through  a  period  of  years,  and,  by  overdoing  quantity,  bring  about 
a  general  qualitative  deterioration,  as  we  did  from  1822  to  1929,  the  problems 
of  liquidation  become  extremely  difficult.  The  desirable  thing  is  to  hold  a  firm 
grip  on  the  situation  at  all  times  and  to  watch  both  quality  and  quantity  at  all 
times. 

criticism  or  currie's  version  or  quantity  theory 

Where  Irving  Fisher  builds  his  quantity  theory  on  the  notion  of  quantity  of 
money  going  through  all  kinds  of  payments,  using  a  "  velocity  "  concept  that 
tries  to  take  account  of  all  of  the  turnovers  of  money,  Currle  uses  a  flMtetwA, 
Telocity  concept,  namely,  what  he  calls  "income  velocity."  Th\s  \s  uXAeAafcOi \>i 
dividing  the  figures  for  the  total  Income  of  the  country  In  any  one  yeftT  Vs  Va* 
average    quantity  of  money  for  that  year,  money  being  the  actao\  uasAAw 
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band  circulation  outside  of  banks,  plus  "  adjusted  demand  deposits."  He  thinks 
of  the  money  and  Income  Telocity  In  combination  as  the  factors  governing  the 
volume  of  income,  and  volume  of  income  apparently  is  what  governs  the  price 
level. 

No  doubt  a  man  can  make  the  arithmetical  calculation  required  to  estimate 
an  income  velocity.  But  that  a  casual  llieory  can  be  erected  npon  this  simple 
mathematical  operation  is  an  extraordinary  notion.  Why  could  It  not  be 
equally  said  that  the  national  income  and  the  money  together  govern  the  income 
velocity,  or  why  could  it  not  be  equally  said  that  the  Income  velocity  and  the 
incomes  together  govern  the  quantity  of  money?  Why  should  anybody  suppose 
that  all  of  the  money  and  credit  actually  goes  through  Incomes  in  the  course 
of  a  year?  Why  may  not  large  parts  of  it  be  limited  entirely  to  capital  trans- 
actions and  other  business  transactions?  If  so.  ought  not  the  figure  for  money 
that  goes  Into  the  computation  be  reduced  (how  much  one  does  not  know) 
with  a  resulting  increase  (by  how  much  one  does  not  know)  in  the  velocity 
figure? 

And  why  should  one  be  sure  that  Income  always  governs  prices?  It  appears 
equally  obvious  that  prices  govern  Income!  And  the  truth  about  the  matter, 
ill  the  present  writer's  opinion,  is  that  no  single,  simple  formula  can  possiblt 
be  correct.  There  is  a  complicated  Interplay  of  forces,  and  a  sound  theory  of 
prices  must  be  integrated  with  the  whole  body  of  economic  theory." 

OCBKIBfS   QUANTITY   THEORY    00NI>KVNF3>  BY   KEYNES 

Mr.  Keynes  (to  whose  views  Dr.  Currie  In  general  adheres)  himself  repudiate! 
vigorously  the  quantity  theory  concept  that  Dr.  Currie  employs.  Mr.  Keynes 
not  only  separates  Income  velocity  from  the  "  velocity  of  business  deposits  ",  bat 
he  also  separates  "  Income  deposits  "  and  "  business  deposits."  Of  the  concept 
employed  by  Dr.  Currie  he  says :  "  But  the  relationship  between  the  total  annual 
receipts  of  income  receivers  and  the  average  stock  of  money  held  for  all  purpose) 
is  a  hybrid  conception  having  no  particular  significance."  a  I  concur  fully  will 
Mr.  Keynes  in  this  one  point. 

NATVH  APPLICATION  OF  BIKPLE]  MATHEMATICAL  FOBHULA  TO  COMPLEX  ECONOMIC  LDT 

To  the  economist  accustomed  to  the  study  of  the  general  factors  governing 
incomes  and  volume  of  production,  to  the  economist  accustomed  to  the  general 
theory  of  value  (of  which  the  theory  of  the  value  of  money  ought  to  be  a  special 
case),  and  to  any  man  who  has  studied  economic  problems  enough  to  be  impressed 
with  their  intricacy  and  complexity,  this  simple  piece  of  mathematical  computa- 
tion, offered  as  the  basis  for  the  determination  of  public  policy  with  respect  to 
money,  credit,  and  banking  in  a  great  complex  modern  economy,  appears  In- 
credibly naive. 

Senator  McAdoo.  In  order  to  save  our  time  in  trying  to  read  these 
books,  have  you  not  made  succinct  analysis  of  them  so  that  we  can 
read  it  in  digest  form  r 

Mr.  Anderson.  This  is  a  booklet  of  some  32  pages. 

Senator  McAdoo.  That  is  the  reason  I  asked  the  question. 

Mr.  Anderson.  If  you  wish  me  now  to  summarize  certain  of  the 
main  points,  I  should  be  glad  to. 

Senator  McAdoo.  We  would  like  to  know  what  the  main  points  are 
and  what  your  theory  is ;  at  least,  I  would. 

Mr.  Anderson.  Let  me  state  my  theory  rather  briefly.  Phrased 
in  the  statements  quoted  yesterday  from  Woodrow  Wilson  that  beat 


_f  Mr.  Keynes'  Treatise   _..... 

on  bo  extensive  a  scale  that  It  would  be  almost  tmp™nlhlc.  to 
Keynes  in  sometimes  realistic  enough  In  rerojtnlie  this  when  r 
Thus,  with  respect  to  one  Important  variable  In  his  scheme,  h 

more  than  S  percent  and  lean  than  12  percent  but  lie  places  It  pi ...   ..  ,,_. ,. ... 

a  range  ct  uncertainty  of  MO  percent,  with  no  certainty  aa  far  ha  the  present  writer  »» 
see   that  even    the   inipei   and    lower  tn   have   validity,      (Treatise  on   Money:   vol.  I, 

p.  46.  vol.  II,  pp.  20-30.) 
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upon  it,  when  we  speak  of  the  ebb  and  flow  of  credit,  I  believe  it  is 
the  business  of  bank  credit  to  adust  itself  to  the  ebb  and  flow  of 
commerce,  and  not  to  try  to  force  the  pace.  I  believe  in  elastic  bank 
credit,  credit  that  rises  as  commodity  prices  rise,  credit  that  is  re- 
sponsive to  decline  of  commodity  prices  and  the  decline  of  business, 
credit  that  is  kept  closely  related  to  living,  flowing  business,  credit 
that  is  kept  sweet  and  clean  and  quickly  ready  to  respond.  I  believe 
that  the  large  matter  of  prosperity  and  depression  is  governed  by  a 
great  many  factors,  of  which  money  and  credit  are  only  one.  If  you 
have  a  bad  boom,  a  long-continued  boom,  you  get  many  things  out  of 
adjustment,  you  get  certain  prices  much  too  high  and  some  others 
lag  behind. 

In  1920,  for  example,  we  had  railroad  congestion.  The  railroads 
could  not  carry  the  goods  because  there  was  too  much  being  done. 
We  had  a  great  unsettling  factor  in  that  much  of  our  business  was 
directed  toward  foreign  markets  and  credit  was  growing  weaker 
and  weaker  on  the  other  side.  We  had  a  multitude  of  other  malad- 
justments growing  out  of  the  war  and  the  post-war  boom.  To  have 
tried  to  overcome  all  those  things  then  by  further  expansion  of  credit 
would  have  been  clearly  wrong.  Bather,  we  let  it  go  down.  We  had 
a  smash.  We  gave  them  what  credit  they  needed  in  the  crisis  so  as 
to  protect  the  solvency  of  the  solvent  man,  and  we  did  not  keep 

S limping  out  more  and  more  credit  to  validate  insolvent  positions. 
7e  had  a  readjustment,  and  it  was  a  terrific  readjustment.  Com- 
modity prices  had  risen  from  100  in  1913  to  248,  and  they  dropped 
in  a  13-month  period  to  138.  Wages  came  down.  A  lot  of  bank- 
ruptcies occurred.  We  cleaned  up  the  weak  spots  of  the  credit  situ- 
ation. Various  other  costs  came  down.  In  13  months  we  accom- 
plished the  readjustment,  the  tide  turned,  and  by  the  spring  of  1923 
we  had  a  labor  shortage  in  this  country. 

Bank  credit  did  its  job  there.  Federal  Reserve  credit  expanded 
in  1920  up  to  the  end  of  the  year,  nearly.  It  did  it  by  redis- 
counts. It  did  not  do  it  by  open  market  operations.  We  did  not 
try  to  make  Federal  Reserve  credit  do  the  impossible  thing.  One 
country  did,  however.  That  was  Japan.  Japan  tried  to  avert  that 
crisis  and  liquidation.  Japan  choked  off  the  crisis  by  great  expan- 
sion of  bank  credit.  The  great  banks,  the  government,  the  great 
industries,  carried  over  the  stale  unliquid  position,  using  bank 
credit  for  8  years  until  1927— endured  7  years  of  stagnation  to  avert 
losses  on  1  year's  inventory.  And  then  the  smash.  Then  they 
learned  something.  They  got  flexible.  Since  1927  Japanese  prices, 
wages,  costs,  industrial  methods,  have  all  been  very  flexible.  They 
have  also  allowed  their  currency  to  depreciate,  though  they  were  not 
first  in  doing  this,  and  part  of  it  appears  to  have  been  due  to  their 
Chinese  and  Manchurian  military  expenditures.  They  seem  to  be 
almost  the  only  country  whose  exports  have  been  really  helped  by 
currency  depreciation.  This  I  attribute  to  two  factors:  (1)  A  small 
country,  they  did  not  shock  world  credit  when  their  currency  broke, 
as  England  did,  and  as  we  did;  and  (2)  their  internal  cost-and-price 
fabric  was  highly  flexible.  They  had  heavy  currency  depreciation 
between  1920  and  1927  without  any  help  to  their  foreign  trade  rela- 
tions and  without  internal  prosperity. 
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This  time  we  have  used  the  Japanese  method  of  1919-20.  We  tried 
to  make  bank  credit  do  all  the  work.  We  tried  to  prevent  the  read- 
justments that  were  necessary.  Cheap  money  is  helpful  in  getting 
out  of  a  depression  if,  along  with  it,  you  get  things  shaken  down  and 
readjusted.  You  have  had  your  commodity  prices  down,  your  raw 
materials  down ;  you  have  had  your  wages  down  where  necessary ;  yon 
have  had  a  shifting  in  the  proportions  of  the  industry ;  and  if  things 
are  well  shaken  down  cheap  money  is  very  helpful.  But  to  try  using 
bank  expansion  or  currency  debasement  as  a  substitute  for  readjust- 
ments, is  simply  to  carry  on  an  impossible  situation.  It  gets  worse 
and  worse,  and  when  the  final  smash  does  come  it  is  very,  verv 
difficult. 

There  is  my  theory  as  to  what  bank  credit  can  and  cannot  do.  In 
a  crisis  expand  credit  to  save  solvent  men.  Give  solvent  men  with 
slow  assets  time  to  make  use  of  their  slow  assets  in  meeting  their 
quick  liabilities.  Do  not  try  to  validate  the  bad  assets  of  insolvent 
men. 

Senator  Couzens.  You  have  tried  to  tell  us  what  you  would  do  in 
the  case  of  a  depression,  not  to  allow  credit  to  be  used  to  maintain 
false  standards.  What  would  yon  do  to  prevent  an  occurrence  mich 
as  happened  in  1928  and  1929  when  values  went  down? 

Mr.  Anderson.  My  position  is  made  clear  in  a  series  of  discussions 
running  from  1921  on.  I  would  have  prevented  the  use  of  bank  credit 
during  that  period  as  a  substitute  for  readjustment  of  our  foreign- 
trade  position.  We  had  at  that  time  a  foreign  trade  which  would 
have  gone  to  pieces  at  any  time 

Senator  Bulklet.  What  time  are  you  speaking  of  now  ? 

Mr.  Anderson.  The  period  preceding  1929. 

Senator  Bllklet.  How  long  preceding '. 

Mr.  Anderson.  The  thing  was  pretty  clear  almost  from  1921  on. 
as  to  what  was  called  for.  What  was  called  for  was  lowering  of  the 
tariff  so  as  to  get  export  trade  out  in  return  for  imports.  But  in- 
stead, we  kept  the  tariffs  high  and  we  got  the  exports  out  on  credit: 
and  we  made  that  credit  possible  by  unsound  Federal  Reserve  poli- 
cies, keeping  rediscount  rates  below  the  market.  Then  these  great 
open-market  operations  made  it  possible  to  float  vast  foreign  wans 
here  and  also  to  have  our  wide  ejaculation  in  real  estate  ana  our  ex- 
panding in  instalment  finance  and  all  those  other  unsound  things. 

Senator  Bulklet.  Are  you  attributing  all  that  to  the  Federal  Re- 
serve policy? 

Mr.  Anderson.  They  could  have  held  it  down  closely.  The  incom- 
ing gold  would  have  made  a  problem  for  the  Federal  Reserve  Sys- 
tem to  have  offset  that  incoming  gold  entirely.  It  might  have  met 
the  situation  in  some  other  ways.  I  indicated  in  1924  how  we  could 
have  avoided  any  expansion  of  bank  credits,  as  far  as  that  is  con- 
cerned. 

Senator  Bulklet.  Are  you  going  to  repeat  that  now  so  that  « 
will  understand  it? 

Mr.  Anderson.  In  1924  my  proposal  was  rediscount  rates  above  the 
market.  That  is  not  the  first  time  I  made  that  proposal.  That  is  the 
old  orthodox  view.  I  protested  vigorously  against  the  market  opera- 
tions then  in  process.  I  proposed  that  we  might  retire  national  bank 
notes  us  a  means  of  taking  up  some  of  the  gold  that  was  coming  in 
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troposed  that  we  move  vigorously  toward  getting  Europe  to 

ator  Bulklet.  What  were  the  open-market  operations  that  you 
:ted  against} 

.  Anderson.  In  1924  to  1927.  However,  I  would  like  to  leave 
iscuseion  of  open-market  operations  until  later,  because  I  want 
ce  the  history  of  that. 

lator  Bulklet.  I  do  not  want  to  draw  you  out  of  order. 
iator   Couzenm.  You   answered  my  question   as   to   what  you 
;ht  we  should  do  to  prevent  the  occurrence  of  a  condition  such 
had  in  1928  and  1929.     Are  you  going  to  tell  us  how  you  would 
lat  into  legislative  form  as  you  go  alongf 

.  Anderson.  If  you  want  a  draft  from  me,  I  would  be  glad 
-  to  prepare  it;  but  right  here  and  now  I  am  not  capable  of  it. 
not  a  lawyer.  If  the  committee  wishes  it,  I  will  gladly  work 
ith  a  legal  friend  a  formula  for  the  policy  of  the  Federal  Re- 
System  for  your  consideration.  Would  you  wish  me  to  do  that  ? 
iator  Couzens.  I  would  like  to  have  that;  yes. 
.  Anderson.  I  do  not  know  how  good  it  will  be,  but  I  will  do 
tst  on  it. 

iator  Couzens.  If  it  covers  your  theory,  I  think  we  have  plenty 
vyers  and  legislative  draftsmen  around  here  to  get  it  in  legal 

.  Anderson.  The  primary  function  of  Federal  Reserve  banks, 
ee  it,  is  to  do  these  old-fashioned  things:  Protect  the  currency, 
ain  quality  of  credit,  check  wild  booms,  meet  emergencies,  meet 
tal  needs,  and  things  like  that.  The  other  theory,  that  they 
try  to  regulate  commodity  prices  especially,  I  think  is  dead 
j.    For  instance,  this  passage  here  [reading] : 

mbllizing  fluctuations  In  Ihe  general  level  of  production,  trade,  prices,  and 

a  cannot  stabilize  all  those  things.  There  will  be  times  when, 
i  try  to  stabilize  prices,  you  are  going  to  have  production  falling 
ade  falling  off,  and  employment  falling  off. 
iator  Glass,  Do  you  think  there  is  any  man  or  any  set  of  men 
enough  to  carry  into  practical  effect  the  suggestion  in  that 
linous  declaration  of  policy  there? 

Anderson.  I  think  not,  Senator.  It  is  impossible  by  credit 
•ds. 

ator  Glass.  Do  vou  think  God  has  endowed  any  man  or  set 
n  with  sufficient  discernment  to  do  what  is  proposed  there? 

Anderson.  It  is  impossible,  certainly  in  the  present  state  of 
ific  knowledge;  and  I  should  suppose  that  that  will  continue, 
ator  McAnoo.  It   is  impossible,  too,  when  we  consider  the 
ity  of  the  human  brain  as  we  know  it ;  is  it  not? 

Anderson.  The  limitations  are  these,  Senator.  I  think  I  know 
hing  about  economic  theory.  It  is  possible  for  a  man  well 
d  in  economic  theory  for  a  little  while,  when  his  energies  are 
to  see  in  outline  a  picture  of  the  interrelations  of  the  industries, 
■  interrelations  of  the  various  commodity  markets,  the  money 
■ts,  and  the  stock  market,  the  interrelation  of  the  national  and 
ational  activities,  and  the  general  schematic  plan  of  the  rela- 
f  prices  to  costs.    But  that  is  a  skeleton  thing,  and  it  is  useful 
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for  certain  broad  conclusions  regarding  policy.  But  for  any  man  to 
try  to  put  flesh  and  blood  into  that  and  to  get  statistical  data  and 
fill  it  out  and  make  it  live  so  we  can  regulate  the  economic  life  of  this 
country,  I  do  not  believe  is  possible.  I  am  afraid  that  no  board  can 
do  it,  "because  a  board  made  up  of  good  economists  would  not  alt 
see  that  picture  in  the  same  way. 

Senator  Couzens.  During  your  association  with  the  Chase  National 
Bank,  of  course,  you  could  not  see  what  they  were  eventually  in  for, 
could  you  ? 

Mr.  Anderson.  I  thought  I  could  foresee.  My  business  is  to  study 
the  general  economic  situation  of  the  country.  I  thought  I  could 
foresee  what  the  country  was  in  for. 

Senator  Coczens.  What  I  was  trying  to  get  at  was  that  with  all 
your  study  and  ability  you  could  not  advise  the  Chase  National  Bank 
to  avoid  the  pitfalls  that  it  did  get  into,  could  you  ! 

Mr.  Anderson.  I  was  not  concerned  very  much  with  the  manage- 
ment of  the  bank.    I  am  a  student,  a  scholar;  not  a  manager. 

Senator  Couzens.  Did  you  not  give  to  the  directors  and  the  man- 
agement the  benefit  of  your  scholarlinees? 

Mr.  Anderson.  I  was  consulted  many  times.  I  expressed  opinions 
about  many  things.  Sometimes  my  opinions  were  taken  and  some- 
times they  were  not. 

Senator  Townsend.  They  did  not  always  take  your  advice? 

Mr.  Anderson.  No;  and  sometimes  they  were  right  in  not  taking  it. 

Senator  McAdoo.  You  are  the  economic  adviser  of  the  bank,  are 
you  not? 

Mr.  Anderson.  Yes. 

Senator  McAdoo.  Your  business  is  to  submit  to  them  for  their 
consideration  your  views  on  the  various  economic  and  monetary 
policies  that  arise  from  time  to  time? 

Mr.  Anderson.  Yes. 

Senator  McAdoo.  If  you  happen  to  be  right  and  they  do  not  folio* 
your  advice,  then  they  are  wrong.  If  you  happen  to  be  wrong  and 
they  do  not  follow  your  advice,  they  are  right.  Is  not  that  about 
the  size  of  it? 

Mr.  Anderson.  There  is  always  uncertainty  in  complex  causes, 
whether  a  particular  view  at  the  moment  is  right  or  wrong.  It  has 
to  be  judged  on  the  basis  of  what  you  knew  then. 

Senator  Glass.  Dr.  Anderson,  in  plain  layman's  language,  from 
1921  to  1923  or  a  little  beyond,  this  country  had  that  readjustment 
which  you  spoke  of? 

Mr.  Anderson.  Yes,  sir. 

Senator  Glass.  Then  it  proceeded  and  everybody  proceeded  on  ■ 
fictitious  expansion  of  credit  and  an  excess  of  speculation  and  it 
resulted  in  the  crash;  is  not  that  a  fact? 

Mr.  Anderson.  That  is  a  fact;  and  it  was  done  on  the  basis  of  tbe 
theory  which  is  to  be  embodied  in  title  II,  and  the  proposal  is  that 
we  shall  keep  on  doing  that  thing  indefinitely. 

I  want  to  bring  this  country  back  to  the  old-fashioned  thing. 
Senator.    We  know  how  that  worked. 

Senator  McAdoo.  But  under  the  old-fashioned  thing  we  had 
many  panics  in  the  United  States.  What  we  are  trying  to  do  is  to 
find  some  panic-proof  thing. 
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Senator  Glass.  The  Federal  Reserve  System  cured  currency 
panics.  There  cannot  be  a  currency  panic  in  this  country  any  longer 
so  long  as  business  is  transacted. 

Mr.  Anderson.  Let  me  tell  you  why  the  System  did  not  do  what 
you  meant  it  to  do  when  you  first  framed  it. 

Senator  Glass.  I  know  the  reason.  It  was  because  it  was  mal- 
ad  ministered. 

Mr.  Anderson.  I  will  show  you  in  what  particular  it  was  malad- 
ministered. 

Senator  McAdoo.  I  suppose  you  have  that  in  an  orderly  form  in 
your  paper? 

Mr.  Anderson.  Yes,  sir. 

Senator  McAdoo.  I  think  it  would  be  better  to  let  Dr.  Anderson 
proceed  without  interruption,  then,  Mr.  Chairman. 

Senator  Glass.  Yes. 

Mr.  Anderson.  I  would  say  about  Dr.  Currie's  policy  with  refer- 
ence to  this  matter — and  I  want  this  to  go  into  your  record — that 
Professor  Cassel,  before  the  stock-market  crash,  said  that  the  Fed- 
eral Reserve  System  should  not  concern  itself  about  the  stock  market 
but  only  about  commodity  prices,  and  should  keep  on  making  money 
easy  when  necessary  to  keep  up  commodity  prices  and  to  keep 
business  active. 

Dr.  Currie  said,  after  the  stock-market  crash — and  I  want  to 
read  this  from  an  article  entitled  "  Montetary  Policy  and  the  De- 
pression ",  from  the  Journal  of  Political  Economy,  Chicago,  April 
1934,  pages  168  and  169  [reading]  : 

The  192T  policy  has  been  generally  condemned  on.  the  ground  that  it  whs 
responsible  for  the  "  speculative  mnnlu  "  of  1928  Lit,  one  of  the  members  of  the 
Federal  Reserve  Board  having  since  gone  so  far  as  to  say  that  it  represents 
"  one  of  the  most  costly  errors  committed  by  any  banking  system  in  the  last 
75  years."  To  the  writer  It  appears  wholly  admirable,  rather  to  be  charac- 
terised as  one  of  the  most  successful  policies  ever  pursued.  Though  one  can- 
not positively  say  that  It  was  responsible  for  arresting  the  downward  trend  of 
prices  and  production  and  for  easing  the  pressure  on  foreign  central  banks, 
we  are  Justified  In  claiming  that  it  was  the  policy  acceptable  In  theory  'or  the 
attainment  of  those  ends.  Since  we  have  argued  that  the  call-money  rate 
plays  a  minor  role  in  the  calculations  of  speculators  and  that  the  major  part 
of  the  rise  in  stocks  appeared  reasonable  and  defensible  on  the  basis  of  the 
then-existing  knowledge,  it  follows  that  the  1927  policy  was  responsible  for 
the  subsequent  rise  in  stock  prices  only  in  the  sense  that  it  resulted  in  an 
upswing  In  business  activity  and  profits. 

With  respect  to  the  policy  in  1929,  when  they  were  trying  to 
hold  down  speculation — not  adequately,  but  trying — Dr.  Currie 
says  that  the  policy  was  a  grave  error,  and  he  proposes  an  alterna- 
tive policy.    I  quote  [reading] : 

An  alternative  course  open  to  the  Reserve  administration  In  1920  was  to 
reverse  this  policy  and  counteract  ratber  than  intensify  the  rise  in  Interest 
rates.  This  course,  which  has  never  as  yet  been  tried,  appears  at  first  sight 
so  bold — almost  foolhardy— that  it  was  not  even  considered.  To  the  writer, 
however,  It  appears  to  have  been  the  only  way  out. 

That  is  on  page  170  of  the  same  article. 

The  issue  is  pretty  clear,  I  think,  between  those  two  points  of  view : 
One,  that  bank  credit  shall  move  with  business  and  respond  to 
business  needs ;  that  when  business,  through  any  one  of  many  causes, 
gets  in  reverse,  bank  credits  shall  follow;  that  you  shall  have  peri- 
odic liquidations  of  bank  credit  before  it  gets  too  badly  deteriorated. 
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The  other,  that  you  are  not  going  to  permit  that;  you  are  going 
to  force  the  pace,  always  with  enough  credit  to  keep  prices  up  am 
business  active.  Do  not  bother  about  the  stock  market;  do  not  bother 
about  speculation. 

The  theory  applies  apparently  no  matter  how  bad  the  situation  is. 

Now,  I  want  to  see  what  the  old  theory  would  have  required.  I 
want  to  look  at  the  matter  from  the  standpoint  of  the  function  of 
the  Federal  Reserve  System  as  it  was  originally  conceived,  and  I 
want  to  see  what  kind  of  things  are  needed  from  the  standpoint  of 
additional  currency  and  credit,  looking  at  it  from  the  standpoint 
of  keeping  an  adequately  elastic  currency  supply,  adequately  elastic 
credit,  adequate  meeting  of  seasonal  needs,  adequate  meeting  of 
crisis  needs. 

The  Federal  Reserve  System  was  designed  to  prevent  a  repetition 
of  the  troubles  of  1907.  In  1907  we  had  what  we  call  a  money 
panic  ",  due  to  the  fact  that  the  currency  supply  of  the  country  was 
inelastic,  except  as  gold  came  in  and  out,  and  periodically  in  times 
of  acute  strain  the  banks  had  to  restrict  cash  payments  and  we  had 
to  devise  clearing-house  certificates,  and  the  banks  had  to  issue  scrip. 
This  had  happened  in  1873,  1884,  1890,  1893,  and  1907.  We  wanted 
to  prevent  that  for  the  future.  Such  panics  are  too  frequent  if 
they  come  as  often  as  1893  and  1907.    It  is  too  frequent  if  such  a 

fianic  happens  at  all.  Our  general  system  was  really  not  anything 
ike  as  bad  as  often  stated.  The  country  grew  with  it  very  rapidly, 
and  that  old  system  had  the  merit  of  forcing  us  rather  frequently  to 
pull  up  before  unsound  tendencies  went  too  far.  You  got  some  tight 
money  and  you  got  liquidation,  and  a  banker  had  to  be  on  his  toes. 

Senator  MoAnoo.  I  do  not  want  to  interrupt,  but  under  the  old 
system  we  had  excessively  tight  money  conditions  everv  year. 

Mr.  Anderson.  In  the  auturn ;  yes,  sir.  We  had  the  knowledge 
that  that  was  coining,  and  it  made  the  bank  keep  more  liquid,  keep 
in  better  shape  than  they  would  be  if  they  were  free  from  any  worry 
about  it. 

Senator  McAdoo.  It  was  rather  expensive  to  agriculture  and  to 
the  country. 

Mr.  Anderson.  It  was;  and  we  needed  the  Federal  Reserve  Sys- 
tem. We  got  out  of  the  panic  of  1907  by  the  importation  of  $100,- 
000,000  in  gold.  That  was  enough.  As  that  came  in,  the  banks  were 
able  speedily  to  resume  cash  payments,  and  the  emergency  currency 
and  scrip  quickly  disappeared. 

In  1908  we  passed  the  Aldrich-Vrecliind  Act,  which  provided  for 
an  emergency  currency  to  be  issued  by  groups  of  national  banks 
against  assets  other  than  Government  bonds,  upon  payment  of  a  tax 
of  6  percent;  and  in  the  Federal  Reserve  Act  of  1913  this  Aldrich- 
Vreeland  provision  was  fortunately  retained,  with  the  reduction  of 
the  tax  to  3  percent. 

The  shock  of  the  outbreak  of  the  war  in  1914  found  lis  with  the 
Federal  Reserve  System  not  yet  in  existence;  but  with  this  tempo- 
rary resource  available,  the  Aldrich-Vreeland  provisions  were  used. 

Senator  McAdoo.  They  were  modified  considerably,  however,  to 
meet  the  situation. 

Mr.  Anderson.  Yes,  sir. 

Senator  Glass.  Not  one  hank  in  New  York  could  have  utilized 
the  Aldrich-Vreeland  Act  unless  it  was  modified. 
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Mr.  Anderson.  With  the  provision  as  it  wis  applied,  something 
ite  $350,000,000  additional  national-bank  notes  were  issued,  ana 
iat  was  enough. 

Senator  McAdoo.  About  $385,000,000,  as  I  recall  it  I  may  be  in 
ror. 

Mr.  Anderson.  I  think  you  are  right,  Senator.  From  January  1, 
H4.  to  December  1,  1914,  the  increase  was  $354,000,000;  but  from 
le  low  of  1914,  which  was  in  July,  to  the  high,  which  was  in 
ovember,  the  increase  was  $370,000,000. 

Senator  McAdoo.  That  is  not  very  material. 

Mr.  Anderson.  That  worked;  and  that  was  a  pretty  bad  crisis. 
,  was  a  great  shock,  with  the  World  War  beginning  and  with  cotton 

isalable  because  of  the  cutting  off  of  the  export  trade. 

Senator  Glass.  It  worked  after  we  made  it  workable. 

Mr.  Anderson.  But  I  mean,  without  the  Federal  Reserve  System 
;t,  we  were  still  able,  with  $370,000,000,  to  avoid  a  money  panic. 

Now  I  want  to  come  to  the  question  of  open-market  operations— — 

Senator  Couzens.  Before  you  go  into  open-market  operations, 
re  you  going  to  discuss  the  kind  of  assets  that  should  be  eligible  I 

Mr.  Anderson.  I  am  coming  to  that;  yes,  sir.  I  want  to  say  some 
jry  definite  things  about  that. 

Senator  Couzens.  Why  do  you  not  do  that  before  you  come  to 
pen-market  operations?     Or  does  that  relate 

Mr.  Anderson.  In  the  orderly  exposition  of  my  thought,  it  is 
etter  the  other  way.  If  it  is  more  convenient  for  you,  I  would  be 
lad  to  reverse  the  order. 

Senator  Couzens.  That,  in  my  judgment,  is  one  of  the  most 
□portant  elements  of  the  bill. 

Mr.  Anderson.  I  agree  with  you.     I  want  to  discuss  it. 

Senator  McAdoo.  Is  it  your  intention,  Mr.  Chairman,  to  continue 
lis  hearing  after  12  o'clock) 

Senator  Glass.  I  would  like  to  go  on  with  Dr.  Anderson,  unless 

e  are  called  to  the  Senate. 

Senator  McAdoo.  My  engagements  make  it  necessary  for  me  to 
o,  and  I  was  rather  anxious  to  hear  this  testimony.  I  thought  if 
•e  were  going  to  adjourn  until  this  afternoon,  we  might  adjourn 
ow  and  resume  at  2  o'clock. 

Senator  Bdlkijy.  Let  us  resume  at  &  o'clock. 

Senator  Glass.  We  will  resume  at  2  o'clock,  but  we  have  two 
ther  witnesses  to  be  heard. 

Senator  Couzens.  Let  us  go  on  for  10  or  15  minutes  more. 

Senator  Glass.  Let  us  finish  with  this  open-market  business. 

Senator  McAdoo.  Before  Dr.  Anderson  takes  up  the  other  phases 
f  the  bill,  I  would  be  glad  if  you  would  take  a  recess  until  2  o  clock. 
(Senator  McAdoo  thereupon  retired  from  the  committee  room.) 
Mr.  Anderson.  Ojien -market  operations  in  England,  before  the 
rar,  where  this  notion  originates,  viewed  from  the  standpoint  of  the 
;in<l  of  things  we  have  got  used  to  lately,  were  microscopic.  I  have 
ooked  back  into  the  records  and  into  the  financial  press  in  British 
ire-war  days  to  see  just  what  the  Bank  of  England  did,  what  opera- 
ions  attracted  the  attention  of  the  market.  The  things  that  gener- 
lly  attracted  their  attention  were  not  in  operations  to  ease  the  mar- 
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ket.  The  Bank  of  England  used  these  operations  primarily  to 
tighten  the  market.  If  there  was  some  tendency  that  was  unsound 
that  was  going  on,  they  would  raise  the  rate ;  and  then  if  the  general 
market  rate  did  not  respond  quickly  enough  to  suit  them,  they  would 
sell  something  to  the  market  to  take  up  the  floating  supply  of  money 
.and  make  the  bank  rate  effective.  They  kept  very  close  to  the  market 
almost  always,  and  very  small  operations  would  do  it.  I  found  the 
case  where  just  about  a  million  pounds  of  Indian  Council  bills  were 
sold,  taking  up  the  floating  supply  of  the  market.  Five  million 
pounds  was  a  big  transaction  in  open-market  operations. 

During  the  war  the  British  learned  something,  and  then  we  learned 
it  from  them.  At  the  outbreak  of  the  war  the  first  recourse  of  the 
■Government  was  to  the  Bank  of  England,  because  they  wanted  some 
money  and  they  had  to  get  it  quickly  from  borrowing  by  the  Treas- 
ury from  the  Bank  of  England.  The  amount  was  not  large.  They 
found  that  eased  the  money  market  greatly,  increasing  the  reserves 
of  the  other  banks  of  the  country,  and  as  the  Government  spent  the 
money  it  went  into  Lloyds,  the  Midland,  and  the  other  British  banks. 
Then  that  greased  the  wheels  for  a  big  notation  of  treasury  bills,  and 
•then  when  that  got  along  they  would  have  a  big  funding  loan  and 
take  it  out  of  the  banks.  It  was  not  an  open-market  operation  in  the 
-strict  sense ;  it  was  a  direct  loan  to  the  Government  of  relatively  small 
.■amounts,  and  this,  with  increased  reserves  of  the  banks,  made  it  easier 
for  them  to  buy  a  lot  of  Treasury  bills.  Finally  they  would  have  % 
"big  public  loan  to  take  up  these  Treasury  bills,  and  the  Bank  of  Eng- 
land would  get  this  money  back.  Just  temporary  overdrafts  was 
what  it  amounted  to.  It  was  part  of  the  war  financing,  rigging  the 
money  market  to  make  it  easier  for  the  Government  to  get  money. 
That  is  what  it  was. 

Our  Federal  Reserve  System  learned  that  from  the  Bank  of  Eng- 
land, and  when  we  got  into  the  war,  at  the  time  of  the  issuance  of 
each  of  our  Liberty  loans,  we  did  some  of  that,  but  just  temporarily. 
I  thought  I  had  the  exact  figures  here,  but  I  see  that  in  this  carbon 
copy  they  are  not  written  in,  so  I  should  like  the  privilege  of  correct 
ing  my  figures  if  my  memory  is  incorrect,  in  my  revision. 

None  of  the  First  Liberty  Loans  involved  more  than  $100,000,000 
of  purchases  of  Government  securities  by  the  Federal  Reserve  banks. 
One  of  them  was  only  about  $30,000,000.  But  that  eased  off  the 
money  market  enough.  After  the  Liberty  Loan  transaction  was 
completed  the  Federal  Reserve  System  sold  these  governments  again. 
It  was  a  vast  transaction  to  assemble  $7,000,000,000  all  over  tne 
country.  When  the  Fourth  Liberty  Loan  of  $7,000,000,000  came,  it 
a  time  when  the  capital  market  had  been  drained,  my  recollection 
is  that  these  purchases  ran  from  about  $79,000,000  up  to  $350,000,000 
for  a  very  short  period,  and  then  back  again  to  $118,000,000. 

Senator  Giass.  Purchases  by  the  banks ! 

Mr.  Anderson.  By  the  Federal  Reserve  banks.  There  again  it 
was  just  a  temporary  thing,  and  I  think  that  in  that  $350,000,000 
there  was  a  Treasury  overdraft  connected  with  interest  payments. 
But  I  am  not  absolutely  sure. 

We  went  through  the  crisis  of  1920  with  very  little  of  open- 
market  operations.  The  Federal  Reserve  banks  provided  over 
$3,000,000,000,  but  it  was  almost  wholly  discounts;  it  was  not  open 
market  purchases. 

>.™=.Google 
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In  contrast  with  these  very  modest  open-market  operations  of  the 
war,  here  are  the  figures  for  1924  and  1927.  In  1924,  without  any 
need  for  it  from  the  standpoint  of  money  and  credit  needs  of  the 
United  States,  but  just  on  this  theory  of  making  business  good, 
forcing  the  pace,  they  bought  $519,000,000  worth  of  Government 
securities  between  January  9  and  September  7.  It  took  less  than 
5100.000,000  to  float  any  one  of  the  first  three  Liberty  Loans.  In 
1927  the  increase  was  $451,000,000. 

Senator  Coozens.  Have  you  not  overlooked  in  those  statements 
the  war  psychology  the  ease  with  which  the  Government  put  out 
rhose  securities  without  the  necessity  of  resorting  to  the  Federal 
Reserve  or  any  other  banks ! 

Mr.  Anderson.  There  was  necessity  for  resorting  to  the  Federal 
Reserve  System.  There  was  necessity  for  resorting  to  the  other 
banks.    The  banks  cooperated  magnificently  in  that  matter. 

Senator  Couzens.  I  am  not  denying  that;  but  I  say  you  are  mak- 
ing a  comparison  of  the  extent  to  which  the  Federal  Reserve  banks 
were  used  during  the  war,  during  1920  and  during  1927,  and  so  on, 
and  I  ask  you  if  there  was  not  some  difference  in  the  psychology  of 
the  people  in  the  war  period  when  they  bought  more  themselves, 
and  therefore  the  Government  did  not  have  to  rely  so  much  upon 
the  Federal  Reserve  banks. 

Mr.  Anderson.  There  was  a  great  deal  of  expansion  of  credit  in 
connection  with  the  financing  of  the  Government.  People  bought 
bonds,  but  they  did  not  have  the  cash.  They  would  go  to  their  banks 
and  borrow  part  of  it  and  then  try  to  pay  off  the  balance  later.  The 
banks  had  what  they  called  "  war  paper  ",  which  was  their  own  hold- 
ings in  Government  bonds  and  loans  to  customers,  and  it  amounted 
to  something  over  six  billions  in  the  summer  of  1919. 

Senator  Gobe.  They  did  reduce  the  reserve  requirements? 

Mr.  Anderson.  Yes,  sir.  That  was  a  thing  that  was  done  at  that 
time  in  1917. 

Senator  Glass.  In  1919,  when  I  floated  the  Victory  loan,  the  war 
was  over  and  had  been  over  for  some  time.  All  of  the  exultation 
had  disappeared ;  all  of  the  anxiety  and  concern  for  the  boys  abroad 
bad  disappeared,  and  the  banks  were  insisting  upon  floating  the 
loan  upon  a  purely  business  basis.  I  recall  but  one  banker  in  the 
United  States  who  agreed  with  me — and  that  was  Mr.  George  Baker, 
now  dead — that  it  ought  not  to  be  on  a  strictly  business  basis. 
Twelve  millions  of  American  citizens  bought  bonds.  More  people 
in  my  State,  Virginia,  and  I  imagine,  three  times  as  many  in  the 
State  of  Michigan,  invested  in  bonds,  than  the  total  number  who 
have  invested  in  the  "  baby  bonds  "  that  were  offered  lately. 

Mr.  Anderson.  It  was  a  highly  successful  operation. 

It  is  in  these  gigantic  open-market  operations  which  may  run  as 
high  as  25  or  30  percent  of  the  total  member  bank  reserves 

Senator  Gore.  I  do  not  believe  you  finished  your  statement  as  to 
what  it  was  in  1927. 

Mr.  Anderson.  In  1927  there  was  an  increase  of  $451,000,000. 

Open-market  operations  of  this  sort,  on  a  scale  of  these  magnitudes, 
and  25  or  30  percent  of  the  member  bank  reserves,  and  running  a 
long  time,  not  just  temporary  things  such  as  you  had  during  the  war, 
give  an  altogether  false  picture  and  create  the  illusion  of  unlimited 
capital.     They  lead  to  the  diversion  of  bank  money  from  current 
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liquid  uses  into  unliquid,  frozen  capital  uses  and  speculative  uses 
on  a  colossal  scale. 

Apparently  it  is  this  kind  of  policy  which  title  II  of  this  bill  seeks 
to  make  a  regular  thing  for  the  future ;  that  the  initiative  shall  be 
taken  by  the  Federal  Reserve  System  in  putting  money  out  and 
taking  money  in,  if  it  is  ever  to  be  taken  in,  instead  of  waiting  for 
the  borrowers  to  come  to  the  Federal  Reserve  banks 

Senator  Glass.  Not  exactly  the  initiative  of  the  Federal  Reserve 
System.     The  Federal  Reserve  Board,  you  mean. 

Mr.  Anderson.  Yes,  sir. 

Senator  Glass.  There  is  a  great  difference. 

Mr.  Anderson.  A  great  difference.  My  next  point  will  probably 
take  me  about  10  minutes  to  get  into.  Possibly  it  will  take  me  some- 
what longer  than  that.  It  leads  to  the  discussion  that  Senator 
Couzens  was  particularly  interested  in. 

Senator  Glass.  Suppose!  then,  we  adjourn  until  2  o'clock,  to  reas- 
semble in  the  Appropriations  Committee  room  at  the  Capitol,  so 
that  we  will  be  in  close  contact  with  the  Senate. 

Mr.  Anderson.  Very  well,  sir. 

(Address  delivered  by  the  witness  before  the  Students'  Union  of 
the  Netherlands  Commercial  University,  referred  to  and  submitted 
by  him,  is  as  follows:) 

[Chase  Economic  Bulletin] 

Commodity  Peice  Stabilization  a  False  Goal  of  Ckbthal  Bank  Polio*1 


I  invite  you  to  join  me  in  the  analysis  of  a  dangerous  economic  fallacy. 

It  is  proposed  that  central  bunks,  Including  our  own  Federal  Reserve  System, 
shall  he  guided  in  their  discount  policy  and  In  their  other  dealings  with  the 
money  market  by  one  sole  criterion,  namely,  the  general  level  of  commodity 
prices.  If  commodity  prices  are  moving  upward,  central  banks  are  to  restrict 
credit.  If  commodity  prices  are  moving  downward,  central  hanks  are  to  expand 
credit,  the  objective  being  always  to  maintain  a  stable  level  of  commodity 
prices.  All  other  considerations  are  to  be  made  subordinate  to  this  end.  If. 
for  example,  a  dangerous  stock-market  speculation  Is  under  way.  making  In- 
satiable demands  upon  the  credit  resources  of  the  country,  and  impairing  the 
liquidity  of  bank  assets,  the  central  bank  or  the  Federal  Reserve  System  to 
still  not  to  alter  Its  credit  policy  so  long  as  the  general  level  of  commodity 
prices  is  not  changing. 

This  doctrine  has  many  protagonists,  not  all  of  whom  would  state  It  as 
extremely  as  the  preceding  paragraph  does.  The  preceding  paragraph  does 
represent,  however,  the  position  of  Prof.  Gustav  Cassel,  of  Sweden,  who  ii 
the  outstanding  figure  among  the  numerous  European  adherents  of  this  view, 
and  Hie  view  has  recently  been  stated  In  terms  little.  If  any,  less  extreme  by 
various  men  prominent  In  my  own  country,  where  wet  I -organized  and  well- 
flnancod  propaganda  Is  being  made  for  the  general  project  of  com  modi  ty-prlte 
>:':i'>ill z;it.ion  by  Federal  Reserve  bank  action. 

I  believe  that  these  views  are  wrong  and  dangerous.  And  I  believe  th*t 
these  views  have  so  many  adherents,  both  In  the  United  States  and  in  Europe, 
t tin t  it  Is  highly  essential  that  they  should  be  challenged.  I  am  happy  to  be 
able  to  Inform  you  that  our  Federal  Reserve  Board  Is  on  record  ns  opposine 
the  legislative  proposal  now  pending  before   the  American  Congress,   which 

1  An    luMri-HH    delivered    beforp    the    Student*'    Union    n(    the    Nrtlwrlands    Conimerri*] 
niteti  Ann  IV  SKlerlnndachs  Handeln-Iloolf  school  I 
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would  require  Federal  Reserve  policies  to  be  guided  by  the  prlce-stabllizaUon 
principle.' 

In  opposition  to  this  new  doctrine,  I  offer  the  old-fashioned  doctrine,  rarely 
questioned  in  pre-war  days,  well  understood  and  well  tested  Jn  experience,  that 
central-bank  policy  should  be  guided  by  the  banking  position  of  the  country 
and  the  state  of  the  money  market,  with  heavy  emphasis  placed  on  the  domestic 
banking  position  and  the  domestic  money  market,  but  with  occasional  coopera- 
tion with  other  central  banks  In  International  emergencies. 

Whereas  the  new  theory  asks  central  banks  to  stabilize  the  commodities 
market,  1  maintain  that  they  have  a  great  enough  task  in  steadying  the  money 
market. 


The  traditional  prewar  view  of  the  duties  of  a  central  bank  la  definite,  clean- 
cut,  and  simple. 

(1)  It  Is  the  business  of  a  central  bank  to  protect  the  paper  money  of  the 
country  by  converting  it  into  gold  on  demand.  This  Is  its  first  and  most  essen- 
tial function,  and  everything  else  must  be  subordinated  to  this. 

(2)  It  is  the  business  of  a  central  bank  to  ease  off  monetary  stringencies 
and  to  prevent  business  crises  from  degenerating  Into  money  panics.  In  a 
crisis,  the  central  bank  supplies  whatever  money  Is  necessary  at  a  steep  dis- 
count rate.  It  enables  solvent  men  to  protect  their  solvency,  but  it  does  not 
regard  it  as  its  duty  to  validate  the  unsound  assets  of  really  Insolvent  men,  or 
to  help  defer  the  liquidation  of  stale  positions. 

(3)  In  times  of  great  speculative  excesses,  whether  In  commodities  or  In 
securities,  central  banks  should  act  to  prevent  the  extension  of  unsound  credits, 
to  protect  the  liquidity  of  the  banks  of  the  country,  and  to  check  speculative 
excesses,  by  tightening  the  money  market. 

(4)  It  is  not  the  business  of  a  central  bank  to  finance  a  boom — lenst  of  all, 
a  stock-market  boom. 

OENTBAL   BAS'K    INFLUENCES    OS    THE   MOSEY    AND   CAPITAL    MARKETS 

Central  bank  policy  Is  only  one  factor  governing  money  rates  and  governing 
the  volume  of  money  and  capital  available  In  the  money  and  etipitnl  markets. 

There  are  five  main  sources  of  capital:  (1)  Consumers'  thrift;  (2)  the  turn- 
ing back  of  business  profits,  including  corporate  profits,  to  Industry  and  trade; 
(3)  taxation,  when  the  proceeds  of  the  taxes  are  used  for  capital  purposes 
and  very  especially  for  the  purpose  of  reducing  public  debt;  (4)  direct  capitali- 
zation, as  when  a  farmer  spends  his  spare  time  in  building  barns  and  fences, 
or  putting  in  subsoil  drainage,  or  when  a  farmer  allows  his  herds  and  flocks  to 
grow  Instead  of  selling  off  the  annual  Increase;  (5)  new  hank  credit,  the 
product  of  bank  expansion,  based  on  excess  bank  reserves,  which  may  grow 
out  of  (a)  inflowing  gold,  or  (B)  increased  central  bank  credit.*  It  is  tbe  abuse 
of  this  source  of  capital  which  is  responsible  for  our  present  financial  problems. 

Rates  of  interest  in  the  capital  market  and  in  the  money  market  depend 
opon  both  supply  and  demand.  There  are  many  subdivisions  of  the  money 
market  and  the  capital  market,  each  with  Its  own  special  supply  and  demand, 
and  each  with  its  own  special  rate  or  rates.  There  are  the  markets  for  real- 
estate  mortgages,  for  highly  liquid  commercial  paper,  for  call  loans  and  time 
loans  at  the  stock  exchange,  for  customers'  loans,  secured  and  unsecured,  at 
banks,  with  various  rates  depending  upon  the  length  of  the  loan,  the  liquidity 
of  the  loan,  etc.    There  Is  the  bond  market,  with  subdivisions — railroad  bonds, 
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industrial  bonds,  municipal  bonds.  Government  bonds— bonds  listed  on  tie- 
stock  exchange,  and  bonds  sold  only  "  over  the  counter."  There  is  the  market 
for  corporate  shares,  competing'  for  funds  with  these  other  divisions  of  the 
money  market.  These  markets,  though  in  considerable  measure  distinct,  ire 
connected.  There  Is  a  tendency  for  rates  of  interest  or  rates  of  return  In  esdt 
of  these  markets  to  have  certain  relations  to  rates  In  the  other  markets,  with 
differentials,*  of  course,  to  compensate  for  differences  In  safety  and  liquidity. 

Great  Intensity  of  demand  in  gome  of  these  specialized  markets,  with  mod- 
erate demand  In  others,  can  lead  to  temporary  very  great  discrepancies  In  rata     j 
among  them,  as  we  have  seen  In  recent  months,  In  the  United  States,  where     i 
open-market  commercial  paper  has  been  muring  at  534  to  6  percent,  while  time      ' 
money  on  the  stock  exchange  has  been  at  8%  to  9  percent,  and  call  money  it 
the  stock  exchange  has  gone  as  high  as  20  percent.     But,  even  so,  a  greatly 
Increased  demand  at  any  one  place  makes  a  firmer  tendency  throughout. 

It  Is,  therefore,  clear  that  central-bank  policy  cannot  ordinarily  be  expected 
to  dominate  even  the  money  and  the  capital  market,  its  Influence  is  wholly 
tin  the  side  of  supply.  Demand  it  cannot  control.  On  the  side  of  supply  it  on 
influence  only  one  of  the  main  sources  of  capital,  our  no.  5  above,  namely, 
bank  credit.  The  abnormal  concentration  of  gold  in  the  United  States  has 
given  our  Federal  Reserve  System  a  leeway  in  this  respect  in  recent  years 
almost  unprecedented  in  history,*  and  very  unlikely  to  be  duplicated  in  tte 
near  future.  Investors'  savings,  corporate  savings.  Government  policy  witfc 
reference  to  paying  off  the  public  debt,  and  direct  capitalization,  are  all  be- 
yond the  control  of  the  central  bank. 

Even  In  the  regulation  of  commercial-bank  expansion,  central-bank  credit  is 
only  one  of  two'  major  Influences,  the  other  being  the  Internntlona!  movement* 
of  gold.  The  power  of  a  central  bnnk,  therefore,  to  regulate  even  the  money  and 
the  capital  markets  is  limited,  and  we  must  not  ask  too  much  of  It.  We  may 
properly  expect  it  to  prevent  extreme  variations,  to  moderate  the  movements  In 
money  rates  and  Interest  rates,  to  take  up  slock  at  times  when  rates  ore  unduly 
low,  to  meet  seasonal  needs  for  increased  hand-to-hand  currency  and  sea- 
sonal variations  in  the  commercial  demands  for  credit,  and,  above  all.  to  pre- 
vent fantastically  high  Interest  rates  In  times  of  crisis  anil  emergency.  But, 
under  anything  like  normal  conditions.  It  is  quite  unreasonable  to  ask  more  than 
this  of  a  central  bank. 

Artificial  manipulation  of  interest  rates  by  a  central  bank  seeking  to  overcome 
all  tlie  other  factors  In  the  money  market  and  the  capital  market  genitates 
troubles  which  lead  to  excessive  rates  in  the  other  direction  at  a  later  time. 

This  proposition  holds  true  for  all  markets.  -An  artificially  low  price  for  coal 
would  check  coal  mining,  on  the  one  hand,  and  lead  to  wasteful  use  of  coal  on  the 
other,  with  the  result  that  sooner  or  later  a  great  scarcity  of  coal  would  come, 
which  could  only  be  corrected  by  extremely  high  coal  prices,  checking  the  use  of 
coal,  and  Increasing  Its  production. 

The  main  cause  for  the  very  high  money  rates  In  the  United  Slates  today  is 
the  excessively  low  rates  from  1921  to  1928,  and  particularly  the  final  cheap 
money  episode  iu  the  autumn  of  1927,  which  turned  loose  the  incalculable 
psychological  force  of  speculative  contagion,  which  has  seemed  insatiable  in  its 
demand  for  credit  even  at  very  high  rates. 

CENTRA!.  BANK  POWER  OVER  COMMODITY  PRICES 

If  It  is  unreasonable  to  ask  a  central  bank  to  fix  money  rates  and  Interest 
rates,  far  more  unreason  a  hie  is  It  to  ask  a  central  bank  to  fix  the  level  of 
commodity  prices.  Central  bank  policy  is  only  one  factor  In  the  money  and 
capital  market,  and  the  state  of  the  money  and  capital  markets  Is  only  one  of 
many  factors  affecting  commodity  prices.  In  no  way.  except  through  the  regu- 
lation of  the  money  and  capital  markets,  con  the  central  bunks  Influence  com- 
modity prices,  and  this  influence  is  an  influence  of  second  or  third  remove  and 
of  indeterminate  degree. 

The  general  average  of  commodity  prices  is  governed  by  a  multitude  of  forces. 
In  1024,  for  example,  in  the  United  States  we  had  a  moderate  rise  in  commodity 

■In  period*  of  extreme  speculation,  these  dlftVn 
Bit  the  ri-turn  on  equities  la  concerned,  either  th 
proapocT*.  or  ttirounh  a  complete  failure  to  calculate. 
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prices  beginning  in  the  middle  of  tbe  year.  It  started  In  a  sharp  rise  in  wheat, 
growing  out  of  a  world  shortage,  with  positive  disaster  in  the  Canadian  crop, 
accompanied  by  an  abundant  wheat  harvest  In  the  United  States.  American 
agriculture,  which  had  been  very  depressed,  found  Its  position  greatly  improved, 
and  agricultural  buying  of  manufactured  goods  increased  sharply.  Simultane- 
ously, tbe  Dawes  plan  restored  confidence  in  Bprope  among  American  investors. 
We  had  placed  only  $267,000,000  of  foreign  securities  (refunding  excluded) 
in  our  market  in  1928.  But  in  1924  we  took  nearly  a  billion  dollars  worth  of 
such  securities,  mostly  In  the  second  half  of  1924.  Colncidently,  our  Federal 
Reserve  authorities  carried  through  the  purchase  of  a  great  volume  of  Govern- 
ment securities,  flooding  our  markets  with  money,  leading  to  very  excessive 
commercial  bank  reserves,  and  to  a  great  credit  expansion.  This  facilitated 
the  enormous  placement  of  foreign  securities,  which  tbe  second  half  of  the  year 
brought.  Our  export  balance  of  commodities  had  dropped  to  about  J37D.00O.00O 
in  1923.  and  rose  to  a  billion  dollars  in  1924.  Commodity  prices  Increased  from 
an  average  of  148.7  in  the  first  half  of  1924  to  an  average  of  168.4  In  the  first 
half  of  1925.  In  the  absence  of  any  of  these  three  factors,  the  rise  In  com- 
modity prices  would  have  been  less  than  It  was. 

In  general,  central  bank  policy  has  a  very  limited  control  of  the  general 
average  of  commodity  prices  In  a  gold-standard  country.  Tbe  relation  between 
goods  and  gold  Is  an  international  matter.  Long-time  variations  in  the  pro- 
duction and  consumption  of  gold,  taking  the  world  as  a  whole,  have  a  great  deal 
to  do  with  commodity  prices.  Changes  In  the  production  and  consumption  of 
goods  of  various  kinds  have  a  great  influence. 

Changes  In  the  proportions  In  which  various  goods  are  produced  may  make 
radical  changes  both  in  particular  prices  and  In  the  general  average  of  prices. 
If,  for  example,  agricultural  goods  are  produced  in  great  excess,  while  manu- 
factured goods  are  produced  inadequately,  the  resultant  break  In  agricultural 
prices  may  so  reduce  the  buying  power  of  the  farmers  that  they  are  unable  to- 
take  even  the  relatively  scant  product  of  the  manufacturers  at  prevailing  prices,, 
and  a  break  In  the  prices  of  manufactured  goods  comes  also.  Prices  are  Inter- 
related. We  saw  precisely  this  situation  as  one  of  the  major  factors  In  tbe 
break  In  commodity  prices  in  the  United  States  and  in  the  world  In  1920-21.' 

The  theory  of  value  and  prices  is  an  Intricate  and  complicated  thing,  and 
It  la  no  part  of  my  purpose  today  to  do  more  than  Illustrate  some  of  the 
complications.' 

My  purpose  Is  accomplished  if  I  have  shown  you  how  fantastic  It  Is  to  expect 
central  bank  policy,  operating  via  the  money  market  and  the  capital  market, 
to  fix  the  level  of  commodity  prices.  The  gravest  difficulties  arise  at  every  link 
In  the  chain.  First,  the  central  bank  cannot  control  even  the  money  market 
and  the  capital  market.  It  can,  at  best,  mitigate  and  moderate  their  movements. 
Second,  the  money  market  and  the  capital  market  are,  at  best,  only  one  of  many 
factors  affecting  the  commodity  markets.  Third,  the  money  and  capital  markets 
nave  a  far  more  decisive  Influence  on  the  markets  for  securities,  real  estate,  and 
foreign  exchange  than  they  have  on  commodities,  and  their  Influence  on 
commodities  usually  works  through  these  channels. 


-  How  little  Influence  the  money-market  developments  even  of  a  very  great 
country,  have  upon  commodity  prices  has  been  strikingly  Illustrated  In  my 
own  country  fn  recent  years.  We  have  had  in  the  past  9  or  10  years  a  classi- 
cal test  of  the  quantity  theory  of  money.  This  theory  is  the  basis  of  the 
whole  project  of  stabilization  of  prices  by  central-bank  action.  The  theory 
holds  that,  allowing  for  changes  In  volume  of  trade,  the  average  of  commodity 
prices  will  go  up  or  down  in  precise  proportion  to  the  quantity  of  money  and 
bank  deposits.  (I  do  not  forget  here  "velocity  of  circulation"  of  money  and 
deposits,  which  the  quantity  theorists  also  bring  into  the  picture.) 

In  the  middle  of  1919,  the  quantity  theorists  told  us  that  we  were  on  a  per- 
manently higher  level  of  commodly  prices  as  a  result  of  the  great  expansion 
of  bank  credit,  and  we  were  assured  that  while  prices  might  rise  or  fall  mod- 
erately 5  or  6  percent  above  or  below  the  existing  level,  with  the  business  cycle, 
the  existing  level  was  permanent  and  aafe.    In  the  year  and  a  half  that  fol- 

*  CI.   the  Ctinse  Economic  Bulletin,  vol.   I,  no.  S, 

■  I  Tf>Qtnr«  to  rrfer  here,  for  "  —  ~ ""  -----■" 

books.  Social  Value.  Boston,  1 


470  BANKING   ACT  OF    1935 

lowed,  commodity  prices  first  lose  IS  percent,  and  then  dropped  precipitately 
49  percent,  with  the  volume  of  bank  credit  higher  at  tbe  end  of  the  drop  than 
It  had  been  at  the  beginning  of  the  rise.  * 

Following  the  great  drop,  the  quantity  theorists  told  us  that  prices  would 
have  to  rise  again  to  very  high  levels,  because  of  the  great  flow  of  gold  that 
was  coining  in  to  us,  a  flow  which  continued  year  arter  year  on  a  colossal 
scale,  reaching  Its  climax  in  1927.  The  gold  came,  but  the  rise  in  commodity 
prices  did  not  materialize.  The  average  of  commodity  prices  stands  In  19S8 
precisely  where  It  had  stood  In  1921. 

Facts  do  not  ordinarily  make  a  great  impression  upon  the  quantity-theory 
school,  as  John  Stuart  Hill  observed  long  ago.'  In  this  case,  however,  the 
facts  have  been  so  startling,  so  notorious,  and  so  perverse,  that  they  have  at 
least  awakened  the  attention  of  certain  quantity  theorists  In  Europe,  and  have 
aroused  them  to  the  creation  of  a  myth  as  a  means  of  explaining  the  farti 
away.  The  myth  is  that  our  Federal  Reserve  authorities  have  sterilized  Um 
gold  which  has  come  to  ns,  and  have  prevented  It  from  working  out  its  normal 
effects  upon  our  money  market  and  our  commodity  markets.  That  this  Is  i 
myth,  I  shall  demonstrate  in  the  figures  that  follow. 

The  Incoming  gold  has  had  its  normal  effect  upon  our  money  market,  making 
money  cheap,  making  bank  reserves  excessive,  and  in  generating  a  perfectly 
tremendous  expansion  of  bank  credit.  So  far  from  the  Federal  Reserve  author' 
itles  hindering  this  process,  they  actually  helped  It  along,  until  the  end  of 
1927.  since  which  time  there  has  been  a  reversal  of  Federal  Reserve  policy. 
This  reversal  (if  Federal  Reserve  policy  did  not  come  until  after  we  had  ceased 
to  gain  gold  and  until  after  our  gold  supply  hud  begun  to  be  reduced.  Federal 
Reserve  policy  through  tbe  whole  of  this  period,  and  even  In  the  time  of  writing, 
has  held  rediscount  rates  below  the  market  rates,  encouraging  tbe  member 
banks  to  borrow  to  relend  at  a  profit,  though  in  recent  months  The  Fedenl 
Reserve  authorities  have  by  admonition  been  discouraging  the  member  banta 
from  doing  this.  In  the  second  place,  when  despite  the  low  discount  raw, 
member  banks  were  not  borrowing  In  large  amount,  the  Federal  Reserve 
authorities  have  several  times  greatly  Increased  the  volume  of  Federal  Reserre 
credit,  and  greatly  Increased  the  volume  of  bank  reserves,  by  open-market  pur- 
chases of  Government  securities  and  acceptances,  Intensifying  the  influence  of 
the  incoming  gold. 

The  result  has  been  an  expansion  of  bank  credit  of  great  proportions,  » 
shown  by  the  following  tables : 

DEPOSITS  OF   COMMERCIAL   BANKS  " 


D  INVESTMENTS   OF   COMMERCIAL  BANK: 


Apr.  11.  1928 J47, 607.  O0O,  000 

June  30,  1919 31,724,523,000 

Increase 15,  SS2,  477, 000 

Percent  increase 50. 1 


13.337,718.000 


■ '•  N'ot  onlv  has  this  fixed  idea  of  the  currency  as  tbe  prime  agent   In  the  fluctuation) 
nf   price   mnite    them   "hut   their  eye*   to   the   mnltltnota    at    ftrcamstancca    which,   by  i* 

nnenclDR  the  expectations  of   supply,  are  the  true  cause*  of  all *  -■"   '-•■ -" 

of  almost  alt  niiciuatlnns  of  price :   out  la  order  to  brine  noonl 
men!  required  br  their  theory,  between  the  variations  of  hank  ii 

lln-v    linn'    nlnTid    nurh    fnntnatlc    Iridic    with    facts    and    times    ah    would    be    t 

Incredible.  If  nn  eminent  practical  /minority  had  not  taken  the  trouble  of  meeting  them. 

with 'the  subject  must  be  aware,  to  Mr.  Tooke's  History  of  Price*.  The  result  of  Mr. 
Tooke*s  huvwHentlons  was  thus  stated  hv  himself.  In  his  einminatlon  before  the  Com- 
mons commtltee  on  the  Rank  Charter  question  in  1S32:  and  the  evidence*  of  It  stand 
reeorded  In  hi*  honk  :  '  In  point  of  fact,  and  historically,  as  far  as  my  researches  haw 
none,    in  "very   signal  instance  nf  a   rise  or  full  of  prices,   the  rise  or   fall   has  preceded. 

.("...i.n™  ■ '■      (IMiiolnles  of  Political  Economy,  book  III.  eh.  24.  par.  I.t 

....    for  Apr.  11,   1028,   Is  estimated.      Bee   the  Chase  Economic   Bulletin,  tot 
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i  now  compare  this  growth  of  bank  credit  with  an  index  of  toe  need 

i  credit. 

India  of  bank  endlt  (me- 100) 

IndaxoTDBBd  for  bank  endlt  i  (1MO-100) 

Indu  oflouu. 

aU  commercial 
tonka 

deposits  of  ill 

banki 

poitatkai 

(physical 

units) 

ui*  pleat 

pUadbyptlaa) 

100.0 

100.0 

185.0 

lM.fi 

is  (row  tli  of  bank  cradlt 


■e  now  ready  to  test  the  qnantlty  theory  on  the  basis  of  American  sta- 
or  the  past  10  years,  measuring  prices,  volume  of  money,  volume  of 
•dit,  velocity  of  circulation  of  money  and  credit,  and  volume  of  trade, 
dunce  with  the  usual  methods*  of  the  quantity  theorists,     I  regret  to 

inform  you  that  the  10-year  test  ends  in  a  tragedy.  The  beautiful 
s  crushed  hy  the  weight  of  facts.  Prices  would  have  to  be  83  percent 
bin  they  are  if  the  qnantlty  theory  of  money  were  true!    I  shall  not 

figures  here,  bnt  shall  precent  them  In  an  appendix. 
spenditure  <lf  ammunition  In  the  form  of  credit  expansion  has  been  tre- 
i.  The  effect  on  commodity  prices,  on  the  face  of  the  record,  has  been 
:  we  have  financed  a  magnificent  real-estate  speculation,  chiefly  In  urban 
irban  districts,  though  in  one  casie  covering  a  whole  State,  Florida  ;  and 
•  financed  a  stupendous  stock  exchange  speculation,  as  shown   by  the 


Prices  of  »tock» 
<  New  York  Times  averages*) 


Ined  stocks— 25  rails  and  2B  industrial!*: 


K ■*3e».9B 

rease 302.  7S 

cent    Increase 547.  2 

vhlle,  since  11TJT,  the  rapid  growth  of  demand  tor  credit  for  stock-market 
i,  nccompn  n  id  I  by  the  toss  of  gold,  has  led  to  a  very  sharp  rise  In  our 
rates,  and  to  a  growing  concern  among  our  Federal  Reserve  authorities, 
banking  community  in  general,  over  our  credit  situation. 

TOE   NEW   FOBMUI.A  OF  THE  B'i'ABTLJZlSlB- 

ie  stabilisers*  show  us  no  mercy.  They  say  to  us  that  the  Federal 
authorities  have  no  concern  with  what  the  stock  market  does,  that 
Ity  prices  are  not  rising,  and  that  this  is  evidence  that  there  Is  no 
t  credit.    They  abandon,  In  other  words,  the  quantity  theory  formula 
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of  proportioning  credit  to  physical  volume  of  trade  and  look  solely  to  the 
level  of  commodity  prices  as  a  test  of  credit  policy.  Professor  Caaael  even 
complains  that  not  enough  credit  was  given  in  1B25-2T.  I  quote :  "  In  the 
particular  case  before  us,  this  means  that  the  supply  of  bank  cash  from  the 
eide  of  the  Federal  Reserve  System  during  the  years  1925-27  has  not  been 
quite  sufficient  for  meeting  the  growing  needs  of  American  business  life.  *  '  ' 
In  fact,  it  is  Impossible  to  find  any  other  explanation  for  the  10-percent  fill 
of  this  (commodity  price)  level  which  has  taken  place  in  the  said  period."" 
Professor  Cassel  has,  moreover,  been  telling  ue — and  his  views  have  had  uracil 
applause  among  our  own  stabilizers— that  an  increase  in  stock -exchange  loans 
does  not  raise  rates  of  Interest  or  withdraw  money  from  other  uses,  and  thar 
our  Federal  Reserve  authorities  should  look  only  at  the  couiiuodity-]irice 
level  and  not  at  anything  else  In  framing  their  discount  and  open-market 
policy. 

PBOFESBOB    CASSEL'S    VIEW  [    LOANS    AT  TUB    STOCK    EXCHANGE   AND    INTEREST   lATH 

This  view  is  so  remarkable  that  I  feel  it  necessary  to  quote  Professor 
•Oasseii's  own  language:" 

"  If  money  Hows  Into  the  stock  exchange  for  tbe  purchase  of  shares  at 
higher  prices,  the  sellers  of  the  shares  must  get  exactly  the  tame  amount  at 
their  ditpotal  at  Vie  buyert  have  Invested.  Hence  the  rise  in  tbe  quotations 
of  the  stock  exchange  cannot  lead  to  the  withdrawal  of  any  capital  from 
production."     (Italics  mine.) 

"If  we  follow  the  comments  of  the  financial  press  on  the  subject,  we  shall 
repeatedly  come  across  statements  to  the  effect  that  tbe  luans  to  the  New  Yor* 
Stock  Exchange  have  withdrawn  money  from  productive  uses.  *  *  *  It  tun 
alto  been  contended  that  the  large  demand*  of  the  ttock  exchange  have  foreri 
«tf>  the  rates  of  interett  on  capital  for  productive  parpotet.  •  •  •  yiii 
whole  view  it  in  reality  devoid  of  any  foundation.  (Italics  mine.)  If  the  New 
York  member  banks  increased  their  loans  to  the  Stock  Exchange,  in  round 
figures,  from  three  milliard  dollars  in  July  1927  to  four  and  a  half  milliard 
dollars  In  June  1928.  this  by  no  means  signifies  that  the  enormous  sum  of  me 
and  a  half  milliard  dollars  has  been  withdrawn  from  industry  and  commerce. 
Viewed  in  the  rough,  what  has  Happened  is  merely  this,  that  speculators  have 
borrowed  one  and  a  half  milliard  dollars  in  order  to  buy  securities  on  the 
New  York  Stock  Exchange,  hut  that  exactly  the  same  sum  has  gone  to  the 
sellers  of  those  securities,  and  has  thus  been  placed  at  the  disposal  of  the  real 
capital  market.  On  the  stock  exchange  part  of  the  sum  has  been  used  to  raise 
the  prices  of  previously  existing1  shares.  Such  a  rise,  however,  Is  merely  < 
nominal  change  and  does  not  withdraw  any  capital  from  other  uses.  Hie 
remainder  of  the  one  and  a  half  milliard  dollars  which  have  gone  to  the  at«* 
exchange  have  been  used  for  the  purchase  of  newly  Issued  shares.  An  equiva- 
lent amount  has  then  Immediately  been  placed  at  the  disposal  of  those  produc- 
tive purposes  for  which  these  shares  have  been  issued.  It  is  thus  a  mistake  to 
suppose  that  producers  have  any  ground  of  complaint." 

This  argument  Is  shot  through  with  fallacies.  An  Increase  in  commercial 
bank  loans,  of  whatever  kind,  whether  stork  market  loans,  commercial  loan', 
real-estate  mortgage  loans,  or  loans  of  any  other  kind,  tends  to  reduce  tbe 
ability  of  the  banks  to  make  other  loans,  and  tends  to  raise  rates  of  Interest 
to  other  borrowers.     The  point   is  that  when   a   bank  makes   a  loan,   it  most 


'"Pout-War  Monetary  Stabilization,  by  Gnatav  Casael.  Coltimhla  University  Pr«» 
New    York.    1^.*,    pp.   !I2-HS. 

"  "  This  mwina  that  we  should  try  as  far  as  possible  to  atahllixe  the  value  of  pold  ana 
thereby   tbe   mineral   level   at   prices.     This   li   a    function  of  the  centra]  banks.  became 

Ibi'vIMMv  the  r.., itr.il  tank-  linvi-  an  InflueinT  mi  the  faille  of  (COM.  t  want  to  iM 
that  thin  Is  tin-  ..nlv  point  wln-rc  Hi.-  .-entrs]  banks  necessarily  have  an  Influence  on 
lirlivs.  Thi'rt'forr  Via  nhimtil  <i/.«([im  (rain.  tlf!i)litf/  tiny  nlhrr  tttitir.  In  the  Critical  bontt- 
(Ital!«  mine  i  lf..nr]ncn  "mfore  the  Ctunmtttee  on  IStinklnK  ami  Currency.  HouaF  ft 
R.'lir.'i-enNsMvrH.   TOtli    Clint;..    lnt    *■-.»..   on    II.    11.    11-IW.   pp.    :,7v.    :.7-\ 

"  Snraetlmes,  however,  other  motives  ore  allowed  tn  illsliirb  this  policy.  The  mart 
Important  case  Is  when  a  central  hank  tries  to  combat  a  rising  wave  of  speculation  OJ 
an  Increase  In  Its  discount  rate  which  la  not  Justified  by  any  tendency  toward»  a  rl*e  la 

Srleea.      As    lima;  as   speculation    la    confined    to    the    stock    exchange    and    thus   does  not 
IrictlT  «n"»ct   the   prices  of  communities.  It  ought,  as  far  as  possible,   to  be  checked  OJ 
other  means  than  h  raising  of  the  discount   rate."      I'nat-Wa,-    Vuurtan/  Stabilization,  Irj 
Ou«tiiv   I'j.tinel,  Columbia    |-|)lTer»ity    ITenn.    New    York.    1ill'.\    ,..    fill. 
"Quarterly  Report,  SltandlnaviAa  Kredltaktlebolaget,  October  1928. 
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•either  pay  out  cash  from  Its  reserves,  reducing  its  ratio  of  reserves  to  deposits, 
•or  else  increase  Its  deposits,  which  again  reduces  the  ratio  of  reserves  to  de- 
posits, though  at  a  less  rapid  rate.  With  declining  reserve  ratios,  interest 
rates  rise.  Stock  market  loaus  have  precisely  the  same  effect  here  that  any 
■other  loans  have.  Interest  rates  in  the  United  States  today  would  undoubtedly 
be  a  great  deal  lower  for  all  purposes  than  they  now  are  if  four  or  live  billion 
-dollars  of  deposits  were  canceled  in  the  process  of  liquidating  four  or  five  billion 
dollars  of  bank  loana  against  securities. 

In  the  second  place,  the  contention  that  money  loaned  to  the  stock  market 
speculator  comes  back  to  industry  in  one  way  or  another  is  at  least  equally  true 
of  a  commercial  loan  or  of  a  real-estate  mortgage  loan.  The  merchant  who 
borrows  uses  the  borrowed  money  In  paying  a  manufacturer  or  wholesaler  for 
goods.  The  builder,  who  borrows  on  real-estate  mortgage,  uses  the  money  in 
paying  a  contractor  for  putting  up  a  house.  But  all  of  them,  by  their  bor- 
rowing, operate  to  lessen  the  free  loan  funds  of  the  banks  and  to  raise  rates 
of  Interest  to  other  borrowers. 

Professor  Cassei's  analysis  pretends  to  a  mathematical  exactitude,  which  It  Is 
far  from  possessing.  He  says,  "  If  money  flows  Into  the  stock  exchange  for  the 
purchase  of  shares  at  higher  prices,  the  sellers  of  the  shares  must  get  exactty 
the  name  amount  at  their  disposal  an  the  buyer*  have  invested."  (Italics  mine.) 
This  proposition  is  not  true.  The  sellers  of  the  shares  get  very  much  more  than 
the  buyers  invest.  The  buyer  "  Invests  "  $280,000,  namely,  his  margin,  but  the 
seller  gets  $1,000,000,  of  which,  say,  $60,000  coraes  from  the  broker,  lent  by  the 
broker  to  the  buyer,  and  $700,000  comes  from  the  bank,  as  the  product  nf  new 
bank  expansion.  The  buyer's  $250,000  and  the  broker's  $50,000  represent  exist- 
ing capital.  The  $700,000  represents  new  bank  expansion  added  to  existing 
capital.  The  seller  gets  the  whole  million  dollars  and  may  do  what  he  pleases 
with  It. 

But  what  will  he  please  to  do  with  It?  The  matter  Is  very  clear  in  Professor 
Cassei's  mind.  He  says,  "  Exactly  the  same  sum  has  gone  to  the  sellers  of  those 
securities  and  has  thus  been  placed  at  the  disposal  of  the  real  capital  market." 
( Italics  mine. )  Professor  Cassel  puts  it  all  into  the  capital  market,  but  the  seller, 
in  general,  does  not  do  this.  Part  of  this  $1,000,000  represents  profit  to  him. 
He  has  sold  his  shares  In  a  rising  market,  and  for  a  good  deal  more  money  than 
be  paid  for  them,  and  he  fools  cheerful.  His  daughter  wishes  a  new  automobile ; 
bis  wife  would  like  a  trip  to  Europe ;  he  himself  feels  disposed  to  enjoy  some 
unaccustomed  luxuries.  The  probabilities  are  that  he  will  preserve  Intact  his 
original  capital,  and  that  he  will  turn  into  capital  part  of  his  profit,  but  the 
pro!  tab  Hi  ties  are  also  high  that  part  of  his  profit  will  be  spent  in  consumption, 
or.  In  other  words,  that  part  of  the  capital  of  the  margin  buyer  and  the  broker, 
and  part  of  the  new  bank  credit,  will  be  spent  In  unusual  consumption. 

The  greatest  complaint  of  all  Is  regarding  the  progressive  undermining  In  the 
quality  of  credits,  as  the  capital  values  on  which  they  rest  are  pushed  to  more  and 
more  extravagant  heights.  In  the  hanking  field,  the  complaint  is,  fn  particular, 
of  the  substitution  In  the  assets  of  the  banks  of  stock  and  bond  collateral  loans, 
bond  investments,  real-estate  mortgages,  and  Installment  finance  paper,  which 
cannot  be  rediscounted  at  the  Federal  Reserve  banks,  for  the  commercial  paper 
which  can  be  rediscounted  at  the  Federal  Reserve  banks.  Speaking  of  this 
point.  Professor  Oassel  says :  "  Technically  speaking,  this  is,  of  course,  a  draw- 
back as  the  solvency  of  the  member  hanks  is  thereby  impaired.  *  »  •  These 
observations,  however,  do  not  go  to  the  root  of  the  matter."  * 

HOW    THE   CHEAT    CBEDIT  EXPANSION    HAS    AFFECTED   COMMODITY    PHICE8 


I  have  said  that  our  great  expansion  of  bank  credit,  running  far  beyond  any 
need  for  credit,  has  had  no  apparent  effect  upon  our  commodity  price  level. 
Prices  in  1S28  stood  precisely  "'here  they  stood  In  1921.  But  T  would  maintain 
that  our  commodity  price  level  would  be  lower  today  If  this  great  expansion 
of  bank  credit  had  not  taken  place.  The  expansion  has  had  Its  influence,  not 
In  raising  commodity  prices  but  In  maintaining  them.  It  has  worked,  however, 
Dot  as  the  quantity  theorists  maintain,  by  a  mechanical  equilibration  of  the 
quantity  of  money,  on  the  one  hand,  and  the  quantity  of  goods  In  the  process 
of  exchange,  on  the  other  hand.  It  has  worked  rather  in  indirect  ways,  the 
most  Important  of  which  are.  as  follows: 

(1)  The  great  expansion  of  bank  credit  baa  made  It  possible  for  us,  a  creditor 
nation  with  very  high  tariffs,  to  maintain  a  great  export  trade,  and  even  a 

"Ibid.,  p.  68. 
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great  export  surplus.  The  outside  world  has  been  unable  to  sell  poods  within 
our  borders  in  sufficient  quantity  to  obtain  earned  dollars  with  which  to  par 
interest  on  Its  debts  in  our  country,  and  to  buy  goods  from  us.  But  the  gnat 
expansion  of  bank  credit  has  made  possible  the  flotation  of  a  tremendous 
volume  of  foreign  securities,  giving  the  outside  world  borrowed  dollars  with 
which  to  pay  Interest  on  past  borrowings  and  to  continue  to  buy  our  goods, 

(2)  There  has  been  Immense  activity  in  our  building  trade,  and  In  other 
long-time  construction,  Including  the  building  of  roads  and  highways,  winch 
would  not  have  gone  so  far  had  the  volume  of  bank  expansion  been  less. 

(3)  The  financing  of  Instalment  buying  with  bank  credit  lias  gone  much 
further  than  would  have  been  possible  under  ordinary  circumstances. 

(4)  Consumer  demand  has  been  swollen  on  a  great  scale  by  profits  In  stocks, 
bonds,  and  real  estate  which  have  accrued  with  the  speculative  development* 
In  these  fields.  The  Federal  Treasury  reports  in  1928  that  almost  11  percent 
of  the  Income  reported  for  taxation  In  that  year  represented  either  profits  on 
stocks,  bonds,  and  real  estate  or  capital  net  gains  on  assets  held  over  2  yean. 
This  percentage  represents  only  the  case  of  realized  profits  on  transactions 
actually  completed.  In  addition,  we  know  very  well  that  the  successful  specu- 
lator, who  has  large  paper  profits,  has  a  tendency  to  increase  his  expenditures 
through  drawing  on  his  balance  with  the  brokers  when  the  balance  greatly 
exceeds  margin  requirements.  "  Brokers'  loans  "  have  increased  to  offset  these 
withdrawals,  and  thus  In  part  represent  consumers'  expenditures,  lnciudlni 
trips  to  Europe  and  automobiles! 

In  these  four  ways  our  expanding  bank  credit  has  operated  to  hoid  up  com- 
modity prices.  If  the  stabilizers  find  comfort  In  this  fact  they  are  welcome  to 
do  so.  For  myself,  I  should  prefer  a  lower  and  a  more  dependable  price  level, 
maintained  by  the  expenditure  of  normal  income.  I  should  prefer  to  hove  »n 
export  trade  soundly  bused  on  the  balancing  of  goods  and  services  against 
goods  and  services.  I  should  prefer  to  have  u  building  trade  financed  primarily 
out  of  Investors'  savings. 

THE  FUTURE  ADEQUACY   OF  THE  WORLD'S  OOLO 

The  school  of  the  stabilizers,  and  here  again  Professor  Cas.se!  is  conspicuous, 
are  viewing  with  apprehension  the  future  production  of  gold.  They  doubt  its 
adequacy  to  maintain  the  existing  price  level.  They  urge  the  central  bants 
of  the  world  to  get  together  to  economize  the  use  of  gold.  They  wish  reserve 
ratios  to  be  lowered.  They  wish  the  gold  exchange  standard  to  be  employed 
In  lieu  of  the  gold  standard,  to  economize  gold.  Nothing  must  1*  done  to  pre- 
vent such  an  expansion  of  credit  as  is  required  to  maintain  the  existing  level 
of  commodity  prices.  Everything  must  he  flow  to  encourage  such  an  expansion 
of  hank  credit  as  Is  necessarv  to  umiiitiiin  the  existing  level  of  commodity 
prices. 

Let  me  say  to  them  that  if  the  existing  tendencies  in  money  and  credit  are 
continued,  if  to  maintain  the  present  level  of  commodity  prices  we  must  con- 
tinue to  let  the  speculators  have  all  the  money  they  wish  for  stock-market 
speculation  and  real-estate  speculation.  If  Instalment  finance  must  spread  over 
the  world  on  the  basis  of  expanding  bank  credit,  and  if  credit  throughout  the 
world  must  continue  to  expand  as  the  means  of  forcing  out  exports  into  coun- 
tries reluctant  to  receive  them,  then  the  inadequacy  of  gold  will  manifest  itself 
In  a  very  short  time. 

1  agree  that  it  would  be  unfortunate  if  the  world  got  Into  n  position  such 
that  a  shortage  of  gold  hamiiered  the  process  of  exchange,  and  put  the  world 
on  lilmrt  rations  in  the  matter  of  credit  for  commercial  punwses.  But  I  main- 
tain that  the  surest  way  to  bring  aliotit  this  Inadequacy  of  gold  Is  to  follow 
the  counsel  of  the  stabilizers,  to  regard  the  present  level  of  commodity  prices 
as  sacred,  and  to  force  at  all  hazards  such  an  expansion  of  bunk  credit  as  is 
necessary  to  maintain  it. 

We  must  look  at  this  problem  Trom  the  standpoint  of  Itoth  supply  and  demand. 
We  may  seek  to  meet  the  unlimited  demands  of  excited  speculators  at  low 
rates  of  Interest,  or  we  may  stop  the  unsound  tendencies  now.  cease  the  exces- 
sive diversion  of  bank  credit  Into  capital  uses  and  speculative  uses,  and  then 
undertake  to  supply  the  legitimate  needs  of  business  for  an  Indefinite  period 
at  rates  of  Interest  which  correspond  to  the  actual  facts  of  the  capital  situa- 
tion— which  rales,  I  venture  to  suggest,  will  be  substantially  higher  than  the 
artificially  low  rates  of  recent  years,  though,  I  trust,  reasonably  lower  than 
the  rates  now  prevailing  In  the  United  States. 
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stabli  commodity  prick  uinu  amd  crises 

Since  commercial  crises  are  anally  accompanied  by  sharp  changes  In  the 
commodity  price  level,  the  ingenious  theory  has  been  devised  that  we  could 
prevent  commercial  crises  if  we  should  stabilise  the  commodity  price  level. 
This  doctrine  Is  more  dangerous  and  more  fallacious  than  would  be  the  doctrine 
that  we  could  prevent  fevers  and  chills  by  preventing  changes  In  the  clinical 
thermometer.  Movements  In  the  clinical  thermometer  have  no  Influence  on  the 
course  of  fevers  and  chills.  They  merely  record  what  la  taking  place.  Move- 
ments in  commodity  prices,  however,  not  merely  Indicate  industrial  unbalance 
but  they  also  actually  tend  to  correct  the  Industrial  unbalance. 

Falling  prices  check  the  production  of  goods,  which  are  being  produced  to 
excess,  and  increase  the  consumption  of  such  goods,  while  rising  prices  encour- 
age the  production  and  check  the  consumption  of  scarce  goods.  Such  price 
changes  are  wholly  beneficial,  and  should  not  be  Interfered  with,  and  such  price 
changes  often  involve  not  merely  changes  in  particular  prices,  but  also  changes 
in  the  general  price  level  of  a  country,  if  large  groups  of  producers  are  involved. 
This  Is  particularly  likely  to  lie  the  case  In  a  country  where  international  trade 
Is  large  in  proportion  to  domestic  trade,  and  where  a  particular  type  of  export 
commodity  fs  highly  Important — as  silk  in  Japan,  nitrate  In  Chile,  grain  and 
meat  in  the  Argentine,  coffee  in  Brazil,  sugar  In  Cuba,  or  diversified  manufac- 
tures, as  In  England.  To  resist  such  price  changes  is  to  Invite  trade  stagnation. 
To  resist  the  industrial  readjustment  and  the  readjustment  of  costs  indicated 
by  such  price  changes  Is  to  prolong  trade  stagnation. 

TUB    GBNRiL    PWCB  LEVEL   THBETIJVATIT  * 


The  general  price  level  is,  after  all,  merely  a  statistician's  tool  of  thought. 
Business  men  and  bankers  often  look  at  index  numbers  as  indicating  price 
trends,  but  no  business  man  makes  use  of  Index  numbers  in  his  bookkeeping. 
His  bookkeeping  runs  in  terms  of  the  particular  prices  and  costs  that  his  busi- 
ness is  concerned  with. 

It  would  be  a  very  stupid  undertaking,  In  a  country  where  agriculture  has 
been  depressed,  and  where  agricultural  prices  are  beginning  to  turn  upward, 
for  the  central  bank  to  try  to  offset  the  influence  of  this  upon  the  general  average 
of  commodity  prices  by  taking  measures  which  would  force  the  prices  of  manu- 
factured goods  down  to  compensate.  It  Is  far  better  that  the  general  price 
level  should  rise  in  such  a  situation. 

Satisfactory  business  conditions  are  dependent  upon  proper  relations  among 
groups  of  prices,  not  upon  any  average  of  prices.  In  Russia,  today,  for  ex- 
ample, the  great  difficulties  grow,  not  out  of  the  general  price  level  but  rather 
out  of  the  wide  discrepancy  between  the  very  high  prices  of  manufactured  goods, 
on  the  one  hand,  and  the  very  low  prices  of  agricultural  goods,  on  the  other. 
A  downward  movement  in  the  Russian  price  level,  growing  out  of  Increased 
oianufacturlng  output  at  lower  costs,  would  be  an  unqualified  boon  to  the 
Russian  business  situation. 

THE  roBCED  MAIN TEIT ARCS  OF  A  PRICE  LEVEL 

By  itself  central  bank  policy  cannot  control  commodity  prices.  Central  bank 
policy,  however,  In  conjunction  with  a  variety  of  other  artificial  measures,  can 
for  considerable  periods  delay  the  liquidation  of  unsound  positions  and  prevent 
the  price  changes  necessary  to  restore  Industrial  balance.  The  combination  of 
foreign  trade  restrictions,  price-dxlng  agreements,  powerful  trade-union  organi- 
sation, valorization  credits.  Government  subsidies  and  doles,  and  the  like,  can 
delay  for  very  long  periods  necessary  readjustments. 

THE   CASE   OF   JAPAN 

Japan  was  able  to  push  policies  of  this  sort  further  than  most  countries 
would  be  able  to  do.  In  early  1920  a  few  great  banks,  a  few  great  Industrial- 
ists, and  a  powerful  government,  abruptly  checked  the  crisis  and  liquidation 
that  began  late  in  1919.    Aided  by  all  the  bank  credit  that  was  called  for, 
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the  stale  position  was  held  over  until  1927,  with  a  partial  liquidation  Inter- 
vening at  the  time  of  the  earthquake  In  1923.  Trade  stagnation  was  endured. 
Unearned  dividends,  and  even  unearned  wages,  were  paid  out  of  corporate 
reserves,  which  ought  to  have  been  used  In  paying  off  bank  loans.  When  the 
final  reckoning  came  In  1927,  ft  developed  that  not  only  were  many  industrial 
firms  b  uselessly  insolvent,  but  also  that  important  banks  were  hopelessly  In- 
volved with  them.  Japan  did  not  gain  by  enduring  7  years  of  stagnation  In  toe 
vain  hope  of  averting  losses  on  Inventory  representing  less  than  a  year's  pro- 
duction. The  losses  were  not  averted,  but  rather  terribly  intensified,  and  the 
greatest  loss  of  all  was  In  the  prolonged  stagnation. 

Japan  has  straightened  these  things  out  now,  and  our  Japanese  friends  are 
very  willing  that  the  matter  should  be  discussed  If  the  western  world  can 
profit  by  their  experience. 

WHAT  ABE  "  MOST  PRICES  "? 

"Right  prices"  are  prices  which  will  move  goods  and  clear  the  marked. 
But  nobody  knows  in  advance  what  prices  will  do  this.  Experimentation  in 
the  markets,  with  free  prices  and  two-sided  competition,  Is  the  only  wi> 
known  to  find  out  quickly  and  surely  what  prices  are  "  right." 


THE   FAILURE   OF   THE   QUANTITY    THEOB.Y    OF    HONEY 

The  modern  version  of  the  quantity  theory  of  money  deals  with  six  factors: 
(1)  Hie  volume  of  money  in  circulation,  (2)  the  velocity  of  circulation  of  that 
money,  (3)  the  volume  of  bank  deposits,  (4)  the  velocity  of  circulation  of 
bank  deposits,  (5)  the  volume  of  trade,  and  (6)  the  average  of  commodity 
prices  at  wholesale."  The  contention  of  the  quantity  theory  is  that  the  general 
average  of  commodity  prices  Is  governed  by  the  other  five  factors.  If  money 
In  circulation  or  volume  of  bank  deposits  Increases,  this  operates  to  raise  prices 
proportionally,  assuming  that  velocities  of  circulation  are  unchanged  and  that 
volume  of  trade  Is  unchanged.  An  Increase  in  velocity  of  circulation  either 
of  money  or  of  bank  deposits  likewise  operates  to  raise  prices  proportionally. 
On  the  other  hand,  an  increase  In  volume  of  trade  operates  to  reduce  prices 
proportionally,  according  to  this  theory,  assuming  that  the  other  factors  named 
remain  constant. 

Prices  are  supposed  to  be  passive,  having  no  casual  Influence  on  the  other 
factors  named:  whereas  the  other  five  factors,  namely:  money  and  bank  de- 
posits, and  their  velocities,  and  the  volume  of  trade,  are  supposed  to  be  active 
causes,  all  operating  on  prices. 

The  doctrine  is  sometimes  formulated  In  an  equation  as  follows: 

MV+M'V'=PT, 

where  M   Is   hand-to-hand   cash;   V,   its   velocity;   M',   bank  deposits;    V,   Its 
velocity :  P.  prices :  and  T,  volume  of  trade. 

The  following  figures  give  Index  numbers  for  each  of  these  magnitude!, 
based  on  the  American  statistics  since  1I>19 : 

"Quantity   theorist*  differ  anion, ,„.   

■»ernge,     ('a  see  I    reluaea    to    admit    anj    others.      Fisher's 
dominated  bj   wholesale  commodltj  prices.      For  present  p — 
modity  price  atabllltatlon  projects,  other  factors  are  Irreti 
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(Whereupon,  at  12  :10  p.  m.,  a  recess  was  taken  until  2  p.  m., 
in  the  committee  room  of  the  Senate  Committee  on  Appropriations, 
in  the  Capitol.) 

AFTER  RECESS 

The  subcommittee  resumed  at  2  p.  m.,  on  the  expiration  of  the 
recess,  in  the  hearing  room  of  the  Committee  on  Appropriations 
in  the  Capitol. 

Senator  Glass  (chairman  of  the  subcommittee).  The  committee 
will  be  in  order. 

Dr.  Anderson,  you  may  proceed. 

STATEMENT  OF  BENJAMIN  M.  ANDERSON,  JR.,  ECONOMIST,  CHASE 
NATIONAL  BANE  OP  THE  CITY  Of  NEW  TORE,  RIVERDALE, 

N.  T. — Resumed 

Mr.  Anderson.  I  want  to  say  one  thing  by  way  of  summary  in 
order  to  give  a  little  clearer  answer  to  a  question  put  to  me  as  to  the 
position  of  banking  and  money  in  their  general  relation  to  the 
problems  of  prosperity  and  depression. 

Good  business  depends  upon  a  good  general  equilibrium  of  the 
main  factors  in  economic  life.  Industries  should  be  in  equilibrium, 
not  too  much  agriculture,  not  too  little  of  manufacturing.  Railroad 
transportation  should  be  adequate  to  carry  goods.  There  should 
be  good  equilibrium  among  industries.  There  should  be  equilibrium 
in  foreign  trade,  exports  and  imports  in  proper  relation  to  one 
another;  equilibrium  in  the  relations  of  prices  and  costs;  a  sound 
financial  equilibrium,  which  includes  the  credit  situation  in  quality 
and  detail  and  a  lot  of  other  elements.     This  is  merely  schematic 

Now,  when  the  situation  is  out  of  equilibrium  and  activity  begins 
to  flag,  and  you  force  the  banking  system  to  keep  on  expanding  with 
additional  credit  in  the  effort  to  Keep  activity  going  when  really  we 
ought  to  pause  and  readjust,  the  result  is  an  intensification  of  the 
evils  and  a  greater  smash  later. 

Neither  in  medicine  nor  in  economics  is  it  possible  to  take  just 
one  factor  and  regulate  everything  else  by  means  of  it.  There  is,  I 
believe,  a  school  of  medicine  known  as  the  "chiropractic  school", 
which  I  am  told  traces  all  diseases  to  the  spine,  and  which  proposes 
by  manipulating  the  spine  to  keep  health  throughout  the  whole 
organism.  Physicians  Iknow  do  not  agree  with  this  type  of  thought 
They  tell  me  that  to  be  sure  there  are  some  diseases  of  the  spine, 
and  rickets  is  one,  but  they  do  not  cure  even  that  by  manipulation 
of  the  spine.  They  cure  it  with  phosphoric  acid,  cod-liver  oil,  and 
sunshine.  I  do  not  think  it  is  a  caricature  to  describe  this  type 
of  monetary  theory  I  have  been  opposing  today  as  chiropractic 
economics.  It  proposes  to  make  use  of  money  and  credit  as  a 
cure  for  everything,  to  regulate  everything,  even  though  the  econ- 
omist who  is  used  to  looking  at  the  whole  field  finds  the  disease 
centering  somewhere  else,  and 

Senator  Couzens  (interposing).  It  may  be  in  taxes  and  labor. 

Mr.  Anderson.  Yes;  taxes  and  labor,  unbalanced  budgets,  and 
everything  else.  There  are  pathologies  of  credit  and  monev. 
Irredeemable  paper  money  is  a  disease  of  money,  and  the  cure  is 
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redemption  in  gold,  a  balancing  of  budgets,  and  a  sound  financial 
policy.  But  the  effort  to  use  money  and  credit  as  a  substitute  for 
readjustment  throughout  the  general  economic  system  seems  to  me 
utterly  futile  and  indefensibly  dangerous. 

Now  I  come  to  a  very  vital  distinction  which  bankers  understand 
and  which  constitutes  the  very  first  thing  in  the  training  of  a  banker 
but  which  this  new  school  of  monetary  theorists  shows  very  little 
disposition  to  recognize.  That  is  the  distinction  between  bank  credit 
and  capital,  or  the  distinction  between  long  money  and  short  money, 
the  distinction  between  liquid  and  illiquid  employments  of  funds. 
This  bill  is  apparently  designed  to  do  away  with,  or  at  least  greatly 
to  lessen,  the  liquidity  requirements  both  in  the  assets  of  the  indi- 
vidual banks  and  in  the  assets  of  the  Federal  Reserve  banks.  I  hope 
you  will  bear  with  me  while  I  analyze  the  sources  and  nature  of 
capital  briefly,  because  it  is  very  vital  here. 

I  recognize  five  main  sources  of  capital,  the  first  four  of  which  have 
been  recognized  by  economists  for  a  long  time  back,  though  some 
economists  would  not  recognize  this  fifth  as  a  legitimate  source  of 
capital  at  all.  The  first  four  are  thoroughly  wholesome,  whereas  the 
fifth  is  subject  to  very  grave  abuse,  though  it  is  wholesome  if  kept 
within  proper  limits. 

The  first  source  of  capital  is  investors'  savings.  A  man  with  an 
income  of  $10,000  spends  $8,000  and  saves  $2,000,  and  uses  the  $2,000 
to  lend  to  somebody  who  wants  to  build  a  house  with  it  on  mortgage 
security,  or  he  buys  a  bond  with  it  so  that  a  corporation  can  use  it 
for  business  purposes,  or  he  puts  it  into  the  savings  bank,  which  in 
turn  buys  a  bond,  or  he  puts  it  into  his  own  business. 

The  second  source  or  savings  is  business  savings,  and  especially 
corporate  savings,  turning  back  part  of  the  profits  into  surplus.  I 
suppose  the  most  striking  illustration  of  this  in  our  time  is  the  up- 
building of  the  great  Ford  industry.  That  industry,  I  think,  was 
almost  entirely  financed  not  by  new  capital  put  in  by  the  outside  but 
by  turning  back  profits  into  the  business. 

Senator  McAnoo.  Did  you  say  the  Ford  industry! 

Mr.  Anderson.  Yes,  sir.  Now,  this  kind  of  thing  has  been  criti- 
cized recently  as  being  one  of  the  causes  of  the  crisis,  but  I  do  not 
believe  it.  I  think  it  has  been  a  very  wholesome  practice.  The  thing 
that  should  be  criticized  in  this  connection  is  the  issuing  of  securities 
by  corporations  in  an  easy  money  market  for  more  money  than  they 
needed  and  the  holding  of  these  funds  in  liquid  form.  But  I  shall 
come  to  that  in  connection  with  my  fifth  source  of  capital,  because 
there  is  where  the  real  trouble  ie. 

The  third  source  of  capital  is  taxation  for  capital  purposes,  as 
when  a  public  body  taxes  for  the  purpose  of  reducing  public  debt  or 
for  other  capital  purposes. 

And  right  here  let  me  cite  an  illustration :  I  remember  in  my  own 
home  county  in  Missouri  the  people  had  had  a  bad  experience  with 
paying  off  a  bond  issue  for  a  railroad  that  was  never  built,  the  bonds 
having  been  issued  right  after  the  Civil  War,  when  most  of  the  white 
men  were  disfranchised.  The  farmers  would  never  vote  for  a  bond 
issue  again.  Our  courthouse  was  getting  pretty  old.  Finally  the 
proposal  was  made  to  have  a  special  tax  levy  for  8  years  and  to  build 
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a  courthouse  in  that  way.  They  did  that,  and  the  county  owed  noth- 
ing when  the  courthouse  was  completed.  That  is  taxation  for  capital 
purposes. 

Senator  Cou/-ens.  Did  I  understand  you  to  say  that  you  did  not 
approve  that? 

Mr.  Anderson.  Oh,  no.  I  approve  that.  It  was  a  good  thing  and 
it  is  a  good  thing  when  a  county  can  afford  it.  Of  course,  .if  it  is  ■ 
great  big  thing  it  is  better  to  ease  that  burden  off  by  borrowing  for  i 
longer  period  of  time.  But  even  then  I  like,  rapid  amortization. 
That  is  thoroughly  sound. 

Senator  Couzens.  Would  that  apply  to  railroads,  too? 

Mr.  Anderson.  They  are  not  public  bodies. 

Senator  Couzens.  Well,  they  do  not  amortize  their  bond  issues. 
They  put  themselves  perpetually  in  debt. 

Mr.  Anderson.  I  should  like  to  see  a  situation  where  railroads  could 
and  would  amortize  their  bonds. 

Senator  McAdoo.  Their  only  sinking  funds  are  their  refunding 
operations.  I  think  to  that  might  be  attributed  the  most  of  the  diffi- 
culties that  confront  them  today. 

Mr.  Anderson.  That  is  safe  only  when  you  are  sure  you  will  have 
indefinite  growth.  When  the  reverse  situation  comes  in  it  is  not  good. 
Of  course,  you  can  never  be  sure  of  indefinite  growth. 

Senator  Glass.  You  may  proceed. 

Mr.  Anderson.  Now,  the  next  source  of  capital,  the  fourth  source 
of  capital,  is  direct  capitalization  and  does  not  involve  money  as 
an  intermediary.  It  is  chiefly  important  in  agriculture.  For  in- 
stance, a  farmer  uses  his  spare  time  in  building  fences  and  barns. 
or  a  farmer  lets  his  flocks  and  herds  increase  instead  of  selling  off 
the  increase,  or  a  farmer  turns  his  wheat  land  into  orchard  and  waits 
8  years  for  a  return  instead  of  getting  a  return  every  year. 

These  first  four  sources  of  capital  are  wholesome,  sound,  depend- 
able, and  no  case  can  be  found,  I  think,  where  a  country  has  gone 
wrong  by  doing  these  things. 

The  trouble  comes  with  the  fifth  source,  and  that  is  bank  expan- 
sion running  beyond  the  needs  of  trade,  based  on  excess  reserves,  with 
the  result  that  bank  money,  instead  of  keeping  to  liquid,  commercial 
paper  and  other  liquid  uses,  goes  into  real-estate  loans  or  into  specu- 
lative loans,  investments  on  a  great  scale  in  bonds,  installment  finance 
paper  and  other  loans  which  look  like  commercial  loans  but  which 
turn  out  to  be  loans  against  hotel  furniture  and  fixtures  and  the  like. 

Now,  I  do  not  want  to  be  doctrinaire  about  this,  and  I  want  to 
make  some  distinctions  here.  Always  a  certain  amount  of  slow 
loans,  and  some  real-estate  loans,  we  can  stand.  The  country  would 
have  blown  up  long  since  if  that  had  not  been  true.  Some  loans  to 
local  industry  that  a  hank  expects  to  carry  along  for  u  long  time  are 
legitimate.  The  banker  has  got  to  be  in  a  position  to  meet  his  sea- 
sonal needs  and  his  emergency  needs,  however.  That  was  one  of 
the  things  that  happened  to  so  many  country  bankers  in  this  last 
great  trouble.  Country  bankers  had  always  been  able  to  take  care 
of  themselves  in  previous  troubles,  but  for  6  or  7  years  this  expansion 
of  credit  went  on,  from  1922  to  1929,  and  they  never  had  any  pres- 
sure at  the  peak.  Now,  the  country  banker  in  the  old  days  knew 
this  situation :  Well,  my  farmers  arc  going  to  begin  to  borrow  in 
the  spring,  and  will  borrow  more  through  the  summer  as  they  make 
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their  crops,  and  then  as  they  approach  crop-making  time  will  borrow 
more  to  pay  their  labor,  and  I  will  be  borrowing  in  Hew  York  up  to 
the  limit  in  order  to  get  money  for  them,  and  so  on.  The  country 
banker  based  on  that  experience  knew  that  when  the  crops  were 
moved  he  would  get  his  cash,  in  the  fall,  say  in  December,  and  he 
kept  it  liquid,  knowing  he  was  going  to  need  it  again  next  year.  He 
would  not  put  it  out  on  long  loans  and  consequently  he  was  always  in 
good  shape.  But  in  the  period  I  have  mentioned,  of  6  or  7  years, 
that  banker  had  too  much  money  and  it  ruined  him.  He  tied  his 
money  up  in  local  loans,  real-estate  loans,  and  his  money  was  frozen 
when  the  pressure  came.    He  just  could  not  get  his  money. 

Now 

Senator  Codzens  (interposing).  That  is  not  all  that  he  tied  up  his 
money  in,  either. 

Mr.  Anderson.  Oh,  no;  it  was  in  lots  of  things.  What  they  did 
during  that  period 

Senator  Couzens  (interposing).  And  they  purchased  all  kinds  of 
foreign  bonds  and  all  that  kind  of  thing. 

Mr.  Anderson.  Yes. 

Senator  Couzens.  And  real-estate  bonds. 

Mr.  Anderson.  Yes,  sir;  and  if  there  was  any  possible  mistake 
they  could  have  made  that  was  not  made  it  is  hard  for  me  to  know 
about  it. 

Senator  Gore.  Mr.  Chairman,  might  I  ask  a  question  of  Dr.  Ander- 
son? 

Senator  Glass.  Certainly. 

Senator  Gork.  During  that  period  these  two  parallel  movements 
went  on,  and  while  I  do  not  know  that  they  had  any  connection, 
yet  I  want  your  reaction  to  it.  The  banks  in  the  country,  at  least 
in  Oklahoma,  were  urged  by  bank  examiners  to  call  a  lot  of  local 
loans  and  put  the  money  into  what  they  called  a  "  secondary  re- 
serve ",  made  up  of  bonds.  They  were  advised  that  they  would  be 
liquid,  and  the  bankers  had  the  impression  that  that  word  came  down 
I  think  from  the  office  here  in  Washington  of  the  Comptroller  of  the 
Currency.  Anyway  a  lot  of  those  little  banks  in  my  State  put  a  lot 
of  tbeir  surplus  money  into  foreign  bonds,  at  the  instance  or  the 
suggestion  of  the  bank  examiners. 

Now,  paralleling  that,  these  big  underwriting  concerns  were  dis- 
posing of  foreign  bonds,  and  they  were  allotting  certain  quantities 
to  these  little  country  banks,  and  while,  perhaps,  they  were  not  com- 
pelled to  take  them  yet  they  were  expected  to  take  them ;  and  I 
understand  that  a  good  many  of  them  were  told  if  they  did  not  take 
them  their  names  would  go  off  the  list.  So  that  while  one  might 
say  they  were  perfectly  free  to  take  them  or  not,  yet  it  was  under- 
stood if  they  did  not  take  them  their  names  went  off  the  list  of  the 
underwriting  syndicates.  Now,  these  two  things  did  go  on.  Was 
there  any  connection  between  the  two  in  your  judgment! 

Mr.  Anderson.  I  think.  Senator  Gore,  with  reference  to  your  last 
point,  that  as  to  people  being  on  the  list  and  having  to  go  off  if 
they  did  not  go  along,  that  the  period  from  1922  to  1929  was  very 
much  freer  from  that  than  earlier  periods.  I  think  the  competition 
in  underwriting  operations  had  changed  in  that  period  so  that  that 
was  not  generally  true. 
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Senator  Gore.  And  the  little  banker  took  the  word  of  the  big 
banker,  often  in  Hew  York,  did  he  not? 

Mr.  Anderson.  Yes,  sir. 

Senator  Gore.  And,  if  he  was  told  they  were  good,  all  right,  but 
he  did  not  know.  I  know  of  bankers  in  Oklahoma  that  had  bonds 
who  could  not  even  find  the  country  on  the  map  that  had  issued 
the  bonds. 

Mr.  Anderson.  There  were  many  underwriting  houses  initiating 
issues  which  in  the  period  up  through  1924,  say,  had  excellent  records 
of  careful  scrutiny  of  new  issues ;  which,  say,  down  through  1924  did 
careful  credit  Work  on  new  issues,  and  studied  them;  and  then  from 
1924  to  1929  money  was  so  plentiful  and  there  was  such  an  unlimited 
demand  for  bonds  they  worked  under  pressure  and  put  them  out 
altogether  too  fast.  And  I  was  worried  then,  Mr.  Chairman,  and 
was  writing  about  these  things  at  that  very  time. 

Senator  Glass.  Yes;  and  I  was  talking  about  it  in  the  Senate,  but 
nobody  paid  any  attention  to  me. 

Mr.  Anderson.  Yes;  the  trouble  was  that  both  commercial  bank- 
ers and  investment  jankers,  used  to  normal  things  in  the  past  and 
confused  by  this  great  abnormality  of  unlimited  money,  lost  their 
heads.  You  cannot  have  that  kind  of  situation  without  men  losing 
their  heads,  and  sometimes  even  men  going  off  sound  moral  stand- 
ards. 

Now,  I  do  not  want  to  be  doctrinaire  and  I  do  not  believe  that 
banks  should  be  limited  to  commercial  loans  or  anything  of  that 
sort,  but  I  do  want  bank  credit  to  be  related  to  the  growth  of  industry. 
Loans  to  the  securities  market  have  had  a  very  good  record  in  Amer- 
ican banks.  The  bank  should  not  lend  to  the  railroad  directly  for 
the  construction  of  terminals  or  bridges;  or  to  a  business  corporation 
for  plant  and  equipment,  but,  if  an  active  stock  market  exists,  with 
n  large  body  of  traders,  the  bank  can  safely  lend,  with  a  proper 
margin,  against  the  shares  and  bonds  which  represent  the  terminals 
and  the  bridges  or  the  plant  and  equipment.  But  when  you  get  the 
proportions  of  these  things  changed,  when  you  get  your  ordinary 
volume  of  business  going  like  this,  and  new  issues  going  like  that, 
and  a  greater  rate  of  bank  money  going  into  new  issues,  it  is  a 
dangerous  pathological  tiling. 

Senator  Glass.  It  is  especially  dangerous  for  16,000  banks  to  be 
doing  that  when  not  one-tenth  or  them  know  anything  about  buying 
stocks  and  bonds. 

Mr.  Anderson.  It  is  very  dangerous.  That  notion  of  bonds  being 
a  secondary  reserve,  that  is,  bonds  of  the  kind  that  Moody  would  rate 
as  triple  A  and  that  had  good  records  in  all  our  past  crises,  was 
justified  in  the  past,  and  may  be  again.  The  banker  who  had  a 
triple  A  bond  could  get  money  on  it.  But  in  this  period  we  have 
been  talking  about  it  was  overtione  so  badly  that  I  think  some  such 
bonds  sold  at  times  as  low  as  50. 

Senator  McAdoo.  What  would  you  have  as  a  secondary  reserve! 

Mr.  Anderson.  Personally  I  want  banks  to  keep  short.  I  do  not 
want  them  to  be  putting  bonds  into  their  portfolios  running  for  20 
or  30  or  40  years.  I  look  upon  10  years  as  pretty  long  for  a  bank,  and 
would  rather  keep  them  down  to  6  or  7  years. 

Senator  McAdoo.  You  want  fluid  investments! 
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Mr.  Andebson.  Yes,  sir.  I  want  acceptances  and  short  Govern- 
ment paper,  and  for  them  to  keep  some  money  with  their  New  York 
correspondent  building  up  a  borrowing  equity  them. 

Senator  McAdoo.  That  is  almost  a  primary  reserve. 

Mr.  Anderson.  Well,  it  is  above  the  requirement. 

Senator  McAdoo.  That  is  in  effect  a  primary  reserve  also. 

Mr.  Anderson.  Yes,  sir;  except  that  we  used  to  pay  interest  on 
those  deposits. 

Senator  McAdoo.  But  could  you  find  enough  of  that  high-class 
stuff  you  are  talking  about  to  give  the  banks  the  necessary  held  for 
their  surplus  funds! 

Mr.  Andebson.  You  could  always  do  that  down  to  1924,  After 
that  these  things  happened.  Your  commercial  paper  was  very  much 
reduced  because  corporations  were  putting  out  new  stocks  and  pay- 
ing off  commercial  paper.  There  were  acceptances,  it  is  true,  but  it 
was  difficult  to  get  them  in  adequate  volume. 

Senator  Couzens.  I  take  it  you  would  not  like  to  rely  upon  stock- 
market  quotations  on  railroad  bonds  and  other  issues  that  you  re- 
ferred to  a  while  ago.  In  other  words,  if  a  hank  has  some  surplus 
funds  and  wants  to  buy  a  bond,  whether  a  railroad  bond,  a  utility 
bond,  or  whatnot,  if  it  was  quoted  on  the  New  York  Stock  Exchange 
and  traded  in  freely,  wouldn't  that  be  a  fairly  good  secondary  reserve 
for  a  bank? 

Mr.  Andebson.  Ten  years  ago  I  should  have  said  yes,  without 
question. 

Senator  Coczens.  But  you  would  not  say  yes  now;  is  that  it? 

Mr.  Andebson.  Well,  the  bond  market  is  more  dependable  than  it 
was  and  we  are  cleaning  up  this  mess  we  have  been  through.  But  I 
myself  would  not  encourage  a  bank  to  take  anything  today  over  4 
years. 

Senator  Townbend.  What  would  you  put  your  excess  reserves  in 
today! 

Mr.  Andebson.  I  beg  your  pardon! 

Senator  Townbend.  If  you  nad  excess  reserves  today,  what  would 
you  buy! 

Mr.  Andebson.  I  would  buy  governments  up  to  4  years.  I  would 
buy  corporation  notes  up  to  4  years.  I  would  buy  what  acceptances 
I  could  get    They  buy  almost  anything  along  that  line. 

Senator  McAdoo.  Do  you  say  governments  up  to  4  years! 

Mr.  Andebson.  I  am  talking  about  banks  now. 

Senator  McAdoo.  And  you  were  speaking  of  governments.  Would 
you  buy  them  for  no  longer  period  than  4  years!  You  mean  short- 
term  stuff! 

Mr.  Anderson.  In  general;  yes.  sir. 

Senator  McAdoo.  And  you  would  not  buy  long-time  governments? 
What  would  constitute  sound  banking  in  the  light  of  what  we  have 
gone  through !  I  should  like  to  know  whether  or  not  there  is  avail- 
able a  Held  for  the  kind  of  investment  for  a  secondary  reserve,  or 
for  the  capital  investments  of  n  bank,  that  would  make  it  strong  in 
ways  other  than  what  it  has  been  during  the  last  5  years.  It  is  a 
pretty  hard  thing  to  do,  is  it  not! 

Mr.  Andebson.  Well,  the  banks  that  had  commercial  paper  and 
had  governments 

Senator  McAdoo  (interposing).  Long-term  governments! 
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Mr.  Anderson.  Even  long-time  governments,  at  the  worst  of  the 
trouble  in  1932  and  1933,  were  in  very  good  shape.  Long  govern- 
ments went  down,  as  you  know.  You  saw  banks  losing  on  a  good 
many  bonds,  say,  the  3  pereents  that  came  out,  shortly  after  1929. 

Senator  Townsend.  Because  you  say  governments  went  down? 

Mr.  Anderson.  Yes.     I  do  not  want  banks  to  have  long-time  bonds. 

Senator  McAdoo.  Not  long-time  bonds  of  any  kind,  Government  or 
municipal  bonds  or  State  bonds  or  corporate  bonds? 

Mr.  Anderson.  No,  sir. 

Senator  McAdoo.  You  draw  a  distinction  between  the  investment  of 
a  bank's  capital  and  the  investment  of  its  reserves,  do  you  not? 

Mr.  Anderson.  Yes.  A  bank  of  large  capital  can  afford  to  have  » 
larger  amount  of  illiquid  stuff,  of  course. 

Senator  McAnoo.  They  are  sound  investments  or  safe  investments. 
we  will  say,  but  illiquid. 

Mr.  Anderson.  Yes,  sir. 

Senator  Glass  {chairman  of  the  subcommittee).  You  may  continue. 

Mr.  Anderson.  Now,  then,  we  had  a  change  in  this  situation  be- 
tween 1924  and  1929,  as  corporations  were  able  to  issue  so  many  securi- 
ties that  they  got  more  money  than  they  needed  for  years  ahead,  and 
they  paid  off  their  loans  at  the  banks,  so  that  commercial  paper  actu- 
ally went  down  in  the  banks  and  the  percentage  of  bank  assets  devoted 
to  the  securities  market  went  rapidly  up. 

Senator  Gore.  I  have  seen  the  statement  that  when  the  Federal  Re- 
serve System  was  established  bank  loans  secured  by  commercial  paper 
nus  perhaps  five  times  as  much  as  loans  collateraled  by  stocks  and 
bonds,  but  that  that  ratio  has  now  been  reversed.  Could  you  make  an 
estimate  on  that? 

Mr.  Anderson.  I  think  I  may  have  some  figures  here  that  have  a 
bearing  on  that.  I  have  here  the  national-bank  figures  from  1890 
to  1920,  and  commercial  loans  or  so-called  '"all  other  loans",  and 
that  means  loans  not  secured  by  stocks  and  bonds,  and  the  categories 
are  not  very  good,  because  the  "  all  other  loans  "  are  not  exclusively 
eommercial  paper  and  because  secured  loans  include  some  stuff  that  is 
commercial  stuff — crop  liens  and  cattle  paper,  and  things  of  that 
sort— but  take  the  relation  of  all  other  loans  to  total  loans  and  in- 
vestments, and  vou  get  something  of  the  history  of  commercial  loan*. 
Between  1890  and  1900  they  went  down  sharply.  In  1890  they  were 
62.2  percent  of  total  loans  and  investments,  and  by  1900  they  had 
gone  down  to  45.7  percent,  very  much  of  it  occurring  in  the  period 
189G  to  1900,  when  we  settled  the  gold-standard  question  ana  gold 
was  coming  rapidly  into  the  country 

Senator  McAnoo  (interposing).  And  tiiat  was  also  because  of  re- 
vival of  business. 

Mr.  Anderson.  Yes.  s-ir.  Then  from  1900  down  to  1914  the  per- 
centage of  commercial  paper  went  up  again,  and  that  was  true  down 
to  1917.  Then  the  war  came  on  and  the  Government  began  borrow- 
ing from  barks,  which  put  the  ratio  down.  The  ratio  in  1900  wa> 
4."i.7  percent,  and  in  1914  it  was  48.5  percent,  and  in  1917  it  was  47.5 
percent,  and  in  1919  it  was  39  percent,  as  the  peak  of  the  war  paper 
in  the  banks  showed  itself.  Then  with  the  commercial  boom  that 
followed  it  went  up  ;:gain,  awl 

Senator  McAuon  interposing).  The  Government  bad  very  little 
paper  in  the  hank-  :it  that  time. 
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Mr.  Anderson.  It  was  the  paper  of  customers  borrowing  against 
Government  securities,  bonds  owned  and  everything,  which  was  esti- 
mated at  about  $6,000,000,000,  about  the  middle  of  1919. 

Now,  then,  in 

Senator  McAdoo  (interposing).  The  point  I  wanted  to  make  was 
that  it  was  not  an  investment  by  the  bankers  in  Government  paper. 

Mr.  Anderson.  So,  sir. 

Senator  McAdoo.  It  was  collateral -secured  stuff,  because  we  had 
the  purpose  (luring  the  war  to  distribute  bonds  to  the  public. 

Mr.  Anderson.  Yes,  sir;  chiefly. 

Senator  McAdoo.  And  keep  them  out  of  the  banks.  Now,  of  course, 
the  man  who  owned  a  bond  might  go  to  a  bank  and  borrow,  but  then 
you  hud  his  personal  responsibility,  although  backed  by  security. 

Mr.  Anderson.  Senator  McAdoo,  looking  back  on  war  financing  in 
the  Vnited  States  in  1917  and  1918, 1  want  to  congratulate  you  on  a 
magnificant  piece  of  sound  work. 

Senator  McAdoo.  Well,  it  is  very  good  of  you  to  say  that,  but 

Senator  Couzens  (interposing).  And  still  he  is  for  the  Patman 
bill. 

Senator  McAdoo.  I  had  not  intended  by  my  question  to  invoke  any 
such  compliment,  Mr.  Anderson,  but  you  will  notice  that  the  Michi- 
gan Senator  is  not  sound  on  the  Patman  bill. 

Senator  Coozens.  I  observe  that. 

Mr.  Anderson.  On  this  question  of  commercial  paper,  from  1919 
to  1932  we  have  a  different  series  of  figures,  namely,  those  of  the 
reporting  member  banks.  Now,  the  ratio  of  all  other  loans  to  total 
loans  and  investments  for  March  1920  was  52.1  percent.  Liquidation 
took  it  down  to  50.6  percent  in  March  1922.  The  period  of  1922-23 
was  the  period  when  the  Federal  Reserve  banks  were  buying  Govern- 
ment securities  on  a  great  scale  and  bank  expansion  moved  rapidly, 
anil  it  went  outside  into  stocks  and  bonds,  and  the  ratio  dropped  to 
46.9  percent  by  March  of  1923.  But  the  next  year,  to  March  of  1924, 
the  Federal  Reserve  System  was  holding  back,  they  sold  their  Gov- 
ernments. They  got  frightened  about  the  boom  starting  and  tight- 
ened up  the  money  market,  and  while  bank  credit  as  a  whole  did 
not  expand  commercial  loans  did  expand,  and  the  banks  got  money 
by  selling  some  investments,  and  that  ratio  went  up  to  48.4  percent 
again. 

Commercial  paper  will  increase  if  you  do  not  make  money  too 
abundant.  Banks  will  take  commercial  paper  first.  On  the  other 
hand,  if  you  make  money  abundant  then  it  will  go  into  other  things. 
From  1924  it  went  down,  and  it  was  39.7  percent  in  1929.  The  per- 
centage of  eligible  paper  in  the  banks  went  down.  I  was  protesting 
against  that  vigorously  early  in  1927,  and  everything  is  pathologi- 
cal  

Senator  Townsend  (interposing).  Have  you  any  figures  after 
1929? 

Mr.  Anderson.  The  figures  I  om  giving  you  are  taken  from  my 
discussion  of  the  book  by  Mr.  Cnrrie,  which  has  gone  into  the  record 
anyhow.  These  are  figures  for  national  banks  from  1890  to  1920, 
and  for  reporting  meniber  banks  from  1919  to  1932. 

Senator  Townsend.  What  about  1932? 

Mr.  Anderson.  That  is  36  percent. 

Senator  Townsend.  All  right. 
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Mr.  Anderson.  Now,  among  other  evils  of  this  is  the  fact  that  it 
robbed  both  business  men  and  bankers  of  that  fruitful,  wholesome 
contact  between  bankers  and  business  men  that  comes  by  reason  of 
the  business  man  discussing  once  a  year  with  his  banker  how  mnch 
money  he  can  borrow:  his  line  of  credit.  It  is  manifestly  useful  to 
both  sides.  The  banker  learns  what  is  going  on  in  the  business 
world.  The  business  man  has  his  mind  sharpened  as  to  unsound 
uses  of  credit.  It  may  be  that  he  has  not  enough  working  capital, 
or  it  may  be  that  he  has  too  much  cash.  While  the  latter  does  not 
usually  bring  him  to  the  bank  to  borrow,  yet  in  any  case  the  bank 
man  and  the  business  man  get  together  on  the  problems  of  business 
in  a  fruitful  way. 

Further  I  want  to  say  that  during  the  past  2  or  3  decades  com- 
mercial credit  men,  commercial  bank  credit  men,  have  done  one  of 
the  finest  pieces  of  scientific  work  I  have  ever  seen  done  in  analyzing 
the  principles  under  which  you  can  make  loans  to  particular  kinds 
of  businesses.  First,  to  business  in  general  and  then  to  particular 
kinds  of  business,  what  sort  of  ratio  there  should  be  in  each  busi- 
ness between  current  assets  and  liabilities,  what  net  worth  should 
be  in  proportion  to  other  things.  They  have  adopted  a  technique 
ol  independent  audits  and  it  is  a  very  wholesome  thing. 

I  want  to  see  for  the  future  commercial  loans  grow  rather  than 
decline.  I  want  the  credit  policy  to  be  such  that  commercial  loans 
will  grow,  and  the  conditions  under  which  commercial  loans  will 
grow  will  be  that  you  do  not  have  too  much  money;  that  they  cannot 
get  it  too  easily  in  the  matter  of  capital  purposes. 

Now,  then,  this  leads  me  to  my  comment  upon  the  provisions  of  title 
II  of  the  bill  permitting  the  Federal  Reserve  System  to  loan  against 
"  any  sound  assets."  The  Federal  Reserve  Act  allowed  member 
banks  to  go  to  Federal  Reserve  banks  and  rediscount  commercial 
paper,  and  agricultural  paper,  and  borrow  against  Government  se- 
curities. Commercial  paper  in  the  larger  banks  especially,  was,  as  a 
rule,  liquid,  particularly  under  the  regulations  laid  down  for  the 
Federal  Reserve  System,  and  a  great  deal  of  the  agricultural  paper 
was  liquid,  although  not  all  of  it  was;  and,  for  that  matter,  not  all  of 
the  commercial  paper  was.  But,  generally  speaking,  the  Federal 
Reserve  banks  got  the  cream  of  the  paper  that  the  commercial  banks 
had. 

Government  securities,  moreover,  were  instantly  marketable  at  a 
price — and  there  was  no  question  about  it,  the  Government-securities 
market  needed  no  artificial  support. 

Now,  these  things  were  the  things  that  were  naturally  liquid.  The 
proposal  now  is  to  substitute  for  natural  liquidity  a  kind  of  conven- 
tional liquidity,  based  simply  on  the  law.  The  proposal  is  that  every- 
thing can  be  made  liquid  by  virtue  of  the  Federal  Reserve  banks' 
ability  to  take  it. 

Now,  there  are  two  main  objections  here.  One,  the  only  assump- 
tion which  can  justify  this  is  that  the  Federal  Reserve  banks  and  the 
Government,  in  combination,  are  so  impregnable  that  they  do  not 
have  to  regard  the  question  of  loss  of  liquidity.  The  governments 
and  the  central  banks  of  smaller  countries  know  better.  They  know 
that  they  too  have  limits.  In  Austria,  those  limits  were  reached 
very  quickly  when  you  had  the  illiquid  Boden  Credit  Anstalt  unloaded 
on  the  Credit  Anstalt,  making  it  illiquid,  then  the  central  bank  coming 

».™=.Google 


BANKING   ACT   OF    198B  487 

to  the  rescue  and  being  put  in  jeopardy,  and  then  the  Government 
coming  to  the  rescue  of  the  Central  bank,  and  finally  the  whole  thing 
going  down  together. 

A  similar  episode,  carried  not  quite  so  far,  marked  the  Japanese 
course  from  1919  to  1927. 

Senator  Couzens.  While  on  the  point  let  me  ask  you  this  question : 
Do  you  think  the  guaranty  of  bank  deposits  has  obviated  some  of 
the  necessity  for  liquidity  ? 

Mr.  Anderson.  If  it  leads  to  a  loss  of  liquidity  it  is  going  to  lead 
to  collapse.  The  only  thing  that  can  make  the  guaranty  safe  is  to 
watch  the  banks  to  see  that  they  keep  liquid. 

Senator  Couzens.  Yes ;  but  I  meant  to  ask  you  whether  there  was 
the  same  necessity  for  keeping  liquid  with  the  guaranty  of  bank 
deposits  that  there  was  prior  to  that  time.  ' 

Mr.  Anderson.  There  is  the  same  necessity,  but  the  thing  can  be 
masked  longer  and  the  disaster  resulting  from  loss  of  liquidity  can 
therefore  be  greater. 

Senator  McAdoo.  It  does  not  obviate  the  necessity  for  funda- 
mental soundness  in  the  case  of  loans. 

Mr.  Anderson.  No,  air. 

Senator  Couzens.  That  is  true,  but  I  have  not  yet  secured  quite 
the  answer  I  wanted  in  that  much  of  the  need  for  liquidity  occurred 
when  runs  began  on  banks  because  of  fear.  It  is  assumed  that  that 
fear  has  been  obviated  to  a  large  extent  by  guaranteeing  bank  de- 
posits, and  therefore  I  ask  you:  Does  the  same  necessity  exist  for 
liquidity? 

Mr.  Anderson.  I  think  that  the  basic  necessity  for  liquidity — but 
of  course  you  are  now  talking  about  the  extreme  cases,  bank  failures. 

Senator  Couzens.  No;  not  at  all. 

Mr.  Anderson.  I  am  thinking  of  what  should  go  on  in  the  ordi- 
nary course  of  business  anywhere.  Banks  have  seasonal  operations. 
We  will  say  that  here  is  a  good  bank  in  an  agricultural  community, 
and  there  is  a  crop  failure  and  the  bank  must  carry  the  farmers 
over  to  another  season.  That  bank  must  of  necessity  have  liquid 
resources  in  order  to  be  able  to  do  it.  Further  on  the  principle  you 
are  suggesting:  If  banks  generally  over  the  country  were  to  say, 
"We  do  not  have  to  be  so  liquid  now  because  we  do  not  have  to  be 
afraid  of  runs  ",  you  will  finally  get  a  frozen  situation  where  the 
deposit  guaranty  wont  work. 

Senator  Couzens.  Of  course  that  is  a  possible  outcome,  but  I 
meant  under  existing  conditions,  the  same  fear  psychology  cannot 
arise,  for  instance  like  in  Michigan  in  1932— 33,  where  hundreds  and 
thousands  of  people  Went  in  to  get  their  money,  and  which  necessi- 
tated a  liquid  situation  such  as  does  not  now  exist. 

Mr.  Anderson.  May  I  Use  this  illustration:  Say  we  have  a  piece 
of  blotting  paper  before  us.  When  you  drop  water  on  it  you  will 
find  it  will  absorb  an  awful  lot  of  water,  but  just  you  try  to  get  some 
of  that  water  back  and  it  will  be  very  difficult.  "From  1922  to  1929 
we  did  just  that,  we  let  this  liquid  bank  credit  go  into  blotting  paper 
and  we  could  not  get  it  back.  If  we  carry  through  these  same  poli- 
cies again  I  do  not  know  how  long  it  would  be  before  the  thing  would 
be  frozen  up.  But  I  would  advise  any  banker  going  into  another 
inflation  episode  to  know  where  his  funds  are. 
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Senator  Gore.  One  hears  a  good  deal  about  frozen  assets,  and  a 
good  deal  about  liquidity.  You  can  liquefy  air  and  get  frozen  air, 
and  it  is  liquid  but  it  is  still  rather  frozen  and  cannot  be  handled 
with  much  freedom. 

Mr.  Anderson.  It  cannot  be  handled  with  much  comfort. 

Senator  Goke.  It  cannot  be  handled  with  much  freedom.  Trying 
to  liquify  these  illiquid  assets  is  a  good  deal  like  that,  I  take  it. 

Senator  Glass  (chairman  of  the  subcommittee).  You  may  con- 
tinue your  statement. 

Mr.  Anderson.  With  our  immense  resources  we  could  go  a  long 
way  before  we  got  governments  and  Federal  Reserve  banks  both  so 
weakened  that  our  whole  financial  fabric  would  collapse.  Some 
adherents  of  this  view  perhaps  might  feel  that  even  then  we  could 
get  out  of  it  by  printing  paper  money  and  letting  our  exchanges  go 
to  pieces  in  the  foreign  exchange  markets.  But  I  do  not  think  that 
either  good  bankers  or  responsible  statesmen  could  contemplate  this 
kind  of  way  out  with  equanimity. 

The  second  objection  to  the  change,  however,  is  that  it  removes 
from  the  banker,  in  his  daily  work,  an  inhibiting  factor  of  first-rate 
importance.  If  legal-conventional  liquidity  is  accompanied  by  natu- 
ral liquidity,  if  the  Federal  Reserve  bank  will  take  the  things  the 
banker  ought  to  have  anyhow,  then  the  banker  has  constant  pressure 
on  him  to  follow  the  rules  of  sound  banking  and  not  to  make  frozen 
loans. 

I  know  that  as  a  matter  of  experience.  During  the  period  from 
1924  on  I  was  constantly  working  with  bankers  to  get  their  houses 
in  better  order,  and  they  would  sav  to  me :  These  loans  are  good.  I 
have  plenty  of  collateral  back  of  the  loan,  and  the  maker  has  plenty 
of  securities  in  his  strong  box.  But  I  would  say  to  them :  You  cannot 
take  it  to  the  Federal  Reserve  bank.  I  would  show  them  according 
to  their  own  figures  that  they  did  not  have  enough  to  go  to  the 
Federal  Reserve  bank.  Then  they  would  listen  to  that.  And  if  you 
had  had  this  provision  "  any  sound  asset "  in  that  period  from  1922 
to  1929,  that  boom  would  have  gone  very  much  further  and  the 
consequences  would  have  been  more  disastrous.  The  fact  that  they 
could  not  take  it  to  the  Federal  Reserve  bank  made  it  clearer  to 
them. 

As  against  these  considerations  the  argument  has  been  offered,  and 
doubtless  pressed  upon  this  committee,  that  it  ought  to  be  possible 
for  the  Federal  Reserve  banks  to  lend  on  any  sound  assets  to  pre- 
vent bankruptcy  of  banks  which  could  otherwise  pull  through.  I 
should  be  quite  willing  to  have  emergency  provisions  to  meet  this 
situation.  I  want  to  keep  the  restraints  on  the  banks  in  ordinary 
times  and  in  boom  times,  but  I  am  willing  to  have  legislation  passed 
which  would  permit  the  Federal  Reserve  Board,  by  a  three-fourths 
vote,  for  a  limited  period  of  time  and  renewable,  to  lend  against  any 
sound  asset,  but  I  would  not  want  bankers  to  have  that  before  them 
in  ordinary  times. 

Senator  Glass.  We  have  that  on  the  statute  books  now. 

Mr.  Anderson.  But  let  it  be  an  emergency  tiling,  not  a  regular 
thing.  We  are  going  to  have  terrific  trouble  in  holding  the  banking 
community  down  to  anything  like  sound  banking  assets  when  the 
existing  gigantic  excess  of  member-bank  reserves  gets  to  working, 
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when  prices  begin  to  rise  and  people  get  to  feeling  good.  And  it  is 
the  same  with  the  banker.  I  know  them;  I  know  their  magnificent 
elements  of  strength,  but  I  also  know  their  limitations.  The  same 
banker  who  today  says  he  would  never  do  it  will  be  doing  it  as  a 
matter  of  course  when  his  competitors  are  doing  it  and  he  himself  is 
feeling  cheerful. 

A  similar  argument  I  would  like  to  make  about  this  collateral 
provision,  holding  it  strictly  to  the  rule  of  Federal  Reserve  notes 
against  gold  and  commercial  paper,  including  loans  against  Govern- 
ment securities. 

Senator  Couzenb.  Would  you  continue  its  issuance  against  Govern- 
ment securities? 

Mr.  Anderson.  No;  loans  against  Government  securities;  the  rule 
as  it  was  before  the  Glass-Steagall  bill. 

Senator  Codzens.  You  would  not  let  them  issue  Government  bonds 
as  security  t 

Mr.  Anderson.  Not  regularly.  The  argument  is  made,  and  I 
think  it  has  force,  that  if  we  ever  do  get  into  such  a  mess  again 
as  we  were  in  early  1932,  it  ought  not  to  be  necessary  for  Congress 
to  have  a  spectacular  debate  before  relief  can  be  given.  I  am  willing 
to  have  it  provided  in  the  law  that  if  a  special  emergency  arose,  for 
limited  periods  of  time  they  can  substitute  Government  securities  as 
collateral,  but  not  all  the  time  and  not  regularly. 

Senator  Cotjzens.  You  mean,  as  collateral  for  notes? 

Mr.  Anderson.  Yes. 

Senator  Glass.  This  bill  provides  that  it  may  be  the  normal  thing? 

Mr.  Anderson.  Yes. 

Senator  McAdoo.  You  are  speaking  of  gold.  We  could  not  put 
an)'  requirement  about  gold  into  existing  statutes 

Sir.  Anderson.  You  could  say  "gold  certificates." 

Senator  Glass.  What  do  they  mean  I 

Mr.  Anderson.  That  was  explained  to  me  as  I  was  testifying 
before  this  committee  in  connection  with  the  gold  bill  of  1934.  One 
of  your  colleagues  told  me  very  kindly,  after  I  had  made  a  protest 
with  regard  to  gold  against  the  certificate,  putting  it  in  the  general 
fund,  and  so  on — he  said,  "  You  do  not  understand  about  these  gold 
certificates.  These  are  not  certificates  that  you  can  get  gold;  these 
are  certificates  that  gold  has  been  taken  away  from  you." 

Senator  Glass.  That  was  a  very  logical  way  of  stating  it. 

Mr.  Anderson.  With  respect  to  both  these  points  as  to  collateral 
against  notes  and  loans  against  any  sound  assets,  what  I  have  in 
mind  is  this.  A  crisis  will  not  be  so  severe  if  we  have  restraints  in 
ordinary  times.  The  removal  of  restraints  in  ordinary  times  means 
that  we  do  not  have  a  safe  margin  for  use  in  crisis  times.  If  we  go 
through  a  boom  without  restraints,  first,  the  boom  lasts  longer  and 
goes  to  more  violent  heights;  second,  when  the  crisis  comes  we  have 
nothing  left  with  which  to  fight  it. 

Senator  Gore.  No  parachute. 

Mr.  Anderson.  I  want  that  reserve  for  the  last  half  hour  of  the 
battle,  and  I  do  not  want  to  be  over-extended  when  the  last  half 
hour  comes. 

I  want  to  say  a  word  about  real-estate  loans.  I  am  not  going  to 
try  to  discuss  the  whole  bill  at  all.  This  is  the  last  point  that  I  am 
going  to  raise,  myself. 
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I  am  very  much  afraid  of  this  provision. 

Senator  McAdoo.  You  mean  the  provision  for  amortized  loans 
over  a  20-year  period!    Is  that  what  you  have  in  mind* 

Mr.  Anderson-.  It  has  been  improved  in  the  House  bill,  but  even 
there  it  goes  too  far.  I  would  endorse  the  proposal  that  Mr. 
Aldrich  made,  though  I  want  to  add  something  to  that.  This  still 
links  real-estate  loans  to  time  deposits;  50  or  60  percent,  I  have 
forgotten  which,  of  these  deposits.  Now,  there  is  a  great  difference 
between  time  deposits  at  large  and  savings  deposits  in  a  strict  sense. 
A  very  great  part  of  the  expansion  of  credit  that  took  place  between 
1922  and  1929  was  in  time  deposits.  They  were  looked  upon  as 
savings^  and  the  Comptroller's  reports  even  spoke  of  them  as  sav- 
ings. They  were  not  savings.  They  were  the  product  of  expanding 
bank  credit.  Their  behavior  was  very  different  from  the  behavior 
of  ordinary  savings  deposits.  Savings  deposits  move  rather  steadily 
and  moderately.  These  things  moved  rapidly  in  the  period  when  the 
Federal  Reserve  banks  were  expanding,  and  they  stopped  advancing 
when  the  banks  were  holding  back.  I  have  a  lot  of  evidence  on  that 
in  the  discussion  of  Mr.  Currie's  book  that  I  put  into  the  record. 

They  were  owned  by  rich  investors  who  pulled  out  of  the  market 
and  were  awaiting  a  chance  to  come  back,  or  they  were  surplus  funds 
of  great  business  corporations.  Very  frequently  you  had  a  pitiful 
plea  from  some  country  bank,  "  Help  us  out  ,  because  some  big 
business  corporation  that  had  been  attracted  by  the  high  rate  of  in- 
terest paid  by  the  country  bank  on  time  deposits  was  drawing  funds 
out.  The  country  banks  found  that  was  a  big  percentage  of  their 
deposits,  and  they  had  the  funds  tied  up  in  illiquid  uses  and  we 
had  to  help  them  out.  There  were  also  funds  of  foreign  banks  and 
even  of  foreign  central  banks ;  anything  but  the  steady,  dependable 
thrift  accounts  of  the  people. 

I  hope  that  you  will  amend  this  language — if  you  pass  this  bill — 
in  such  a  way  as  to  make  the  sharpest  kind  of  distinction  between 
thrift  accounts,  savings  accounts,  and  time  deposits,  and  limit  your 
percentage  provision  to  60  percent  of  the  trne  thrift  accounts. 

Senator  Glass.  It  is  60  percent. 

Mr.  Anderson.  Whatever  it  is.     I  would  say,  50  percent,  for  that. 

Senator  McAdoo.  Do  you  think  we  did  a  wise  thing  in  prohibiting 
the  payment  of  interest  on  demand  deposits? 

Mr.  Anderson.  I  am  glad  you  raised  that  point.  Senator.  I  be- 
lieve we  are  going  to  have  to  change  that  law  just  as  soon  as  we 
approach  a  normal  money  market.  I  think  at  all  events  interbank 
interest — interest  on  deposits  of  one  bank  with  another — ought  to  be 
allowed.  Here  is  a  great  lot  of  excess  reserves  in  one  Federal 
Reserve  district  which  can  be  used  in  another  section  if  it  is  needed. 
They  ought  to  be  able  to  get  it  by  paying  for  it. 

Senator  McAdoo.  I  Was  speaking  more,  of  course,  of  demand 
deposits.  Do  you  think  we  did  a  wise  thing  in  prohibiting  the  pay- 
ment of  interest  on  demand  deposits? 

Mr.  Anderson.  I  think  the  only  place  where  a  definite  abuse  ex- 
isted that  needed  public  regulation  was  time  deposits  in  smaller 
places.  I  think  they  paid  rates  much  too  high,  and  there  should  have 
been  public  regulation  of  that;  but  I  think  that  the  practice  in  New 
York  as  to  interest  on  demand  deposits  and  interest  on  time  deposits 
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under  clearing-house  regulations  was  quite  wholesome.  Some  bank- 
;ra  did  not  like  it.  Some  of  them  welcomed  your  abolition  of  interest. 
But  I  am  looking  at  it  as  an  economist.  I  want  a  good  flow  of  funds, 
and  interest  is  the  way  to  move  them. 

Senator  McAooo.  Suppose,  for  instance,  we  had  said  that  we  would 
permit  the  payment  of  interest  on  demand  deposits  on  interbank 
transactions;  would  you  still  say  that  we  should  also  permit  the  pay- 
nent  of  interest  on  customers'  demand  deposits! 

Mr.  Anderson.  My  view  would  be  "  yes." 

Senator  McAnoo.  You  think  that  would  be  wise! 

Mr.  Anderson.  Yes,  sir. 

Senator  McAooo.  You  know  that  great  abuses  had  risen  out  of 
hat  practice! 

Mr.  Anderson.  You  have  the  power  of  regulation. 

Senator  MoAdoo.  The  bidding  by  banks  against  each  other  for 
the  deposits  of  customers  who  bad  large  deposits  and  who  were 
relatively  highly  favored  while  the  small  depositors  got  practically 
lothing.  Itled  to  unwholesome  competition  between  the  Danks  and 
in  unwholesome  condition,  so  far  as  demand  deposits  were  concerned, 
jecause  the  big  depositors  usually  had  some  knowledge  of  what  might 
happen  and  they  pulled  their  deposits  out  when  they  got  scared, 
which  weakened  the  condition  of  the  bank  more  than  the  withdrawals 
jf  a  large  number  of  small  deposits. 

Mr.  Anderson.  You  are  thinking  now  of  the  case  of  a  small  com- 
nunity  where  some  big  outsider  brings  funds  to  deposit! 

Senator  McAooo.  I  am  thinking  about  any  community  where  that 
condition  exists. 

Mr.  Anderson.  I  do  not  think  it  existed  in  New  York, 

Senator  McAdoo.  In  the  city  of  Los  Angeles,  a  city  of  1,250,000 
people,  with  quite  a  large  number  of  banks,  the  abuse  got  to  be 
very  great,  so  bankers  have  informed  me.  One  bank  would  offer 
i  large  depositor  a  very  much  higher  rate  of  interest  than  was 
justified,  and  at  the  first  sign  of  trouble  this  large  depositor  got 
ineasy  and  withdrew  his  whole  deposit  at  once,  which  was  a 
very  had  thing  for  the  bank,  or  it  might  have  been,  whereas,  in 
the  ordinary  course  of  business,  where  interest  was  not  paid  on 
lemand  deposits,  and  deposits  might  be  more  widely  distributed, 
less  injury  might  follow  from  a  large  number  of  small  withdrawals. 

Mr.  Anderson.  You  could  have  a  rule  that  the  rate  in  each  city 
ihould  be  the  same  so  that  the  banks  in  a  particular  city  are  not  com- 
peting by  varying  the  rate  against  one  another.  The  main  thing  that 
I  have  in  mind  to  be  accomplished  is  that  if  Los  Angeles  is  needing 
money  which  Chicago  has,  it  should  be  possible  to  bring  that  money 
:o  Los  Angeles  at  a  higher  rate. 

Senator  McAdoo.  It  was  experimental,  of  course,  to  prohibit  the 
nayment  of  interest  on  customers'  demand  deposits.  It  it  has  not 
worked  well  or  if  it  is  inadvisable,  the  question  in  my  mind  is 
whether  or  not  it  might  not  be  restored  with  provision  for  the  reg- 
ulation of  the  rate  of  interest  by  the  Federal  Reserve  Bank  of  the 
district  or  by  Government  authority,  just  as  we  permit  the  regulation 
if  the  rate  of  interest  now  on  time  deposits. 

Mr.  Anderson.  I  would  so  recommend,  Senator. 
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Senator  Glass.  As  a  matter  of  fact,  there  were  various, 
why  we  did  that.  In  the  first  place,  country  banks  had  what  they 
call  standard  rates  of  discount.  It  is  almost  impossible  ever  to  get 
them  to  depart  from  that  standard  rate  of  discount.  They  would 
rather  bundle  up  their  surplus  funds  and  send  them  to  the  mane; 
centers  at  a  nominal  rate  of  2  percent  than  to  give  the  merchants 
of  the  town  or  the  industries  of  the  town  or  the  locality  the  benefit 
of  an  abundance  of  money  and  an  abundance  of  credit. 

Senator  McAnoo.  And  at  a  more  reasonable  rate. 

Senator  Glass.  Yes.  They  never  reduced  their  standard  rate. 
They  have  always  taken  the  silly  position  that  if  they  once  reduced 
it  they  never  could  restore  it.  They  could  restore  it  for  exactly  the 
same  reason  that  they  could  reduce  it.  When  money  was  tight  their 
rate  would  and  should  be  high,  and  when  money  was  free  the  rate 
would  and  should  be  low.  But  it  resulted  in  the  withdrawal  of  all 
the  interior  funds  of  the  country  banks  and  the  transferring  of  them 
to  the  money  centers  for  speculative  purposes.  That  was  a  major 
reason  why  we  prohibited  the  payment  of  interest  on  demand 
deposits. 

Senator  McAnoo.  And  also  for  another  reason,  that  where  we  were 
requiring  the  bank  to  pay  a  premium  to  insure  any  part  of  then- 
deposits,  to  relieve  them  of  this  payment  of  interest  on  demand  de- 
posits we  gave  them  an  additional  means  by  which  they  could  pay 
premiums  upon  insurance. 

Mr.  Anderson.  With  these  very  low  interest  rates  now  prevailing 
the  banks  are  moving  very  rapidly  to  protect  themselves  anyhow. 
We  have  abolished  interest  on  time  deposits  in  New  York  because 
we  cannot  afford  to  pay  it.  We  don't  want  money  that  we  have 
to  pay  for. 

Senator  Glass.  The  Government  is  in  direct  competition  with 
banks  all  over  the  country. 

Senator  McAdoo.  Why  do  you  not  lend  this  money  out  now  J 

Mr.  Andbbson.  Come  up,  Senator,  and  we  will  talk  business  with 
you. 

Senator  Gore.  A  banker  in  Oklahoma  City  stated  that  one  of  the 
acute  and  precipitating  causes  of  the  trouble  in  that  region  was 
the  withdrawal  by  banks  of  their  accounts  which  resulted  from  the 
withdrawing  of  deposits  from  the  banks  in  Kansas  City.  Did  you 
observe  any  movement  of  that  sort? 

Mr.  Anderson.  In  times  of  wild  panic,  which  there  was  in  early 
1933,  I  suppose  that  every  single  normal  thing  that  ever  was  done 
looked  bad  and  went  wrong  and  you  regretted  having  made  a  per- 
fectly good  loan.  I  am  very  glad  to  be  able  to  say  that  we  were 
loaning  up  through  the  last  day. 

Senator  Gore.  I  was  wondering  whether  you  thought  it  would  be 
wise  to  vest  authority  in  some  agency  to  regulate  or  control  inter- 
bank deposits? 

Mr.  Anoerson.  Oh,  no.  If  a  bank  owes  anything  on  demand  it 
is  the  business  of  that  bank  to  be  ready  to  pay  it.  If  a  bank  has 
customers  who  have  a  borrowing  equity,  the  right  to  expect  a  loan. 
it  is  the  business  of  the  bank  to  make  the  loan,  and  if  it  cannot  make 
it.  something  is  wrong. 

What  I  want  is  such  a  general  handling  of  this  credit  situation 
tlmt  the  banks  will  always  be  able  to  meet  deposit  withdrawals  and 
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will  always  be  able  to  make  customers'  loans;  and  the  way  to  do 
that  is  not  to  give  them  too  much  money  in  ordinary  times.  Don't 
overfeed  them  when  they  do  not  need  it,  and  then  they  wilt  have 
plenty  when  they  do  need  it. 

Senator  McAooo.  Have  you  concluded  your  written  statement} 

Mr.  Anderson.  I  was  just  going  to  give  yon  some  figures  that  I 
think  might  not  be  readily  available  to  you  with  reference  to  real- 
estate  loans  and  bank  failures,  because  I  am  aware  that  testimony 
has  been  presented  that  suggests  that  statistics  do  not  show  any 
connection  between  bank  failures  and  real-estate  loans,  and  I  wanted 
to  give  you  what  little  evidence  there  is  available  on  that  point.  I 
know  as  a  banker — and  I  have  been  watching  this  thing  as  a  banker 
since  1918 — that  a  great  multitude  of  banks  have  got  into  trouble 
from  too  large  real-estate  loans.  I  never  saw  a  bank  in  trouble  from 
having  too  much  liquid  stuff. 

The  figures  that  nave  been  referred  to  apparently  are  figures  for 
the  whole  country,  and  figures  by  States  and  Federal  Heserve  dis- 
tricts showing  how  much  real-estate  P&per  there  was  in  the  banks 
and  how  many  failures  there  were.  The  figures  do  not  mean  very 
much,  because  they  do  not  make  the  contrast  within  a  State,  a  Fed- 
eral Beserve  district,  or  within  the  country  between  the  failed  banks 
and  the  successful  banks  as  to  the  percentage  of  real  estate.  That 
is  the  real  test.  But  that  has  been  worked  out  for  the  State  of 
Florida  in  a  publication  of  the  University  of  Florida  called  "Fore- 
warnings  of  Bank  Failure  ",  by  Harward  B,  Dolbeare  and  Merle  O. 
Barnd,  published  by  the  University  of  Florida  in  June  1931.  It 
covers  the  period  from  1922  to  1928.  That  document  shows  that 
during  that  7-year  period  the  average  percentage  of  total  resources 
invested  in  real  estate  was  5.8  percent  for  the  failed  banks  and  2.6 
percent  for  the  successful  banks. 

The  difference  between  the  failed  and  successful  banks  also  is 
shown  in  the  relation  of  their  real-estate  holdings  to  their  net  worth. 
In  the  successful  banks  the  real  estate  was  approximately  one-fourth 
the  net  worth.  In  the  failed  banks  the  amount  of  real  estate  at  all 
times  was  nearly  50  percent  of  net  worth. 

The  Reserve  Bank  of  Minneapolis,  in  a  study  published  in  Sep- 
tember 1930,  of  the  causes  of  bank  failures  in  the  Northwestern  States, 
by  Curtis  L.  Mosher,  Assistant  Federal  Beserve  Agent,  analyzing  the 
factors  in  the  failures  of  banks,  on  page  19,  says  [reading]  : 

Of  all  the  factors  Involved,  the  most  Important  was  the  collapse  of  land 
values  following  the  collapse  of  agricultural  commodity  prices,  because  so  great 
a  proportion  of  the  imper  hold  by  banks  was  collectible  only  In  proportion  to  the 
true  hind  and  farm  products  values  behind  It. 

A  study  made  of  bank  failures  in  Arkansas  by  Messrs.  Fred  L. 
Oarlock  and  B.  M.  Gile;  published  by  the  Agricultural  Experiment 
Station  of  the  University  of  Arkansas,  at  Fayetteville,  in  March 
1935,  pages  74-75,  says  [reading]  : 

Bank  failures  and  also  less  serious  difficulties  of  Arkansas  banks  during  the 
depression  appear  to  trnve  been  due  mainly  to  large  withdrawals  of  deposits  and 
to  excessive  holdings  of  unliquld  assets. 

And  they  say  that  "  banks  held  nearly  as  large  a  volume  of  slow 
assets  in  1929  as  in  later  years,  hence  inadequate  liquidity  during  the 
depression  was  due  mainly  to  inadequate  liquidity  before  the  depres- 
sion.   With  proper  enforcement  of  the  suggested  liquidity  require- 
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ments,  banks  would  not  have  entered  the  depression  in  a  frozen 
condition," 

That  completes  the  statement  I  wanted  to  make,  Senator. 

Senator  Crimes.  We  are  very  much  obliged  to  you,  Doctor. 

Senator  McAdoo.  I  was  very  much  interested  in  your  testimony, 
and  I  know  it  is  valuable  because  of  your  high  reputation  as  an  eco- 
nomist, I  want  to  ask  you  one  or  two  questions,  because  you  referred 
in  your  testimony  to  sound  money.  What  is  your  definition  of  sound 
currency  ? 

Mr.  Anderson.  A  general  definition — I  might  want  to  think  about 
it  a  minute — covering  all  times  and  all  ages — 

Senator  McAdoo.  I  am  speaking  of  our  country  and  of  this  period 
in  time. 

Mr,  Anderson.  Real  money  is  gold  of  a  fixed  weight  and  fineness. 
Paper  money  is  a  promise  to  pay  real  money — gold.  Paper  money  is 
sound  if  the  promise  is  kept  on  demand ;  and  a  sound  monetary  sys- 
tem is  one  in  which  this  promise  not  only  is  kept  but  can  certainly  be 
kept.  It  involves  not  merely  the  question  of  the  size  of  the  gold  re- 
serve, but  also  the  question  of  the  general  liquidity  of  the  rest  of  the 
assets  of  the  issuer  and  his  other  liabilities.  It  involves  also  the 
question  of  budgetary  soundness  on  the  part  of  the  Government,  and 
things  of  that  sort.  The  question  of  how  much  gold  is  needed  in 
order  to  have  an  adequate  backing  varies  enormously  under  different 
conditions.  England  in  1913  had  about  $600,000,000  in  gold  in  the 
country,  including  a  great  lot  of  gold  in  circulation  among  the  people 
because  they  had  no  paper  of  less  than  $25 — the  5-pound  note  of  the 
Bank  of  England.  We  had  about  18  hundred  million.  We  were 
pretty  hard  pushed  to  make  18  hundred  millions  serve  our  purpose. 
We  got  along,  but  there  were  times  when  we  felt  we  would  like  to 
have  more.  England  easily  did  the  banking  business  of  the  world 
with  6  hundred  millions,  the  reason  being  that  it  kept  everything 
else  liquid.  It  had  its  credit  based  on  readily  marketable  commodi- 
ties. It  had  experts  grading  of  commodities;  it  had  an  experienced 
body  of  speculators  willing  to  buy  at  a  concession  in  price  anything 
that  came  to  London ;  it  had  the  very  finest  sort  of  credit  methods; 
it  had  houses  that  did  nothing  but  guarantee  names,  because  they 
were  studying  names  all  over  the  world ;  it  had  in  the  banks  a  great 
lot  of  paper  due  from  foreign  countries. 

Senator  MoAdoo.  Of  course,  their  whole  banking  system  and 
structure  are  different  from  ours. 

Mr.  Anderson.  By  that  method  they  did  not  need  to  have  as  much 
gold  as  a  less  liquid  system  requires. 

Senator  McAdoo.  Precisely.  Do  you  know  what  gold  reserve  the 
Bank  of  England  carries  against  its  currency  ? 

Mr.  Anderson.  Against  its  notes  it  kept  18,000,000  pounds  in  Gov- 
ernment securities. 

Senator  McAdoo.  What  percentage! 

Mr.  Anderson.  Against  notes  I  would  have  to  look  to  see,  but 
everything  else  was  gold,  pound  for  pound  for  any  note  issue  above 
that  which  in  1844  was  looked  upon  as  about  the  minimum.  AH 
additional  after  1844  it  has  built  up,  pound  for  pound,  on  gold. 

Senator  McAdoo.  I  was  just  wondering  whether  you  knew  what 
percentage  ofgold  was  carried  against  the  outstanding  circulation  of 
the  Bank  of  England  t 
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Mr.  Anderson.  Far  above  SO  percent.  It  was  easily  75  percent, 
I  would  say,  and  perhaps  more  than  that.  That  is  subject  to 
correction. 

Senator  MaAnoo.  In  our  country  it  is  generally  accepted  as  axi- 
omatic— that  is,  bankers  have  usually  so  informed  me — that  a  40- 
percent  reserve  of  gold  against  our  currency  made  it  sound.  Do  you 
subscribe  to  that! 

Mr.  Anderson.  Forty  percent  if  you  are  paying  on  demand. 
Grover  Cleveland  got  along  once  with  11  percent,  and  kept  on 


Mr.  Anderson.  He  had  some  trouble,  but  he  kept  on  paying. 

Senator  MoAnoo.  I  am  differentiating,  of  course,  between  our 
Government  and  any  other  government.  Here  the  Government  is- 
sues the  currency  and  is  primarily  responsible  for  it.  With  a  Gov- 
ernment issue  of  currency  do  you  think  that  a  40-percent  gold  reserve 
is  adequate  to  make  it  sound  in  the  sense  that  the  bankers  use  that 
term? 

Mr.  Anderson.  It  becomes  a  question  of  the  general  credit  of  the 
Government 

Senator  McAdoo.  I  am  speaking  of  our  Government,  now,  and 
its  credit. 

Mr.  Anderson.  Our  Government  is  not  now  redeeming  on  demand 
except  for  export  purposes. 

Senator  MoAnoo.  Government  notes  with  40-percent  gold  reserve — 
would  you  consider  them  good  and  sound! 

Mr.  Anderson.  I  would  want  to  know  what  else  there  was  for  the 
60  percent.  What  is  it!  The  general  credit  of  the  Government,  its 
taxing  power,  its  borrowing  power  and  its  disposition. 

Senator  MoAnoo.  You  know  what  that  is  in  this  country.  I  am 
asking  the  direct  question,  Doctor,  whether  or  not  our  Government, 
issuing  its  notes  as  we  have  them  out  now,  all  our  notes,  whether  in 
the  name  of  (he  Federal  Reserve  banks  or  anything  else,  but  being 
Government  notes,  United  States  Government  obligations — I  want 
to  know  if  you  consider  that  those  notes  are  sound  money  with  a 
40-  percent  gold  reserve  back  of  them. 

Mr.  Anderson.  May  I  make  a  statement  off  the  record,  Senator  J 

Senator  Glass.  Yes. 

(Informal  discussion  took  place  which  the  reporter  was  directed 
by  Senator  Glass  not  to  report;  after  which  the  following  proceed- 
ings occurred:) 

Senator  Gorz.  I  would  like  the  doctor  to  tell  us  what  would  have 
happened  if  we  had  stayed  on  gold  at  the  peak  of  the  depression 
in  the  summer  of  1932 — if  you  do  not  think  I  am  taking  too  much 
time,  Mr.  Chairman.    I  do  not  want  to  impose  upon  the  committee. 

Mr.  Anderson.  I  will  try  to  make  as  brief  an  answer  as  I  can.  Let 
us  trace  some  history.  That  is  the  best  way.  The  shock  that  came 
to  the  world  in  1981,  when  England  went  off  gold,  precipitated  the 
gravest  disorders  of  the  whole  period.  Things  had  been  pretty  bad 
before  that;  but  if  we  get  back  to  the  first  half  of  1931  in  our  rail- 
road earnings  and  employment,  we  would  feel  very  good.  With  that 
there  came  the  worst  disorders  of  the  whole  period.  We  had,  by  the 
way,  from  February  of  1932  to  July  of  1934,  the  biggest  percentage 
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break  in  our  securities  in  any  single  movement.  We  bad  the  biggest 
slump  in  the  volume  of  production,  and  all  those  things.  In  June  and 
July  of  1932  there  came  three  heartening  things :  One,  we  had  the 
satisfaction  of  being  able  to  announce  to  the  foreigners — and  I  had 
the  pleasure  of  announcing  it  on  that  day  in  a  speech  to  the  foreign 
press  correspondents  in  New  York — that  the  foreigners  had  taken  ill 
the  gold  they  could  take !  if  they  wanted  any  more,  let  them  come  and 

fBt  it,  but  we  still  had  a  billion  dollars  more  in  the  Federal  Keserw 
ystem  than  the  legal  reserve  requirements.  I  felt  very  cocky  that 
day,  and  I  told  them  so.  Then  came  the  magnificent  vote  of  the 
United  States  Senate  on  the  soldiers'  bonus,  voting  62  to  18  against 
the  Patman  bill ;  and  then  came  the  declaration  by  both  political  par- 
ties in  favor  of  sound  money. 

Senator  McAdoo.  And  then  came  the  prospect  of  Democratic  suc- 
cess.    Don't  forget  the  fourth. 

Mr.  Anderson.  Then  there  came  a  rally  in  securities,  followed  by 
improvement  in  commodity  prices  and  an  impressive  rally  in  busi- 
ness and  employment.  Do  not  let  me  make  a  political  speech  here, 
gentlemen,  but  there  came  in  the  campaign  itself  a  renewal  of  the 
fears  regarding  the  gold  standard,  and  then  a  variety  of  other  things 
partly  political,  partly  financial,  that  took  us  into  the  banking  dis- 
orders; but  that  turn  in  1932  could  very  easily  have  been  the  bottom 
of  this  whole  trouble  for  the  United  States,  as  it  was  for  the  world 
generally;  and  the  best  thing  that  can  be  done  to  get  things  going 
straight  again  is  to  restore  confidence  in  the  gold  content  of  money 
in  this  country  and  in  England  and  elsewhere. 

In  1920  we  did  not  think  that  it  was  good  to  go  off  gold  or  that  it 
was  good  to  let  our  currency  slip  with  the  countries  which  perforce 
were  having  their  currencies  slipping.  There  was  talk  about  the 
danger  of  imports  from  those  countries,  fear  of  imports  from  Ger- 
many, and  all  that  sort  of  thing ;  but  we  stuck  to  gold  and  we  had 
the  quickest  revival  of  all.    We  had  a  labor  shortage  by  early  1923. 

Senator  McAdoo.  You  do  not  attribute  that  to  gold,  do  you? 

Mr.  Anderson.  That  was  a  very  vital  part  of  it.  Holland  and 
Sweden  and  Switzerland,  which  clung  closest  to  gold,  had  the  best 
recovery  on  the  other  side,  and  the  countries  that  let  their  currencies 
keep  on  slipping  went  on  down  and  down. 

Senator  McAdoo.  I  think  we  have  got  to  know  pretty  thoroughly 
the  economic  situation  of  those  countries,  to  arrive  at  an  explanation 
as  to  how  those  recoveries  came  about.  I  do  not  think  they  can  be 
attributed  solely  to  money. 

Mr.  Anderson.  No.  One  other  thing  that  my  friends  in  Sweden 
and  Holland  both  attribute  their  recoveries  to  was  that  they  did 
not  allow  themselves  to  be  tied  up  with  high  tariffs  but  kept  their 
low -tariff  policies;  and  the  combination  of  free  trade,  as  one  of  the 
Swedes  put  it,  and  sound  money  was  the  thing  that  they  base  their 
recovery  on. 

Senator  McAdoo.  I  notice  Mr.  Montague  Norman  attributes  the 
British  recovery  very  largely  to  the  fact  that  they  went  off  gold — ■ 

Senator  Glass.  They  went  off  gold  because  they  did  not  have  any. 
We  went  off  gold  when  we  had)  43  percent  of  all  the  gold  in  the 
world. 

Senator  McAdoo.  I  am  not  speaking  of  that.  I  nm  speaking  oi 
the  fact  that  it  did  go  off  gold  and  had  a  very  considerable  increase 
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ie  currency;  and  Mr.  Montague  Norman  says  that  he  attributes 
•  recovery  in  very  considerable  measure  to  those  facts. 
■mater  Glass.  It  is  an  interminable  problem,  gentlemen.  It  is 
interesting,  but  there  are  two  other  gentlemen  here  who  wish 
e  heard,  and  they  want  to  leave  for  their  homes. 
mator  Gore.  Would  it  be  agreeable  to  the  committee  if  Dr. 
erson  would  insert  in  his  statement  an  explanation  of  the  poli- 
pursued  by  Japan,  one  in  the  depression  of  1920  and  one  in  the 
■essionof  1929  and  '30* 

mator  Glass.  We  would  be  very  glad  to  have  him  do  so. 
r.  Anderson.  I  will  try  to  do  that,  Senator.     [Dr.  Anderson 
'  called  attention  to  his  discussion  of  Japan  in  his  Rotterdam 
eh,  which  appears  in  the  record  above,  and  to  his  reference  to 
in  in  his  testimony  in  the  morning  session.] 
Vitness  withdrew  from  the  committee  table.) 

XKEHT  OF  BOBEBT  H.  HAKES,  PBES1DEHT  WACHOVIA  BANK 
A  TBUST  CO.,  WINSTON-SALEM,  N.  C. 

nator  Glass.  Please  give  your  name  and  occupation  for  the 
■d. 

r.  Hanes.  My  name  is  Robert  M.  Hanes.    I  am  president  of  the 
hovia  Bank  &  Trust  Co.,  Winston-Salem,  N.  C. 
rannot  tell  you  anything  about  economic  theories  or  anything  of 
kind,  but  I  do  want  to  talk  to  you  about  how  this  banking  bill  is 
y  to  affect  us  in  North  Carolina. 

e  are  opposed  to  the  one-eighth  of  1  percent  compulsory  assess- 
;.  We  do  not  believe  that  the  banks  in  our  section  are  earning 
gh  to  pay  one-eighth  of  1  percent  annually.  One-sixteenth  of  1 
?nt  is  as  much  ns  the  banks  in  their  present  condition  can  stand 
ir  section,  certainly. 

so  in  the  bill  is  the  provision  that  10  percent  of  earnings  must 
ito  surplus.  We  have  got  increased  costs  of  labor  due  to  the 
'..  A.,  increased  cost  of  all  supplies,  and  those  banks  that  took 
.  C.  capital  have  dividends  to  pay  on  that.  So  the  earnings  to- 
of  banks  in  my  section  will  not  permit,  I  think,  of  their  paying 
•ighth  of  1  percent  into  this  fund.  I  think  it  ought  to  lie  de- 
ed materially. 

nator  McAdoo.  You  are  speaking  of  the  insurance  fundi 
-.  Hanes.  Yes.  sir.  I  think  that  the  fund  could  be  lowered  very 
y  for  the  F.  D.  I.  C.  if  it  is  allowed  to  have  the  powers  which  I 
ve  it  should  have  to  regulate  the  banks.  I  believe  they  should 
the  right  to  accept  what  banks  they  want  and  to  expel  those  that 
it  carry  out  the  orders  that  they  give.  If  the  banks  are  regulated 
erly  and  made  to  run  properly,  the  losses  will  not  be  large.  If 
are  not  regulated,  there  is  no  fund  that  you  can  set  up  at  all, 
ise  wildcat  oankers  are  going  to  "  bust "  any  fund  in  the  world, 
atter  how  big  you  make  it.  With  the  power  that  the  F.  D.  I.  C. 
re  do  not  think  it  is  necessary  to  have  a  large  yearly  assessment, 
nator  Glass.  What  have  you  to  say  to  the  suggestion  that  has 
made  that  the  assessment  should  terminate  when  the  fund 
mts  to  $500,000,000  and  be  automatically  resumed  when  the 
mt  is  impaired  by  25  percent! 
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Mr.  Hanes.  I  think,  sir,  that  is  a  question  of  the  conditions  at  the 
time.  Personally  I  should  prefer  a  smaller  assessment  that  would 
keep  going.  You  would  know  exactly  what  your  costs  were  to-be 
every  year,  and  you  would  not  have  it  raised  some  years  and  dropping 
out  entirely  in  others. 

Senator  Glass.  What  is  the  use  of  assessing  bunks  when  there  is 
no  need  of  it? 

Mr.  Hanes.  I  would  not  think  there  was  any  use.  I  think  if  you 
leave  that  optional  with  the  Board,  it  could  use  its  discretion,  out 
under  the  bill  as  it  is  now  written  they  have  no  discretion. 

Senator  Gi^ass.  I  am  talking  about  the  suggestion  that  the  assess- 
ment be  made  annually  until  a  certain  fund  is  provided,  and  then 
automatically  ceased,  and  then  automatically  be  resumed  when  the 
sum  is  impaired  to  the  extent  of  26  percent. 

Mr.  Hanes.  If  in  the  discretion  of  the  Board  that  was  assessed, 
it  would  be  perfectly  all  right. 

Senator  Glass.  I  do  not  know  that  we  would  want  to  leave  it  in 
the  discretion  of  the  Board.  We  would  want  to  make  it  a  statutory 
requirement.    That  is  the  suggestion  that  is  made. 

Mr.  Hanes.  Under  title  II,  I  believe,  sir,  that  the  Government 
should  not  have  control  of  the  Federal  Reserve  Board.  I  do  not 
believe  the  Federal  Reserve  Board  ought  to  be  connected  with  any 
administration,  whether  it  be  this  administration  or  any  other  ad- 
ministration. I  am  not  dealing  with  administrations,  but  I  believe 
that  the  Federal  Reserve  Board  should  be  divorced  from  the  Govern- 
ment entirely.  I  think  it  ought  to  be  disassociated  entirely  from 
politics  or  from  any  administration  that  might  be  in  power,  in  order 
to  run  the  Federal  Reserve  banks  in  the  best  interests  of  the  stock- 
holders of  the  banks  and  of  the  public  generally. 

I  believe  that  the  open-market  committee  as  set  up  by  the  bill  is 
thoroughly  unsound.  In  my  opinion,  governors  of  the  Federal  Re- 
serve banks  certainly  should  have  equal  representation,  not  in  num- 
ber but  in  voting  power,  with  the  members  of  the  Board  on  the 
open-market  committee.  As  the  bill  is  now  set  up  it  would  mean 
that  the  Secretary  of  the  Treasury,  I  believe,  could  put  our  reserve! 
in  the  Federal  Reserve  banks  into  anything  he  chose,  long-time  Gov- 
ernment bonds  in  any  amount  and  any  length  of  time,  and  whether 
we  needed  them  or  not,  there  they  would  be.  It  is  not  our  money; 
we  are  trustees  for  it.  It  was  put  in  by  our  depositors,  and  I  think 
we  are  bound  to  accept  responsibility  for  it  and  keep  that  responsi- 
bility. I  do  not  think  it  is  right  that  a  law  should  be  passea  that 
this  responsibility  should  be  placed  with  others  over  whom  we  have 
no  control  at  all.  That  is  what  would  happen  under  the  present 
set-up  of  the  open-market  committee. 

I  believe  the  rediscount  privilege  of  Federal  Reserve  banks  should 
be  tremendously  limited  over  what  it  is  in  the  bill.  If  you  let  all 
sound  assets  be  rediscounted,  it  would  mean,  I  think,  certainly,  that 
the  Federal  Reserve  banks  in  times  of  stress  would  find  themselves 
just  as  frozen  as  would  the  member  banks,  and  the  Board  could  not 
come  to  the  help  of  the  member  banks  as  it  should  be  able  to,  because 
they  would  be  filled  with  all  sorts  of  nonliquid  investments  them- 
selves. They  would  probably  not  be  in  position  to  redeem  the  cur- 
rency which  they  have  issued  and  not  be  in  position  to  help  the 
member  banks. 
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Under  title  III,  sir,  the  limitation  on  officers'  loans  in  banks  to 
June  16,  1935,  is  totally  unfair.  I  am  not  speaking  personally,  be- 
cause I  do  not  happen  to  owe  any  money  to  my  bank  or  any  other  ' 
bank,  but  I  do  not  think  the  officers  should  be  singled  out  as  a  group 
and  told  that  they  have  either  got  to  get  those  loans  out  by  June  1935 
or  else  write  them  off  the  assets  entirely. 

Senator  Byhneb.  How  much  time  Bhould  be  given,  in  your  opinion  ? 

Mr.  Hanks.  I  should  say,  3  years  ought  to  be  a  fair  time  for  that, 
a  3-year  extension.  A  great  many  of  those  loans  are  backed  by  real 
estate  in  the  smaller  communities,  and  they  have  had  no  opportunity 
to  sell  that  real  estate.  They  are  perfectly  willing  to  do  it,  but  they 
cannot  even  give  away  real  estate  in  some  places. 

Senator  McAdoo.  You  really  ought  to  have  time  enough  to  liquid- 
ate that  class  of  stuff.  A  lot  of  it  is  perfectly  good,  but  there  is  no 
market  for  it  at  the  time. 

Mr.  Hanes.  That  is  correct. 

Senator  Townsend.  Do  you  think  3  years  will  be  a  sufficient  time! 

Mr.  Hanes.  I  hope  so,  tf  we  have  the  recovery  in  real-estate  values 
that  I  hope  will  come  in  that  time. 

I  think  bank  officers  ought  not  to  be  allowed  to  borrow  from  their 
banks,  but  I  believe  you  ought  to  give  them  a  reasonable  time  to  get 
out  from  under  the  loans  that  were  made  when  it  was  legitimate 
to  do  it. 

Senator  Glass.  I  think  that  is  the  purpose  of  the  committee. 

Senator  Byrnes.  You  have  no  information  as  to  any  percentage 
secured  by  real  estate;  you  are  just  speaking  generally! 

Mr.  Hanes.  Yes,  sir.    That  is  all  I  have  to  say,  Mr.  Chairman. 

Senator  Glass.  We  are  very  much  obliged  to  you. 

(Witness  withdrew  from  the  committee  table.) 

STATEMENT  OF  MULABD  7.  JONES,  VICE  PRESIDENT,  PLANTERS' 
NATIONAL  BANE  A  TRUST  CO.,  ROCKY  MOUNT,  N.  C. 

Mr.  Jones.  Gentlemen,  I  am  just  here  to  discuss  a  few  of  these 
natters.  I  am  neither  an  economist  nor  an  authority  on  banking  and 
finance,  but  I  want  to  say  that  I  concur  in  what  Mr.  Hanes  has 
expressed  as  to  title  I.     I  will  not  repeat  any  of  that. 

With  respect  to  the  question  the  Senator  asked  about  raising  the 
fund  to  $500,000,000  and  then  discontinuing  the  assessment  on  a 
nearly  charge,  I  think  that  is  proper  if  it  can  be  done.  If  it  is  im- 
paired to  the  extent  of  25  percent,  then  to  reinstate  the  annual  as- 
Bssment  until  the  fund  is  built  up  again  to  $500,000,000,  and  to  give 
he  banks  the  advantage  of  that.  I  happen  to  know  in  respect  to  our 
Dank  on  the  basis  of  average  earnings  in  the  last  3  years  at  the  rate 
>f  one-eighth  of  1  percent  would  have  paid  close  to  16%  percent 
if  the  bank's  earnings. 

Senator  McAdoo.  Is  yours  a  State  bank  ? 

Mr.  Jones.  A  national  bank. 

Senator  Townsend.  Sixteen  and  two-thirds  percent  of  its  net  earn- 
ings I 

Mr.  Jones.  Yes,  sir.  In  1934  our  earnings  were  very  good,  but  in 
1932  and  1933  they  were  somewhat  lean. 

Senator  Townsend.  1934  has  been  pretty  poor  mttv  aAoV  <si  &*m, 
md  also  1935. 
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Mr.  Jones.  There  was  one  thing  in  title  I  that  I  was  very  much 
interested  in,  and  that  is  the  matter  of  the  F.  D.  I.  C.  being  permitted 
to  regulate  the  maximum  rate  of  interest  paid  on  time  deposits.  I 
think  if  that  could  be  made  the  universal  rate  in  line  with  what  the 
Federal  Reserve  Board  is  now  requiring  of  member  banks  it  would 
have  a  tendency  to  promptly  prevent  some  dangerous  competition 
that  could  lead  to  future  trouble  among  member  banks. 

For  instance,  where  the  maximum  was  2%  percent  and  they  elected 
to  pay  2  percent  where  the  other  bank  is  probably  paying  3. 

Senator  Byrnes.  The  Board  would  have  no  jurisdiction  over  any 
bank  which  is  not  a  member  of  the  Federal  Reserve  System,  whereas 
a  lot  of  State  banks  can  be  members  of  the  F.  D.  I.  C.  Under  the  cir- 
cumstances could  we  fix  that  by  putting  a  provision  in  the  bill  that 
so  long  as  they  are  not  members  of  the  Federal  Reserve  System  one  of 
the  conditions  before  they  are  admitted  to  the  F.  D.  I.  C,  to  give  them 
the  benefit  of  insurance,  is  the  acceptance  of  the  rate  on  time  deposits 
of  the  Federal  Reserve  Board  ? 

Senator  Townsend.  But  they  are  already  in  existence. 

Senator  Btrnes.  We  can  still  impose  that  condition. 

Mr.  Jones.  It  would  give  a  uniform  rate  of  interest  throughout  the 
country. 

Senator  Townsend.  Would  you  expect  them  to  cooperate  if 

Senator  Byrnes.  I  think  it  is  easily  made  a  matter  of  legislation^ 
to  put  the  authority  somewhere  where  it  would  be  applicable  to  ail. 

Mr.  Jones.  With  reference  to  title  II,  I  would  like  to  state  that, 
my  bank  being  a  national  bank,  of  course,  we  are  a  member  of  the 
Federal  Reserve  System  and  we  appreciate  the  membership  and 
thoroughly  recognize  its  value  to  us.  These  thoughts  I  am  giving 
are  the  result  of  interviews  with  bankers  in  North  Carolina.  I  have 
just  retired  as  president  of  the  State  association,  and  this  information 
is  more  or  less  what  I  gathered  from  interviews  around  through  the 
State.  I  am  informed  that  there  are  a  large  number  of  insured  non- 
member  banks  in  the  United  States  in  apparently  weak  condition, 
and  if  those  banks  were  to  go  into  the  Federal  Reserve  System,  until 
their  condition  is  improved  it  would  appear  to  me  that  "the  Federal 
Reserve  System  would  be  proportionately  weakened  by  those  weak 
members  coming  in.  But  possibly  by  giving  them  time  in  which  to 
get  their  condition  in  better  shape,  it  would  not  reflect  upon  the 
system  by  having  some  weak  members  come  into  the  System  at  this 
time. 

With  regard  to  the  matter  of  the  Governor  of  the  Federal  Reserve 
Board,  who,  as  I  understand  the  bill,  is  appointed  by  the  President 
to  serve  at  his  pleasure,  I  believe  that  in  the  event  he  is  relieved  of 
the  duties  of  Governor  he  has  a  right  to  continue  on  his  unexpired 
term  as  a  member  of  the  Board.  It  appears  that  that  is  putting  » 
good  deal  of  authority — and  I  do  not  refer  to  our  present  President— 
in  the  hands  of  the  administration  to  control  the  Federal  Reserve 
Board.  If  the  Governor  is  not  going  along  with  the  administration 
or  in  harmony  with  the  polity  of  the  administration,  he  might  be 
removed  and  someone  substituted  who  might  be  in  full  accord.  There 
appears  to  be  a  great  deal  of  authority  here  which  is  more  or  less 
centralizing  things,  and,  as  I  understand  it.  we  are  trying  to  decen- 
tralize rather  than  to  centralize  too  much.  That  can  have  its  ill 
effect  on  banks  as  well  as  possibly  some  good  effect. 
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iere  is  also  a  provision  in  the  bill  on  the  open-market  policy, 
ng  a  committee — I  believe  it  is  now  in  the  bill — of  five  members 
ed  by  the  12  Federal  Reserve  governors.  They  are  merely  an 
sory  committee  to  advise  and  discuss,  but  have  no  authority  in 
adoption  of  the  open-market  policy,  the  policy  being  entirely  in 
lands  of  the  members  of  the  Board. 

think  the  suggestion  has  been  made  by  the  American  Bankers 
iciatioii  of  having  four  of  the  Federal  Reserve  governors  to 
i  on  that  open-market  committee,  giving  those  governors  author- 
to  vote  and  have  some  power  rather  than  being  purely  in  an 
sory  capacity,  and  that  would  be  of  great  benefit.  The  deposits 
he  member  banks  constitute  legal  reserve  of  member  banks, 
the  excess  reserve  is  very  largely  held  by  the  Federal  Reserve. 
t  is  more  or  less  trusted  money  of  our  depositoirs.  We  carry 
e  funds,  and  we  of  course  would  like  to  see  them  properly 
lied  and  the  policies  adopted  by  the  open-market  committee  to  be 
i  or  less  universal  and  give  each  bank,  if  possible,  the  right  to 
s  they  think  best  in  the  handling  of  it.  The  conditions  in  Boston 
Id  probably  be  different  from  those  in  Dallas.  If  they  have  one 
;y  that  we  all  have  to  follow  and  each  reserve  bank  has  to  carry 
there  might  come  a  time  when  it  would  not  be  entirely  in  the 
interest  of  the  community  in  which  that  Reserve  bank  is  serving. 
le  question  of  the  discount  rate  which  the  Board  has  authority 
sgulate  can  be  used  to  advantage  as  well  as  to  the  disadvantage 
usiness,  to  create  business  conditions  or  to  improve  them  or  re- 
business,  as  the  case  may  be.  The  same  rule  would  apply  to 
reserve  requirements  being  raised  or  lowered.  The  reserve 
irements,  as  I  understand  it,  can  be  raised  either  in  the  district 
a  the  central  reserve  or  reserve  city  banks,  whichever  it  may 
.  That  condition  might  possibly  bring  about  a  situation  where 
iber  banks,  having  their  reserve  requirements  raised,  would  be 
>le  to  take  care  of  the  loans  in  their  respective  communities 
I  the  reserve  had  been  built  up  to  the  requirement  that  had  been 
ified. 

■imtor  McAdoo.  Your  argument  is  directed  against  the  Federal 
■rve  Board  having  the  power  to  establish  uniformity  as  to  re- 
ss  throughout  all  the  districts  instead  of  being  permitted  to 
jlish  different  rates  in  the  different  districts? 
r.  Jones.  It  ought  to  be  more  of  a  uniform  rate. 
;nator  McAdoo.  You  are  speaking  of  reserves? 
r.  Jones.  Yes.    It  ought  not  to  be  necessary,  under  normal  con 
»ns,  to  raise  that.     There  could  come  an  emergency,  which  we 
i  had,  where  it  was  necessary  to  change  those  conditions,  which 
lieve  the  President  had  approved. 

snator  McAdoo.  As  the  law  stands  today  they  can  increase  or 
ease  the  reserve  requirements  only  in  cases  of  emergency  on  a 
of  five  members  of  the  Board  approved  by  the  President.    Are 
talking  about  the  House  bill? 
r.  Jones.  Yes. 

jnator  McAdoo.  What  do  you  understand  it  to  be  there? 
>.  Jones.  That  they  can  raise  it  at  the  pleasure  of  the  Board. 
y  can  make  it  uniform  or  make  it  apply  to  central  Reserve  cities, 
srve  cities,  or  some  district.     I  think  the  present  plan  is  much 
e  acceptable,  as  it  is  in  the  old  law. 
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On  the  question  of  the  eligibility  of  paper  of  Federal  Reserve 
banks,  I  believe  in  the  old  theory,  that  it  ought  to  be  strictly  paper 
that  was  received  by  member  banks  for  commerce,  industry,  and 
agriculture,  and  be  paper  that  is  self-liquidating.  The  matter  of 
loosening  up  on  this  appeared  to  me  to  be  running  into  ground  that 
some  banks  had  had  trouble  with  and  would  create  a  type  of  assets 
which  would  come  behind  our  currency  and  not  be  as  sound,  pos- 
sibly, as  has  been  true  in  the  past  when  the  currency  was  secured 
by  40  percent  gold  and  now  by  the  40-percent  gold  certificates 

Senator  McAdoo.  To  the  extent  of  60  percent? 

Mr.  Jones.  Yes.  In  addition  to  that,  as  I  understand  the  bill 
now,  the  assets  of  the  Federal  Reserve  bank  are  of  various  natures, 
whether  real-estate  notes  they  have  taken  in  or  bills  payable  to  the 
bank  secured  by  sound  assets  or  termed  "  sound  assets.  I  think  the 
eligibility  rule  ought  to  stand. 

Senator  McAdoo.  The  prevailing  rule! 

Mr.  Jones.  Yes.  In  cases  of  emergency  we  could  possibly  con- 
sider making  an  adjustment  to  take  care  of  other  assets. 

As  to  title  III  there  is  very  little  I  would  say  on  that.  In  North 
Carolina  the  State  nonmember  banks  will  have  the  double  liability 
removed  on  July  1  of  this  year.  Naturally  the  member  banks  and 
all  national  banks  in  North  Carolina  Would  like  very  much  to  see 
the  double  liability  in  this  bill  made  July  1936,  instead  of  July  1987. 
As  Mr.  Hanes  stated,  it  would  appear  that  by  giving  them  some 
extension,  in  view  of  the  fact  that  one  third,  if  I  am  correctly  in- 
formed, of  officers'  loans  have  been  reduced,  they  should  be  liqui- 
dated and  conditions  would  probably  warrant  their  ability  to  do  so. 
I  do  not  personally  believe  that  an  officer  ought  to  borrow  from  his 
own  bank.  If  he  has  proper  security  he  should  be  able  to  make 
connection  with  some  of  his  corresponding  banks  to  obtain  his  financ- 
ing, if  that  security  would  be  satisfactory  to  his  own  bank;  and  it 
relieves  him  of  any  embarrassing  situation  at  any  time. 

That  is,  briefly,  gentlemen,  what  I  have  to  say.  If  there  is  any 
question  that  I  can  answer  I  would  be  glad  to  endeavor  to  answer  it 

(Whereupon,  at  4  p.  m.,  the  subcommittee  adjourned  until  tomor- 
row, Friday,  May  17,  1935,  at  10: 30  a.  m.) 
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FRIDAY,  MAY   17,   1935 

United  States  Senate, 
Subcommittee  of  thb  Committee  on 

Banking  and  Cuhrbncy, 

Washington,  D.  C. 
The  subcommittee  met,  pursuant  to  adjournment  on  yesterday,  at 
10:30  a.  m.,  in  room  SOI,  Senate  Office  Building,  Senator  Carter  Glass 
presiding. 

Present:  Senators  Glass  (chairman  of  the  subcommittee),  Bulkley, 
McAdoo,  Byrnes,  Townsend,  and  Couzens. 

Senator  Glass.  The  committee  will  come  to  order.  Mr.  Secretary 
will  you  be  good  enough  to  take  the  stand,  please? 

STATEMENT  OF  HENRY  MORGENTHAU,  JR,,  SECRETARY  OF  THE 
TREASURY,  WASHINGTON,  D.  C. 

Senator  Glass.  Mr.  Secretary,  I  did  not  imagine  that  you  cared 
to  make  any  detailed  statement  about  these  bank  bills.  I  merely 
wanted  to  ask  you  one  or  two  questions.  The  first  one  is,  whether  or 
Hot,  as  Secretary  of  the  Treasury,  you  have  had  the  cooperation  of  the 
Sristing  Open  Market  Committee,  provided  by  the  statute,  to  conduct 
>pen-market  operations? 

Secretary  Morgenthau.  Senator  Glass,  I  have  been  in  the  Treas- 
ury, now,  about  a  year  and  a  half,  and  it  so  happened  that  it  was  the 
week  that  I  came  into  the  Treasury  that  was  the  last  week  of  the 
3pen  Market  Committee  purchases  of  securities,  and  from  that  day 
io  this  they  have  not  increased  their  holdings.  I  have  gotten  along 
xxtremely  well  with  the  Open  Market  Committee.  There  have  been 
»o  differences.  I  have  no  complaints  to  make  as  to  their  attitude 
toward  me,  and  I  do  not  think  they  have  any  complaints  to  make  of 
xiy  attitude  toward  them.  But  as  to  their  effectiveness,  during  the 
E>ast  year  and  a  half  I  must  say  that  they  have  played  a  very  unim- 

Kant  role,  during  the  year  and  a  half  that  I  have  been  in  office. 
y  stopped  their  purchases  the  week  I  came  in ;  and  with  the  excep- 
tion of  turning  over  their  securities  as  they  came  due  and  reinvesting, 
tliey  have  played  a  very  minor  part  in  Government  securities. 

Senator  Glass.  They  have  not  put  any  of  your  securities  out  on 
*e  market,  have  they? 

Secretary  Morgenthau.  I  think  their  investments  are  about  two 
^d  a  half  billion  dollars,  and  they  have  kept  them  constant. 
-Senator  Glass.  Do  you  not  regard  that  as  cooperation  with  the 
-reasury? 
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Secretary  Morgbnthau.  I  have  no  complaint  to  make.  They 
have  kept  tbcm  constant.  At  times  I  thought  that  they  might  have 
shown  a  little  more  courage  and  bought  long-term  securities.  The? 
did  not  think  so,  and  they  have  kept  the  bulk  of  their  money  in  short- 
term  securities.  But  that  is  their  judgment  against  mine,  and  I  do 
not  say  that  they  are  wrong  or  that  I  am  right. 

Senator  Glass.  That  is  simply  the  difference  between  long  term 
and  short  term  Treasury  securities,  is  it  not? 

Secretary  Morgenthau.  That  is  right.  During  the  period  up  to 
.  very,  very  recently  they  have  constantly,  as  their  securities  came  due, 
invested  the  proceeds  in  short  term  securities. 

Senator  Glass.  Is  not  that  good  business? 

Secretary  Morgenthau.  It  has  not  proven  to  be  in  this  last  year 
and  a  half,  because  the  investors  investing  in  long-term  securities 
have  made  money  out  of  them. 

Senator  Glass.  At  a  little  higher  rate  of  interest? 

Secretary  Morgenthau.  A  bigger  return  on  their  money,  much 
bigger. 

Senator  Glasb.  Have  you  any  substantive  reason  to  anticipate  that 
you  cannot  get  on  in  agreement  with  the  existing  Open  Market 
Committee? 

Secretary  Morgenthau.  The  relationship  is  such  that  we  can  get 
on  perfectly  well,  because  there  is  nothing  really  to  have  a  row  about. 
They  use  what  they  think  is  their  best  judgment  in  investing  their 
money,  and  as  custodian  for  the  various  trust  funds  I  use  my  best 
judgment.  I  think  that  the  record  would  show  that  in  the  last  year 
and  a  half  I  have  done  better  for  my  clients  than  they  have  for  theira; 
but  I  invested  largely  in  long-term  securities  and  they  have  invested 
largely  in  short-term  securities,  and  as  a  result  of  that  my  trust  funds 
have  done  better  than  theirs. 

Senator  Glass.  You  have  the  taxing  power  behind  your  operations, 
have  you  not? 

Secretary  Morgenthau.  I  do  not  quite  understand  what  you  mean, 
Senator. 

Senator  Glass.  I  mean,  the  Treasury  can  appeal  to  Congress  to 
issue  securities  and  tax  the  people  of  the  country  to  redeem  them  when 
they  mature.     Is  not  that  a  fact? 

Secretary  Morgenthau.  I  still  do  not  quite  understand,  sir. 

Senator  Glasb.  The  Open  Market  Committee  has  no  such  author- 
ity as  that,  has  it? 

Secretary  Morgenthau.  No.  Their  only  authority,  as  I  under- 
stand it,  is  to  buy  and  sell  Government  securities  for  the  Federal 
Reserve  System. 

Senator  Glass.  They  are  not  confined  to  Government  securities 
altogether,  are  they? 

Secretary  Morgenthau.  I  don't  think  so. 

Senator  Glass.  I  want  to  ask  you  this  specific  question.  Haw 
you  any  substantive  reason  to  suppose  that  an  open  market  committee 
composed  of  the  present  membership  of  the  Federal  Reserve  Board 
would  operate  more  efficiently  than  the  Open  Market  Committee 
which  is  now  established  by  statute? 

Secretary  Morgenthau.  It  would  take  me  a  minute  or  two  to 
answer  that,  if  you  do  not  mind.  I  have  a  definite  philosophy  and 
thought  back  of  it.     The  various  controls  of  credit  I  believe  should 
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all  be  centered  in  one  place.  I  believe  that  they  should  all  be  cen- 
tered with  a  Government  authority;  and,  looking  toward  the  future, 
I  think  that  the  engineer  and  the  fare-man  should  be  working  together 
and  that  there  should  not  be  a  possibility,  if  a  crisis  should  arise, 
that  one  might  want  to  go  full  steam  ahead  and  the  other  might  not 
want  to  put  the  coal  under  the  boiler. 

Senator  Bulklet.  It  might  be  better  not  to  have  any  independent 
judgment  on  the  part  of  the  Open  Market  Committee,  you  think? 

Secretary  Morgenthau.  No;  I  would  not  say  that,  sir.  But  these 
various  methods  are  for  controlling  the  credit  for  the  whole  Nation, 
and  I  think  that  that  function  should  be  lodged  with  a  Government 
agency.    By  that  I  do  not  mean  the  Treasury. 

Senator  Glass.  But  that  does  not  answer  my  question,  Mr,  Secre- 
tary. 

Secretory  Morgenthau.  I  did  not  mean  to  avoid  it.  I  was  trying 
to  explain  how  I  felt. 

Senator  Glass.  I  wanted  to  know  if  you  have  any  substantive 
reason  to  suppose  that  an  open  market  committee,  for  example,  com- 
posed of  the  present  membership  of  the  Federal  Reserve  Board,  would 
operate  more  efficiently  or  more  satisfactorily  than  the  existing  open 
market  committee. 

Secretary  Morgenthau.  Well,  again,  it  may  sound  as  though 
I  were  trying  to  avoid;  but  what  I  am  trying  to  say — and  if  I  do  not 
-answer  your  question,  you  may  ask  mo  again — is  that  we  have  three 
functions  for  credit  control,  and  I  believe  that  those  three  functions 
should  be  located  in  the  same  place. 

Senator  Glass.  I  understand  your  belief  as  to  that.  But  still  that 
does  not  answer  my  question. 

Secretary  Morgenthau.  Well,  I  would  hope  that  they  would  oper- 
ate as  well  or  as  successfully  if  they  were  located  with  the  Federal 
Reserve  Board.    But  time  would  answer  that.    I  could  not. 

Senator  Bclkley.  Suppose  we  should  abandon  the  theory  of  an 
open  market  committee  exercising  independent  judgment  and  put  the 
investment  policy  of  the  Federal  Reserve  banks  under  your  discretion 
as  Secretary  of  the  Treasury ;  would  you  place  more  long-term  Govern- 
ment securities  with  the  banks? 

Secretary  Morgenthau.  I  will  have  to  answer  that  question  in  two 
sections.  In  the  first  place,  I  would  not  want  that  authority.  I  do  not 
think  I  should  have  it.  If  I  did  have  it  I  would  follow  the  same  policy 
that  I  have  followed  during  the  past  year  for  the  various  trust  and  other 
funds  that  we  have,  representing  over  a  billion  dollars.  With  regard 
to  these  various  funds,  during  the  past  year  as  the  money  comes  due 
we  have  invested  it  in  long-term  Governments,  and  it  so  happened  that 
we  have  been  able  in  every  case  to  increase  the  value  of  the  portfolio 
through  that  policy.  That  is  a  matter  of  record;  and  we  have  followed 
a  uniform  policy  for  all  of  our  trust  funds,  to  put  them  into  long- 
term  Governments. 

Senator  Bclkley.  In  answer  to  my  suppositious  question,  you  say 
that  you  would  not  want  that  power  as  Secretary  of  the  Treasury. 
However,  you  would  like  to  see  that  power  concentrated  somewhere, 
woidd  you? 

Secretary  Morgenthau.  I  would  like  to  see  it  concentrated  in  an 
independent  Government  agency. 

Senator  Bclkley.  Independent  of  what? 
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Secretary  Mobgenthau.  Of  all  outside  influences — just  as  inde- 
pendent as  you  can  make  it. 

Senator  Bulkley.  Independent  of  the  President,  too? 

Secretary  Mobgenthau.  Only  that  he  should  have  the  appointive 
power,  the  way  he  has  with  regard  to  the  Supreme  Court. 

Senator  Bulklet.  You  mean,  appoint  somebody  that  he  had  no 
more  power  to  remove  or  influence  than  he  has  with  regard  to  the 
Supreme  Court? 

Secretary  Mobgenthau.  Right. 

Senator  Glass.  That  would  mean  that  no  member  of  that  board 
could  be  removed  except  by  impeachment? 

Secretary  Morgenthau.  Yes. 

Senator  Glass.  Mr.  Secretary,  I  do  not  want  to  embarrass  you 
by  pressing  my  particular  question.  I  can  realize  why  you  might 
not  want  to  answer  it  more  definitely  than  you  have;  but  you  have 
answered  it  sufficiently  to  enable  me  to  conjecture  what  your  real 
judgment  of  it  is. 

Senator  Couzens.  Have  you  any  statement  to  make  in  connection 
with  the  bill,  Mr.  Secretary? 

Secretary  Morgenthau.  No,  Senator. 

Senator  Couzens.  Have  you  read  the  bill? 

Secretary  Mobgenthau.  I  have  read  the  summary  which  I  have 
here,  and  I  have  studied  it. 

Senator  Glass.  But  you  had  not  read  that  summary  until  recently, 
had  you? 

Secretary  Mobgenthau.  The  summary  was  not  written  until 
recently. 

Senator  Couzens.  I  would  like  to  have  the  Secretary's  opinion.  It 
seems  to  me  that  the  question  of  membership  on  the  board  and  the 
whole  operation  of  the  Federal  Reserve  System  is  closely  allied  to  the 
Treasury  under  this  proposed  bill.  It  does  not  seem  to  me  that  up 
to  date  we  have  got  any  expression  from  him  as  to  his  views  about 
the  bill  and  whether  he  believes  in  it  or  not,  and  I  would  like  to  be 
informed,  because  it  seems  to  me  that  his  position  justifies  some  in- 
fluence with  this  committee. 

But  I  understand  you  to  say  that  you  have  nothing  to  say  with 
respect  to  this  pending  bill? 

Secretary  Morgenthau.  We  have  discussed  this  bill  for  months  in 
the  Treasury,  and  we  have  had  meetings  with  the  various  agencies 
who  lend  money,  that  is,  the  heads  of  the  various  agencies,  and  we 
have  gone  over  the  controversial  points  and  spent  hours  on  it,  and  I 
think  I  may  say  that  I  understand  the  fundamental  philosophy,  the 
important  points.  I  am  frank  to  say  that  when  you  get  into  title  III 
and  title  I,  containing  a  lot  of  technical  banking  questions,  as  you 
know,  I  am  not  a  banker;  I  am  not  trained  as  one;  but  we  have  experts 
on  that  in  the  Treasury  and  we  leave  those  questions  to  them.  I 
have  personally  spent  hours  and  hours  discussing  this  bill  and  the 
important  points  in  the  bill  I  am  in  favor  of.  But  the  experts  in  the 
Treasury  have  spent  literally  hours  on  this  bill. 

Senator  Townsend.  Are  you  in  favor  of  title  II  as  it  is  now  written 
in  the  bill? 

Secretary  Morgenthau.  I  am  in  favor  of  the  principles  of  title  II. 
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Senator  Glass.  Do  you  think  the  Government,  without  one  dollar 
of  proprietary  interest  in  the  Federal  Reserve  banking  system,  should 
be  authorized,  without  restraint,  to  loan  the  money  of  the  System  in 
open-market  operations? 

Secretary  Mohgenthau.  Senator,  I  happen  to  belong  to  that  school 
that  thinks  that  the  Government  should  own  the  stock  of  the  Federal 
Reserve  System;  and  then  it  would  have  that  right. 

Senator  Glass.  You  belong  to  the  school  that  believes  the  Govern- 
ment should  own  the  stock? 

Secretary  Morgenthau.  Yea. 

Senator  Glass.  That  is  a  different  proposition.  I  am  asking  you  if 
the  Government,  which  does  not  own  a  dollar  of  pecuniary  interest  in 
the  system,  with  the  assets  acquired  over  a  period  of  20  years  by  the 
exercise  of  banking  skill — that  the  Government  which  has  no  pecu- 
niary risk  at  stake  should  be  permitted  to  spend  other  people's  money 
without  any  restriction? 

Secretary  Mobgenthau.  Well,  Senator,  I  am  very  timid  about 
putting  myself  up  against  your  opinion,  because  you  have  lived  with 
this  thing 

Senator  Glass.  I  am  asking  you  your  opinion. 

Secretary  Morgenthau.  I  think  that  the  Government  has  got 
everything  at  stake  in  this.  This  gets  right  down  to  the  whole  question 
of  credit.  After  all,  as  I  understand  it,  the  Government  is  the  people. 
And  we  have  got  everything  at  stake. 

Senator  Glass.  Does  the  Government  own  a  dollar  of  pecuniary 
interest  in  the  Federal  Reserve  System? 

Secretary  Morgenthau.  No;  but  I  think  it  should. 

Senator  Glass.  You  are  for  a  central  bank  owned  by  the  Govern- 
ment, then? 

Secretary  Morgenthau.  If  I  may  put  it  this  way,  I  would  like  to 
see,  if  Congress  could  work  it  out  somehow,  that  the  Government 
owned  this  stock  and  would  surround  the  trustees  of  it  with  every 
possible  protection  and  precaution,  that  they  should  not  be  subjected 
not  only  to  political  pressure  but  to  that  of  private  business  and 
banking  interests  as  well,  and  that  they  should  keep  just  as  independ- 
ent as  possible,  and  serve  the  financial  and  business  interests  of  the 
country  with  only  one  motive  in  mind,  and  that  is  to  serve  them  well. 

Senator  Glass.  And  to  absorb  all  of  the  individual  banks? 

Secretary  Morgenthau.  No;  oh,  no. 

Senator  Glass.  What  does  your  central  bank  amount  to  if  it  does 
not  absorb  all  the  indiviudal  banks  and  use  them  as  branches? 

Secretary  Mohgenthau.  You  see,  I  came  up  to  this  position 
through  Farm  Credit,  which  is  a  pretty  big  institution,  and  we  have  a 
somewhat  similar  situation  there,  I  believe.  We  have  strong  regional 
banks  with  directors.  But  the  question  of  interest  is  fixed  here  in 
Washington.  The. question  never  has  been  raised  that  the  control  of 
the  Farm  Credit  should  be  held  by  anybody  else  but  the  Govern- 
ment, and  I  honestly  believe  that  the  trust  that  the  Farm  Credit 
had  for  the  farmers  and  the  millions  and  millions  of  dollars  which 
they  handled  have  been  handled  without  outside  influence. 

Senator  Glass.  That  was  an  emergency  measure,  was  it  not? 

Secretary  Morgenthau.  I  would  not  call  it  that. 
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Senator  Glass.  I  am  not  talking  about  the  Land  Bank  System. 
Secretary  Morgenthau.  I   consider  Farm   Credit  a  permanent 
institution. 

Secretary  Glass.  I  know  you  gentlemen  consider  everything  that 
has  been  done  as  permanent,  but  it  started  out  simply  as  an  emergency. 

Secretary  Mobgbnthau.  I  look  forward  to  Farm  Credit  as  an 
institution  which  I  hope  will  live  to  serve  the  farmers  for  a  long  time. 

Senator  Glass.  I  can  readily  understand  how  one  might  advocate 
a  central  bank  owned  by  the  United  States  Government.  We  have 
had  them.  But  I  would  like  to  get  more  definitely  your  judgment  as  to 
whether  a  Government  should  nave  the  right  to  loan  somebody  else's 
money  without  restraint  or  restriction. 

Secretary  Morgenthau.  I  think  it  should  have  that  same  super- 
vision over  the  credit  of  the  country  that  it  has  over  inspecting  the 
banks  or  anything  else.  After  all,  I  cannot  make  a  distinction  be- 
tween the  Government  and  the  people. 

Senator  Glass.  The  inspection  of  banks  is  to  require  them  to  con- 
form to  the  law  in  the  conduct  of  their  business.  But  when  you  take 
charge  of  their  business,  that  is  a  different  proposition,  is  it  not? 

Secretary  Morgenthau.  I  do  not  say  that  we  should  tell  the  Fed- 
eral Reserve  Bank  of  New  York  or  Chicago  or  San  Francisco  whether 
they  should  make  a  commercial  loan,  or  how  they  shall  conduct  their 
actual  transactions;  but  when  it  comes  to  having  a  national  policy  as 
to  rates  of  discount  for  example,  I  believe  that  is  a  function  which 
should  be  exercised  by  a  public  body.     I  make  that  distinction. 

Senator  Glass.  Well,  considering  a  central  bank,  I  can  very 
readily  understand  how  you  would  think  that. 

Senator  Couzens.  The  Chairman  spoke  a  while  ago  about  whether 
you  were  satisfied  with  the  operations  of  the  Open  Market  Committee 
as  it  now  exists  under  the  law.  I  recall  your  answer,  and  I  ask  this 
question  in  connection  with  it.  Is  it  not  possible,  under  the  existing 
open-market  operations  and  the  activities  of  the  Treasury  for  there 
to  be  a  very  definite  conflict? 

Secretary  Morgenthau.  Oh,  yes. 

Senator  Couzens.  Is  it  not  the  purpose  of  this  bill  to  avoid  such 
conflict? 

Secretary  Morgenthau.  I  should  say  so. 

Senator  Glass.  Do  you  conceive  that  the  Federal  Reserve  System 
was  set  up  to  finance  the  Government? 

Secretary  Morgenthau.  No. 

Senator  Glass.  But  under  this  bill  it  could  he  used  for  that  purpose, 
could  it  not? 

Secretary  Morgenthau.  I  would  have  to  take  your  judgment  for 
that. 

Senator  Glass.  Then  my  judgment  is  in  accord  with  yours? 

Senator  Townbend.  Presumably. 

Senator  Glass.  No;  there  is  no  presumption  about  it. 

Senator  McAdoo.  Mr.  Secretary,  we  hear  a  good  deal  of  talk  about 
inflation  these  days.  I  wonder  if  you  would  give  us  your  definition  of 
inflation. 

Secretary  Morgenthau.  To  go  up  against  two  Secretaries  of  the 
Treasury  is  kind  of  tough. 
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.tor  Glass.  You  are  only  up  against  one,  now.  I  did  not  vote 
Patmaii  bill. 

etary  Morgenthau.  Senator  McAdoo,  in  view  of  the  fact  that 
ill  is  pending  before  the  President,  I  would  like  to  be  excused 
nswering  your  question. 

itor  McAdoo.  The  definition  of  "inflation"  has  nothing  to  do 
int.  We  are  talking  finance  and  economics  now. 
etary  Morgenthau.  If  you  do  not  mind,  with  the  bill  pending 
the  President,  I  would  like  to  be  excused. 
itor  McAdoo.  Of  course,  I  will  excuse  you  if  you  do  not  want 
rar.  On  the  other  hand,  I  suppose  you  do  not  object  to  telling 
it  you  think  is  sound  money? 

etary  Morgenthau.  I  am  not  a  very  good  theorist  on  these 
.  Senator.  I  think  the  President  put  me  in  there  as  an  adminis- 
and  not  as  a  money  theorist. 

itor  McAdoo.  I  am  not  asking  your  theories,  but  your  judg- 
es a  practical  business  man  as  to  what  you  consider  sound 

etary  Morgenthau.  I  would  be  glad  to  hear  from  you,  sir. 
Ltor  McAdoo.  I  want  information ;  I  am  looking  for  information. 

you  consider  United  States  notes,  commonly  called  "green- 
"  that  now  have  back  of  them  and  have  had  for  some  tune  a 
cent  gold  reserve,  to  be  sound  money? 

etary  Morgenthau.  Senator,  I  am  not  very  smart  at  these 
I  have  just  got  to  go  back  to  your  question.  There  is  a  bill 
ig  before  the  President  that  has  this  question  of  greenbacks 
t  this  time,  and  if  you  do  not  mind  I  would  like  to  ask  to  be 
d  from  getting  into  that  discussion. 

itor  McAdoo.  We  have  had  statements  which  show  a  little 
ban  40  percent  of  gold  back  of  a  certain  amount  of  greenbacks. 

just  curious  to  know  whether  you  considered  that  sound 

or  not. 

etary  Morgenthau.  Would  this  be  fair?  If  after  the  Presi- 
las  taken  action  on  the  bonus  bill,  and  this  committee  still 
me  to  come  here  and  theorize,  I  would  be  glad  to  do  it  then, 
itor  McAdoo,  This  does  not  involve  the  question  before  the 
ent  at  all,  because  there  is  no  gold  reserve  back  of  this  proposed 
sue.  I  am  just  trying  to  get  an  idea,  in  view  of  the  present  state 
finances,  what  your  view  is  as  to  sound  money:  that  is,  whether 
sent  gold  back  of  our  currency  would  be  considered  sound, 
etary  Morgenthau.  We  have  got  a  lot  of  experts  down  at  the 
iry  who  can  discuss  the  theory  of  money  and  currency, 
itor  McAdoo.  I  am  not  talking  about  theory.  I  am  talking 
actualities. 

etary  Morgenthau.  I  cannot  qualify, 
itor  McAdoo.  All  right. 

itor  Glass.  Have  you  ever  come  in  contact  with  unexpert 
i? 

etary  Morgenthau.  Here  is  one  right  here, 
itor  Glass.  Unless  there  are  further  questions  we  will  excuse 
[r.  Secretary, 
retary  Morgenthau  withdrew  from  the  committee  table.) 
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STATEMENT  OF  MAX  B.  NAHM,  DIRECTOR,  FEDERAL  RESSBTI 
BANE  IN  ST.  LOUIS,  110.;  VICE  PRESIDENT,  CITIZENS  NA- 
TIONAL BANK,  BOWLING  GREEN  TRUST  CO.,  BOWLING  GREEK, 
KY. 

Senator  Glass.  You  may  state  your  name  and  occupation,  Mr, 
Nahm. 

Mr.  Nahm.  Max  B.  Nahm,  Mr.  Chairman  and  gentlemen,  I  am 
a  resident  of  Bowling  Green,  Ky.,  a  small  town  of  about  18,000  in- 
habitants, and  I  am  vice  president  of  the  Citizens  National  Bank 
there,  a  country  bank.  I  have  prepared  a  statement  that  I  will  be 
glad  to  dip  into  now  and  then  if  it  please  you.  The  first  paragraph 
of  it  is  a  bit  of  history  drawn  with  a  view  of  attempting  to  show  that 
what  I  stand  for  is  in  line  with  the  thought  of  the  makers  of  the 
Constitution,  and  that  particular  part,  if  you  do  not  mind,  I  will 
read. 

The  founders  of  the  Government  of  the  United  States,  in  their 
wisdom,  set  up  three  great  independent  departments,  the  executive, 
the  legislative,  and  the  judicial. 

The  judicial  department,  the  Supreme  Court,  through  the  genius 
of  John  Marshall,  Chief  Justice  from  1801  till  1835,  became  one  of 
the  great  courts,  if  not  the  greatest  court  of  law  in  the  world. 

Only  twice  in  its  history,  both  in  the  previous  century,  did  politics 
ever  enter  into  its  judgments.     Its  decisions  are  accepted  as  final. 

In  line  with  the  thought  of  setting  up  an  independent  department 
of  government,  in  1913  there  came  into  being  an  entirely  new  depart- 
ment of  government  that  was  not  contemplated  at  all  by  the  founders 
of  the  Government.  In  1913  a  new  element  entered  into  American 
national  development,  the  Federal  Reserve  System,  set  up  by  Con- 
gress to  furnish  an  elastic  currency,  to  rediscount  commercial  paper 
and  to  establish  a  more  effective  supervision  of  banking.  This 
system  as  originally  conceived  was  an  adequate  working  machine  and 
functioned  well  through  the  World  War,  for  which  it  was  highly 

? raised.  At  that  time  there  was  no  criticism  about  it  whatever  tint 
know  of.  Everybody  accepted  its  work  as  being  as  good  as  could 
be  done,  and  it  certainly  piloted  us  and  is  given  credit  for  having 
piloted  us  financially  through  the  Great  War. 

In  the  years  following  the  Great  War  there  have  arisen  many 
emergencies  and  problems,  and  to  meet  these  emergencies  there  have 
been  set  up  many  Government  loaning  bureaus,  all  functioning  well 
in  their  own  spheres,  the  physical  and  clerical  labor  of  which  was 
committed  in  some  of  the  principal  bureaus  to  the  Federal  Reserve 
regional  banks. 

The  result,  unforeseen  at  the  time,  was  to  diminish  the  functions 
of  the  Federal  Reserve  System,  and  of  the  commercial  banks,  to  such 
an  extent  that  at  the  present  time  there  are  in  the  Federal  Reserve 
System  only  about  6  to  7  millions  of  loans. 

In  January  1932,  the  Reconstruction  Finance  Corporation  was 
organized;  in  July  1932,  the  Federal  Home  Loan  Bank  Act  was 
passed ;  in  May  1933,  the  Farm  Credit  Administration  Act  was  passed, 
and  in  October  1933,  the  Commodity  Credit  Corporation  was  organ- 
ized. 

All  of  these  have  functioned  wisely  and  well,  and  for  all  of  them  the 
Federal  Reserve  banks  have  done  a  large  volume  of  work  as  fiscal 
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agents,  custodians,  and  depositaries.  As  a  matter  of  fact,  the  physical 
labor  is  being  done  bv  the  Federal  Reserve  System  for  all  of  these 
organizations,  and  hao  the  law  that  we  are  advocating  been  in  exist- 
ence in  1932  it  is  possible  that  all  of  this  work  would  have  been  com- 
mitted to  the  Federal  Reserve  System  as  the  loaning  agent  of  the 
Government. 

However,  the  unintended  result  has  so  curtailed  the  functions  of 
the  great  Federal  Reserve  System  and  the  commercial  banks  that 
the  necessity  for  a  new  banking  act  has  arisen.  In  saying  this,  I  refer 
chiefly  to  sections  I  and  III. 

The  Rank  of  England  is  so  national  in  character  thst  Parliament 
placed  in  its  charge  the  management  of  the  equalization  fund  to 
earn-  out  the  national  policy. 

Right  in  line  with  that,  the  work  that  was  done  in  England  has  been 
done  through  the  Bank  of  England. 

The  Government  lending  bureaus  in  their  nature  are  not  permanent. 
Their  usefulness  will  pass  away  in  time.  Their  functions,  important 
and  necessary,  must  finally  land  somewhere  for  settlement  and  liquida- 
tion. 

The  Federal  Reserve  regional  banks  are  carrying  on  a  large  part 
of  their  work  for  them  now. 

The  Federal  Reserve  System  was  originally  conceived  as  the  per- 
manent financial  arm  of  Congress,  acting  for  the  whole  nation;  and 
that  should  be  the  landing  place  of  all  these  lending  agencies  that  I 
have  mentioned,  when  the  time  comes  that  they  will  have  liquidated 
and  their  work  have  ceased. 

We  suggest  the  formation  of  the  Federal  Reserve  Board  into  a 
supreme  court  of  finance  and  banking;  that  a  body  of  such  inde- 
pendence from  political  influences,  and  of  such  prestige,  be  estab- 
lished that  the  ideal  of  the  founders  may  be  realized. 

To  accomplish  this  we  suggest  a  board  of  five  members,  four 
appointed  by  the  President  for  terms  of  12  years  staggered  so  they 
would  not  all  be  appointed  hereafter  at  the  same  time;  mat  the  fifth  be 
the  governor  andoe  appointed  by  the  President  for  a  term  coter- 
minous with  his  own,  and  to  represent  in  his  appointment  the  senti- 
ment of  the  administration.  We  suggest  that  the  salaries  be  raised 
to  {15,000  a  year  as  the  bill  provides  with  adequate  pensions  to  render 
the  directors  entirely  independent  of  any  influence  for  life. 

We  would  not  think  so  much  of  the  proposition  if  we  did  not  know 
that  that  is  just  about  what  foreign  nations  are  doing  with  their 
central  banks.  The  foreign  central  banks  have  met  the  problem  in 
a  similar  way.  They  have  all  avoided  political  appointees  in  their 
directors,  but  the  governor  represents  the  adrninistration.  The 
boards  in  Belgium,  England,  France,  Germany,  and  Switzerland  and 
in  the  new  Central  Bank  in  Canada  are  selected  by  the  stockholders. 
The  governors  in  all  except  in  England  and  Italy  are  appointed  by 
the  administration. 

We  suggest  that  the  terms  of  office  be  as  the  bill  is  drawn  for  12 
years,  except  that  of  the  Governor  for  4  years,  but  subject  to  reap- 
pointment. 

t**The  purpose  is  to  draw  to  this  great  board,  men  of  outstanding 
ability  to  induce  them  to  accept  a  call  for  service  giving  them  financial 
independence  and  prestige. 
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It  might  be  said  that  those  men  would  not  have  the  time  to  wind 
up  and  to  attend  to  these  great  lending  agencies  of  the  Government, 
but  Congress  in  its  wisdom  has  provided  in  section  204  (a)  of  the  1935 
act  for  the  assignment  of  duties  for  specific  performance  so  as  to  leave 
the  board  opportunity  to  concentrate  on  problems  of  national  im- 
portance and  to  relieve  them  of  burdensome  details.  The  opportunity 
to  realize  this  ideal  of  a  supreme  court  of  finance  may  not  occur  again. 

It  has  been  said  that  this  bill  delegates  the  power  of  Congress  to  an 
independent  board.  It  is  true  that  the  Constitution  delegates  to 
Congress  the  coining  of  money  and  regulation  thereof,  but  this  is  an 
arm  of  the  Congress  set  up  by  them. 

With  such  a  board  in  existence  many  problems  in  the  bill  will  settle 
themselves  in  the  high  judgment  of  men  of  this  type.  They  will  by 
regulation  adjust  these  problems  from  time  to  time  without  the  rigid- 
ity of  legal  enactment. 

It  is  said  that  the  Federal  Reserve  System  should  be  subject  to  tie 
policies  of  the  administration.  Perhaps  the  Supreme  Court  in  history 
has  been  a  stumbling  block  in  the  path  of  administrations  and  yet,  no 
one  is  heard  to  argue  that  this  great  Court  should  be  subrogated  to 
political  policies.  Neither  then  should  a  supreme  court  of  finance  be 
under  political  domination. 

With  reference  to  open-market  operations,  under  present  conditions 
all  control  is  minimized.  When  few  members  banks  seek  to  borrow, 
control  by  rediscount  rates  is  not  effective,  because  when  nobody 
wants  money  it  does  not  make  any  difference  what  the  rate  is.  We 
have  had  times  in  the  Federal  Reserve  Bank  of  St.  Louis,  in  which  I 
happen  to  be  a  director,  when  that  has  been  the  situation. 

Even  open-market  operations  exercise  but  little  real  effect  just  now. 
These  conditions  however  cannot  always  prevail,  so  control  of  future 
use  of  funds  must  be  provided  in  a  logical  manner,  for  the  protection 
of  sound  banking. 

With  a  small  Federal  Reserve  Board  of  high  type,  all  the  five  mem- 
bers of  the  board  should  constitute  the  open  market  committee,  to- 
gether with  four  governors  of  the  Federal  Reserve  banks  with  equal 
rights  to  vote  to  reflect  conditions  in  the  country  at  large.  These 
4  governors  should  be  rotated  annually  among  the  12  governors  by 
their  own  selection. 

As  to  reserve  requirements,  to  abandon  all  reserve  requirements, 
either  minimum  or  maximum,  is  unwise.  Unlimited  right  to  fix 
reserves,  if  abused,  is  the  right  to  destroy.  It  is  not  the  object  of 
this  act,  even  remotely,  to  obliterate  pnvate  banking  and  abolish 
credit  to  the  distress  of  the  people  by  excessive  reserves ;  neither  is  it 
proper  to  invite  future  disaster  by  small  reserves  inadequate  to 
necessary  safety. 

Therefore  it  is  wise,  if  we  do  set  up  this  board,  may  I  say,  that  it 
should  have  some  restrictions,  just  as  the  Supreme  Court  itself,  which 
is  an  independent  body,  has  its  restrictions  in  the  Constitution  of  the 
United  States. 

Therefore  we  would  suggest  that  the  minimum  reserves  be  left  is 
they  now  are,  7  percent  for  small  cities,  10  percent  for  Reserve  cities, 
and  13  percent  for  central  Reserve  cities,  but  that  the  maximum 
reserve  for  all  banks  should  be  fixed  at  not  to  exceed  30  percent  « 
a  ceiling  beyond  which  the  public  service  would  be  endangered. 
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During  this  severe  depression,  which  is  an  excellent  test,  banks  have 
carried  20  to  30  percent  reserve.  The  problem,  after  all,  is  one  that 
varies  in  different  districts.  But  I  do  believe  more  or  less  in  autonomy 
in  the  12  regional  banks,  and  as  far  as  I  can  see  it,  from  my  experience, 
the  more  the  better. 

With  respect  to  real-estate  loans,  to  amortize  real-estate  loans  is 
one  thing  in  cities  and  truck-farming  districts  adjacent  to  cities,  but 
quite  another  problem  in  strictly  farming  regions  where  the  crops 
are  harvested  but  once  a  year.  The  farmers  in  such  localities  have 
nothing  to  amortize  with  until  they  Bell  their  crops.  Amortized  real- 
estate  loans  mean  nothing  to  them  for  they  are  impractical. 

Our  experience  has  been  that  our  greatest  difficulty  is  to  collect 
on  farm  loans  in  depressions,  though  m  the  end  our  losses  are  less 
on  them  than  on  stocks  and  bonds,  for  eventually  their  value  re- 
turns, but  they  are  frozen  beyond  redemption  till  the  turn  comes; 
and  it  would  have  been  far  worse,  Mr.  Chairman,  if  we  had  had  the 
proposed  law  during  1933,  became  the  banks  would  have  been  even 
fuller  of  real-estate  loans  than  they  were. 

We  cannot  favor  advances  against  real  estate  up  to  75  percent  of 
actual  value  of  the  property,  amortized  within  20  years.  We  cannot 
create  and  administer  such  loans. 

We  do  favor  a  limit  of  not  exceeding  60  percent  of  appraised  values 
of  the  property  and  loans  permitted  not  over  an  ultimate  limit  of 
a  period  of  S  years. 

For  instance,  let  us  go  back  20  years  and  see  what  the  value  of 
farm  property  was.  If  we  had  taken  those  loans  then  and  amortized 
them  for  20  years  they  would  not  be  worth  half  of  what  they  are.  The 
value  today  would  not  be  half  of  what  it  was  then.  Furthermore, 
in  cities  in  20  years  centers  of  population  shift  to  such  a  degree  that 
a  real-estate  loan  today  may  be  absolutely  worthless  which  20  years 
ago  was  possibly  the  very  best  loan  there  was  in  that  part  of  the 
country.     So  20  years  is  absolutely  too  long  for  a  banking  purpose. 

With  reference  to  the  combination  of  the  offices  of  the  governor 
and  chairman  of  the  board,  that  can  serve  absolutely  no  useful  purpose 
in  the  Federal  Reserve  Bank  of  St.  Louis,  and  I  am  talking  about  that 
bank  because  it  is  the  only  one  I  am  familiar  with.  Each  of  the  in- 
cumbents is  an  active,  serviceable  official  performing  his  duties 
efficiently  and  thoroughly  and  each  earns  his  salary  beyond  all 
question. 

The  governor  elected  by  the  board  of  directors  represents  the  bank 
satisfactorily  and  is  well  qualified  for  his  duties. 

The  chairman  of  the  board  represents  the  board  at  Washington  as 
Federal  Reserve  agent,  presides  with  dignity,  and  is  fully  occupied 
with  duties  that  must  be  performed  by  someone. 

In  the  event  that  the  two  offices  are  combined  the  positions  of 
governor  and  vice  governor  will  effect  only  a  change  of  title  of  one 
officer  and  will  amount  to  no  saving  of  salary  whatever,  although  it 
is  claimed  that  the  saving  would  amount  to  $400,000.  There  are 
still  the  two  salaried  officers. 

One  of  these  officials  in  the  very  prime  of  his  time  of  service  must 
be  demoted  to  no  purpose  whatever,  either  the  governor  or  the  chair- 
man of  the  board.  If  other  Reserve  banks  can  gain  by  tins  change, 
it  must  be  because  their  personnel  is  badly  selected,  and  there  can  be 
no  service  in  destroying  existing  relations  when  the  proper  course  is 
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to  make  better  personal  selections  of  officials.    The  individuals  may 
need  changing,  not  the  official  titles,  nor  the  System  as  a  whole. 

With  regard  to  the  terms  of  directors  of  regional  banks,  I  happen 
to  be  a  director  of  the  Federal  Reserve  Bank  of  St.  Lotus,  May  I 
be  permitted  to  contribute  my  experience  in  that  service?  It  appears 
to  me  that  the  paramount  object  is  one  of  the  character  of  the  service 
rather  than  of  the  length  of  service. 

Some  directors'  services  might  be  so  entirely  without  value  as  to 
make  it  important  to  drop  them  after  3  years,  or  better  still,  that 
they  never  should  have  been  elected. 

On  the  other  hand,  some  directors  demonstrate  such  value  in  their 
service  that  the  best  interests  of  the  System  in  their  districts  would 
be  served  by  continuing  them  in  office  indefinitely. 

It  requires  about  one  term  for  a  new  member  to  learn  the  System, 
and  it  is  noticeable  that  all  matters  of  great  importance  are  decided 
by  the  seasoned  members  of  experience. 

To  limit  the  terms  to  two  periods  of  3  years  each  is  to  put  a  premium 
on  inexperience  and  injure  the  service.  After  all,  this  can  best  be 
left  to  the  banks  of  the  district  to  decide. 

Regarding  the  willingness  of  banks  to  loan,  neither  the  Federal 
Reserve  banks  nor  the  member  banks  can  go  far  to  create  loans. 
They  do  not  initiate  business,  but  they  create  credit  when  business 
seeks  it  and  expand  or  contract  credit  as  needed.  The  inception  of 
loans  is  with  the  people  and  the  needs  of  business  and  not  with  the 
banks. 

It  is  charged  that  banks  will  not  loan  money.  That  is  not  true. 
There  is  no  demand  for  loans,  and  they  cannot  loan  when  none  seek 
loans.  They  are  willing  and  anxious  to  have  loans  that  will  be  paid. 
In  Louisville,  a  bank  received  a  telephone  message  about  a  $400 
loan.  The  bank  sent  a  taxi  for  the  customer  and  made  the  loan.  It 
is  far  easier  to  negotiate  a  Government  loan  that  does  not  require 
liquidity  to  pay  demand  deposits  which  is  necessary  in  commercial 
banks. 

Of  course  Government  loans  have  all  the  rest  of  time  to  liquidate, 
but  commercial  banks  must  pay  depositors  with  the  result  of  their 
loans,  and  if  they  cannot  do  that  they  have  got  to  close  up. 

However,  loans  are  increasing  and  business  is  expanding  and  agri- 
cultural sections  are  regaining  confidence.  If  these  conditions  con- 
tinue neither  the  banks  nor  their  critics  will  complain  about  few 
loans. 

This  is  not  exclusively  a  banker's  bill.  Title  II  carries  the  great 
problem  of  the  people  at  large.  In  it  may  bo  wrapped  their  whole 
monetary  future. 

Any  legislation  created  during  periods  of  emergency,  which  may  seen 
entirely  justified  by  the  needs  of  the  moment,  must  also  be  regarded 
from  another  standpoint.  There  are  the  possibilities  for  abuse  when 
the  powers  created  are  used  in  future  years.  After  the  emergency  no 
longer  exists,  those  having  the  powers  may  be  men  who  might  have 
been  injected  into  office  by  one  of  those  waves  of  emotional  hysteria  to 
which  we  are  prone  and  are  becoming  more  susceptible.  Then  comes 
the  danger — so  let  us  take  time  to  think  it  out  to  a  proper  conclusion. 
My  thought  is,  Mr.  Chairman,  that  if  we  go  ahead  and  pass  titles  I 
and  III,  and  take  our  time  with  title  II,  so  that  we  do  not  make  any 


BANKING   ACT   OF    1035  515 

mistake  that  we  would  feel  that  we  should  have  corrected,  I  believe 
it  would  be  far  better  for  the  country  at  large,  and  everybody  else. 
Senator  Glass.  We  are  much  obliged  to  you  for  your  statement. 

STATEMENT  OF  B.  S.  HECHT,  PRESIDENT  AMERICAN  BANKERS 
ASSOCIATION 

Senator  Glass.  Give  your  name  and  occupation  to  the  reporter, 
please. 

Mr.  Hecht.  R.  S.  Hecht,  president  American  Bankers  Asso- 
ciation, i 

Senator  Glass.  As  you  know,  we  are  considering  the  Senate  and 
House  bank  bills,  with  which  you  are  familiar.  The  committee  would 
be  very  glad  to  have  any  statement  you  may  desire  to  make  in  that 
connection. 

Mr.  Hecht.  I  am  appearing  officially  as  president  of  the  American 
Bankers  Association.  The  American  Bankers  Association  includes 
in  its  membership  banks  of  all  kinds  and  sizes,  operated  by  bankers  of 
all  shades  of  political  and  social  opinion.  It  is  natural,  therefore, 
that  there  should  be  some  difference  of  opinion  among  our  member- 
ship in  regard  to  certain  details  of  this  pending  legislation,  but  I  am 
glad  to  be  able  to  say  that  on  the  really  fundamental  provisions,  which 
it  is  my  purpose  to  discuss  with  you,  there  is  a  remarkable  unanimity 
of  opinion  in  the  banking  fraternity.  I  think  I  can  truthfully  say 
that  in  studying  the  changes  contemplated  by  this  law  our  members 
approached  the  subject  not  from  the  narrow  view  of  selfish  interest 
but  with  a  sincere  desire  to  be  helpful  to  Congress  in  enacting  effective 
and  workable  banking  legislation  in  the  interest  of  all  of  our  people. 
With  that  end  in  view  the  association,  through  its  fully  authorized 
bodies,  has  given  very  careful  study  and  consideration  to  this  measure 
and  has  reached  certain  conclusions  regarding  it.  It  is  my  purpose 
to  present  today  a  brief  statement  of  these  activities  and  conclusions 
of  the  association. 

While  the  committees  realise  that  certain  provisions  of  title  I  of  the  pending 
bill  affect  adversely  the  larger  banks,  and  that  other  provisions  of  the  bill  are 
not  entirely  acceptable  to  some  of  the  (Federal  Reserve)  nonmember  banks,  they 
believe  that  the  aims  and  purposes  expressed  in  the  provisions  of  title  I  and  III 
of  the  bill  are,  in  the  main,  in  the  public  interest,  as  well  as  in  the  interest  of 
banking.  The  committee  have,  therefore,  on  behalf  of  the  association,  approved 
in  substance,  title  I  and  III  of  the  bill.  Since  the  introduction  of  the  bill  in 
Congress,  the  executive  officers  of  the  association  have  conferred  at  length  with 
leaders  of  Congress  and  administrative  heads  of  the  Government  regarding  the 
provisions  of  title  II.  The  committees  believe  that  certain  constructive  changes 
should  be  made  in  this  title.  They  recognise  that  some  members  of  the  associa- 
tion are  of  the  opinion  that  it  would  be  advisable  to  postpone  definite  action  on 
this  title  of  the  bill  until  such  time  as  a  more  detailed  and  careful  study  of  its 
provisions  can  be  made,  but  the  committees  believe  that,  if  the  changes  which 
they  have  in  mind  can  be  brought  about  through  conferences,  it  will  then  be 
possible  for  the  committees  to  approve  the  entire  measure. 

A  special  committee  has  therefore  been  appointed  consisting  of  the  president, 
the  first  vice  president,  the  chairman,  and  one  other  member  of  the  banking 
studies  committee,  and  the  chairman  of  the  committee  on  Federal  legislation. 
The  above-mentioned  special  committee  is  authorized  and  directed  to  confer  with 
the  leaders  of  Congress  and  the  administrative  heads  of  the  Government  with  a 
view  to  procuring  such  changes  in  the  bill  as  are  believed  by  the  association  to  be 
In  the  beet  interest  of  commerce,  industry,  and  the  public. 
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This  special  committee  subsequently  drew  up  a  schedule  of  recom- 
mendations approving  titles  I  and  III  as  they  then  stood  but  proposing 
a  number  of  fundamental  changes  in  title  II. 

Senator  Couzens.  Are  you  in  agreement  with  the  way  the  House 
passed  title  I,  providing  for  an  assessment  of  one-eighth  of  1  percent? 

Mr.  Hecht.  No;  I  am  coming  to  that  in  a  moment.  I  take  very 
definite  issue  with  that  change. 

A  copy  of  these  recommendations  was  mailed  in  March  to  each  of 
the  12,000  members  of  the  association  with  a  covering  letter  urging 
a  careful  reading  and  earnest  consideration  of  the  statement  setting 
forth  the  position  of  the  association.  In  reply  to  this  communication 
we  have  received  a  great  many  letters  from  our  members.  The  over- 
whelming  majority  expressed  full  accord  with  the  position  we  have 
taken.  These  recommendations  were  also  thoroughly  discussed  in 
April  by  the  executive  council  of  the  association,  which  is  a  representa- 
tive body  consisting  of  members  from  every  State  in  the  Union  author- 
ized to  formulate  policies  for  the  'general  association.  This  body 
unanimously  approved  of  the  recommendations  of  the  special 
committee. 

I  would  further  add  that  in  recent  weeks  I  have  had  an  opportunity 
to  come  in  personal  contact  with  hankers  in  a  large  section  of  the 
United  States  at  various  State  bankers  associations'  meetings.  I  may 
say  that  almost  universally  the  bankers  whom  I  met  expressed  ap- 
proval of  the  stand  the  association  has  taken,  and  at  every  such 
meeting  resolutions  were  passed  expressing  substantially  the  same 
views. 

A  great  deal  of  testimony  has  already  been  presented  before  vour 
committee  by  city  bankers,  country  bankers,  economists,  and  business 
men  concerning  the  specific  provisions  of  the  proposed  bill.  It  b 
therefore  not  my  intention  to  go  into  a  discussion  of  each  provision, 
but  I  shall  direct  my  remarks  only  to  what  seem  to  us  to  constitute 
the  few  major  issues. 

As  already  stated,  we  approved  title  I,  which  provides  for  Federal 
Deposit  Insurance,  in  substance  as  originally  introduced.  However, 
since  then  several  important  changes  have  been  made  in.  title  I  as 
passed  by  the  House  and  I  therefore  find  it  necessary  to  make  the 
following  additional  observations. 

Our  approval  was  based  on  the  original  provision  for  an  annual 
assessment  of  not  exceeding  one-twelfth  of  t  percent  on  total  deposits. 
The  House  bill  changed  this  basis  of  assessment  and  now  provides 
that  the  F.  D.  I.  C.  directors  must  make  an  annual  assessment  of 
one-eighth  of  1  percent,  which  is  an  increase  of  50  percent  to  be  paid 
by  the  banks,  besides  making  the  assessment  compulsory  instead  of 
discretionary  with  the  F.  D.I.  C. 

Even  with  the  permissive  assessment  of  one-twelfth  of  1  percent, 
I  can  say  without  reservation  that  practical  banking  experience  shows 
that  a  very  heavy  burden  would  be  placed  on  all  banks,  especially  on 
the  large  city  banks.  Such  banks  would  feel  particularly  the  use  o' 
total  deposit  liabilities  as  the  basis  of  the  insurance  assessments 
instead  of  using  only  insured  deposits.  In  banks,  with  large  average 
deposits,  the  result  is  that  they  will  be  obliged  to  pay  the  assessment 
on  a  very  large  volume  of  deposits  that  will  not  be  insured.  Our 
information  shows  that  in  some  instances  only  5  or  6  percent  or  less 
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of  the  deposits  used  as  the  basis  of  the  assessment  would  be  protected 
by  the  insurance. 

In  the  interest  of  the  general  situation,  our  members  who  felt  that 
they  would  he  disproportionately  assessed  by  reason  of  the  facts  I 
have  just  described,  have  nevertheless  forborne  to  oppose  the  pro- 
vision of  a  permissive  assessment  of  one-twelfth  of  I  percent.  I  feel 
it  my  duty  to  emphasize,  however,  that  the  changes  made  in  the 
House  bill  would  very  materially  change  the  essence  of  the  proposition 
which  we  originally  approved.  They  would  aggravate  the  inequity 
of  the  burden  which  would  be  imposed  on  the  large  banks  and  also 
place  too  heavy  a  levy  on  all  banks. 

We  firmly  believe  that  the  permissive  levy  of  one-twelfth  of  1  per- 
cent represents  the  maximum  that  should  be  contemplated  in  this 
connection.  We  feel  that  in  view  of  various  other  increased  costs 
which  are  now  imposed  upon  banks,  and  in  view  of  low  interest  income 
and  reduced  earning",  any  increase  in  the  severity  of  the  levy  would 
create  an  excessive  burden  which  could  not  well  be  borne  by  our 
banking  institutions  without  endangering  their  ability  to  build  up 
proper  reserves  to  take  care  of  individual  losses  which  are  bound  to 
occur. 

The  House  bill  ako  eliminates  compulsory  membership  in  the 
Federal  Reserve  System  as  prerequisite  to  continued  membership  in 
the  F.  D.  I.  C.  Candor  compels  me  to  state  that  this  is  one  pro- 
vision on  which  there  is  a  distinct  division  of  opinion  and  indeed  of 
material  interest  among  our  membership. 

Many  of  our  members  whose  capital  is  very  small  hut  adequate  for 
the  needs  of  their  communities  would  find  it  practically  impossible 
to  qualify  for  membership  in  the  Federal  Reserve  and  continue  in 
business.  Others  of  our  members  feel  that  we  should  strive  for  the 
ideal  of  a  wholly  unified  banking  system  under  uniform  standards  of 
regulation  and  supervision. 

It  seems  to  me  that  perhaps  a  fair  solution  would  be  not  to  enforce 
compulsory  Federal  Reserve  membership  on  banks  below  a  certain 
size  on  which  it  would  inflict  undue  hardships  if  they  had  to  choose 
between  compulsory  membership  in  the  Federal  Reserve  System  or 
giving  up  their  membership  in  the  F.  D.  I.  C,  which  in  many  in- 
stances at  least  would  be  tantamount  to  forcing  them  out  of  business. 

Instead  of  this  the  necessary  standards  of  management  and  opera- 
tion could  be  accomplished  by  giving  the  F.  D.  I.  C.  appropriate 
powers  of  regulation  and  supervision  over  all  insured  banks  that 
would  still  remain  outside  of  the  Federal  Reserve  System.  In  any 
event,  we  are  strongly  in  favor  of  retaining  in  title  I  the  effective 
supervisory  powers  given  the  F.  D.  I.  C.  over  its  membership  in  the 
original  bill  out  which  provisions  have  unfortunately  been  stricken 
out  of  the  revised  draft  passed  by  the  House. 

Before  entering  into  a  detailed  discussion  of  the  provisions  of  title 
IT,  I  would  like  to  restate  the  position  of  our  association;  that  is  that 
the  question  of  whether  or  not  there  should  be  any  legislation  on 
this  subject  at  this  time  is  one  of  policy  which  Congress  itself  must 
determine. 

However,  if  it  is  finally  decided  that  it  is  necessary  to  carry  this 
legislation  through  at  this  session,  we  are  strongly  of  the  opinion  that 
important  changes  should  be  made  in  the  bill  as  passed  by  the  House 
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and  that  special  care  should  be  taken  to  keep  our  credit  control  and 
banking  mechanism  free  from  any  sort  of  political  considerations. 

Senator  Glass.  Is  it  the  judgment  of  your  committee  that  there  is 
any  existing  emergency  that  makes  legislation  such  as  is  contained 
in  title  II  immediately  necessary? 

Mr.  Hecht.  It  is  not  our  opinion  that  any  emergency  exists  which 
makes  it  immediately  necessary  to  have  this  legislation. 

In  making  this  statement  I  do  not  wish  to  appear  to  question  the 
propriety  of  the  Government's  exerting  a  certain  amount  of  control 
over  banking  operations  so  far  as  they  affect  the  Nation's  currency 
and  general  monetary  policy.  Nor  do  we  object  to  broad  powers  of 
supervision  over  the  operation  of  our  banking  institutions  because  of 
the  semipublic  responsibilities  they  carry.  But  when  it  comes  to  such 
matters  as  the  granting  of  credit  and  the  making  of  investments  bv  our 
banks,  these  are  questions  of  business  policies  that  surely  should  not 
be  under  the  sole  control  of  a  board  so  constituted  as  to  be  dependent 
upon  partisan  or  political  considerations  under  any  administration. 

The  real  conditions  that  create  the  necessity  for  the  expansion  or 
contraction  of  credit  arise  from  the  needs  of  agriculture,  industry,  and 
trade  themselves,  wholly  independent  of  the  administrative  policies  of 
the  party  which  happens  to  be  in  power.  We  feel  that  the  financial 
requirements  of  the  Nation's  business  constitute  a  continuing  economic 
process  that  is  not  related  to  political  changes.  The  fundamental 
principles  of  sound  credit  do  not  vary  with  variations  in  public 
thought.  All  experience  teaches  that  the  quality  of  credit  is  sound  only 
so  long  as  it  is  based  purely  on  the  requirements  of  sound  business. 
It  is  not  sound  when  any  other  considerations  or  motives  enter  into  its 
composition. 

Title  II  of  the  Banking  Act  would  centralize  in  the  Federal  Reserve 
Board  at  Washington  means  aimed  to  control  the  supply  of  money  in 
the  country,  which  term  includes  the  sum  total  of  currency  in  circula- 
tion and  demand  deposits  in  the  banks  which  become  current  through 
checks.  The  powers  which  it  is  proposed  to  give  the  Board  are 
intended  to  enable  it  to  influence  the  quantity  of  this  deposit  money 
through  open  market  operations,  the  discount  rate  and  reserve  require- 
ments. 

That  is  the  reason  why  we  are  so  strongly  in  favor  of  making  the 
Federal  Reserve  Board  a  body  of  such  independence  and  prestige 
that  it  would  be  definitely  removed  from  all  political  thought,  influ- 
ence, and  dictation.  Its  members  should  be  free  to  study  and  to  act 
in  accordance  with  the  needs  and  conditions  of  agriculture,  industry, 
and  trade.  The  policies  of  the  board  should  have  no  reference  to  the 
politics  or  the  changes  in  politics  of  the  national  administration. 

In  our  studies  of  title  11,  we  have  been  strongly  impressed  with  the 
fact  that  it  would  set  up  a  situation  under  which  the  Federal  Reserve 
Board  and  its  policies  might  be  subject  to  control  from  the  political 
administration  of  the  country.  In  saying  this  1  do  not  charge  that  it 
is  the  intention  of  the  present  administration  to  bring  about  any  undue 
control  over  the  Nation's  banking  mechanism.  The  point  is  that  if 
the  bill  passed  as  now  proposed,  opportunity  for  control  would  be 
there  for  the  use  of  the  present  or  whatever  future  administration 
might  be  in  power. 

Our  criticisms  of  the  bill  are  not  aimed,  therefore,  at  the  motives 
of  the  present  administration,  but  they  are  wholly  impersonal  and 
nonpolitical  and  are  aimed  entirely  at  the  basic  principles  involved. 
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We  have  therefore  prepared  a  study  of  the  bill  with  suggested 
changes  which  we  think  would  tend  largely  to  correct  those  features 
to  which  we  object.  What  I  shall  say  immediately  following  is  a 
presentation  of  the  recommendations  as  prepared  by  our  special 
committee  and  approved  by  our  Executive  Council,  as  I  described  at 
the  outset  of  my  remarks. 

This  committee  was  deeply  impressed  with  the  fact  that  the 
changes  contemplated  by  title  II  go  to  the  very  root  of  the  theory 
and  practice  of  banking  as  it  has  existed  in  this  country.  It  felt  that 
it  would  be  difficult,  if  not  impossible,  to  formulate  final  conclusions 
in  the  brief  space  of  time  which  has  elapsed  since  the  bill  was  intro- 
duced. However,  the  committee  feels  that  the  following  suggestions, 
if  carried  out,  would  remove  many  of  the  defects  of  the  present  bill. 

First,  as  to  the  Federal  Reserve  Board,  the  committee  agreed  that 
many  of  the  changes  in  the  Federal  Reserve  Act  proposed  in  title  II 
are  of  a  constructive  nature  and  should  have  the  support  of  bankers, 
if  the  method  of  appointment  and  the  tenure  of  office  of  the  members 
of  the  Federal  Reserve  Board,  in  whose  hands  it  is  planned  to  con- 
centrate greater  power  than  ever  before,  could  be  so  altered,  as  to 
insure,  as  far  as  possible,  the  absolute  independence  of  the  Board  from 
partisan  or  political  considerations.  It  was  its  view  that  if  a  satis- 
factory solution  of  this  problem  can  be  found,  one  of  the  greatest 
objections  to  title  II  of  the  bill,  as  proposed,  will  have  been  eliminated. 
It  addressed  itself  first,  therefore,  to  section  203  of  title  II  of  the  bill 
which  deals  with  the  all  important  question  of  the  membership  of 
the  Federal  Reserve  Board.     On  this  point  it  said: 

Since  the  passage  of  the  Federal  Reserve  Act,  informed  opinion  both  in  Congress 
and  among  bankers  has  been  striving  toward  the  ideal  of  making  the  Federal 
Reserve  Board  a  body  of  such  independence  and  prestige  that  it  might  be  described 
as  the  "Supreme  Court  of  Finance  and  Banking."  We  believe  there  is  greater 
need  now  than  ever  before  for  realizing  this  ideal. 

We  recommend  that  the  Board  be  reduced  from  8  members  to  5.  We  believe 
this  should  be  accomplished  by  the  retirement  from  the  Board  of  its  ex-officio 
members,  namely,  the  Secretary  of  the  Treasury  and  the  Comptroller  of  the 
Currency,  and  by  reducing  the  appointive  members  of  the  Board  to  five  as  soon 
as  a  vacancy  occurs  (sucb  a  change  would  necessarily  involve  an  adequate 
revision  of  the  salary  of  the  Comptroller  who  now  receives  a  portion  of  his  com- 
pensation through  the  Federal  Reserve  Board). 

We  heartily  approve  the  proposed  increase  in  the  salaries  of  the  members 
of  the  board  and  would,  in  fact,  like  to  see  their  compensation  fixed  at  a  some- 
what higher  figure  than  that  mentioned  in  the  bill  so  as  to  attract  to  these 
tremendously  responsible  positions  the  very  best  talent  available.  We  believe 
that  that  the  plan  of  providing  suitable  pensions  for  the  members  of-  the  board 
is  especially  desirable  because  the  security  which  such  an  arrangement  assures 
would  be  a  further  help  in  inducing  outstanding  men  to  accept  a  call  for  service 
on  the  board  and  give  them  the  financial  independence  which  such  a  position 
requires. 

I  should  like  to  pause  for  a  moment  to  say  that  we  feel  that  the 
action  of  the  House  in  eliminating  the  pension  provision  is  most 
regrettable  since  we  had  from  the  start  considered  this  one  of  the 
important  factors  tending  to  maintain  the  independence  of  the  mem- 
bers of  the  board. 

I  should  like  to  take  a  moment  to  emphasize  the  fact  that  our 
committee's  suggestion  for  the  elimination  of  the  Secretary  of  the 
Treasury  and  the  Comptroller  of  the  Currency  from  the  board,  of 
course  has  absolutely  no  personal  or  individual  element  in  it.  In 
other  words,  it  does  not  refer  in  any  sense  to  the  present  incumbents 

».™=.Google 


520  BANKING   ACT   OP    1935 

of  these  offices.  The  suggestion  is  based  wholly  on  a  matte?  of 
principle,  namely,  to  reduce  numerically  governmental  influence  in 
the  board.  We  feel  that  the  representation  of  the  administration 
on  the  hoard  would  be  sufficiently  provided  for  through  the  appoint- 
ment of  the  governor  by  the  President  under  conditions  proposed 
by  our  committee  as  follows: 

I  again  quote: 

The  bill  as  originally  introduced  provided  that  the  Governor  should  serve 
only  at  the  pleasure  of  the  President  and  that  his  service  as  a  member  of  the 
Board  should  cease  upon  the  termination  of  his  designation  as  Governor.  It  has 
already  been  suggested  that  an  amendment  be  made  in  the  bill  as  proposed  which 
would  provide  that  the  Governor,  if  no  longer  designated  as  such  by  the  President, 
might,  if  he  chose,  continue  his  membership  on  the  Board,  but  would  be  permitted 
to  reenter  private  business  (without  the  2-year  limitation)  if  he  chose  to  resign 
upon  not  being  redesignated.  We  would  be  entirely  satisfied  with  this  suggested 
change.  (The  House  has  since  adopted  this  suggestion).  If,  however,  it  is 
deemed  essential  to  give  each  incoming  President  the  right  to  name  a  Governor 
of  his  own  choosing,  because  of  the  fact  that  the  administration  will  no  longer  be 
represented  on  the  Board  by  the  Secretary  of  the  Treasury  or  the  Comptroller  of 
the  Currency,  it  may  be  desirable  to  give  the  President  the  power  to  select  the 
Governor  of  the  Board  and  to  provide  that  the  term  of  the  Governor  of  the  Board 
will  be  the  same  as  that  of  the  President.  It  should  also  be  provided  in  the  act 
that  the  members  of  the  Federal  Reserve  Board,  including  the  Governor,  shall  be 
removable  during  their  term  of  office  only  for  cause. 

(I  continue  to  quote  from  our  committee's  report:) 

It  has  been  suggested  that  section  201  of  the  bill  be  modified  so  that  the  gover- 
nor of  each  Federal  Reserve  bank  shall  he  approved  by  the  Federal  Reserve 
Board  every  3  years  rather  than  annually,  so  that  Mb  term  as  governor  would 
coincide  with  his  term  as  a  class  C  director.  We  believe  that  in  order  to  preserve 
the  independence  of  the  governors  of  the  Federal  Reserve  banks  the  term  during 
which  they  may  serve  without  having  to  be  reapproved  by  the  Federal  Reserve 
Board  should  be  as  long  as  possible  and  that  this  approval  should  certainly  not 
be  required  more  often  than  every  3  years.  Corresponding  changes  should  be 
made  in  the  art  with  regard  to  the  election  of  vice  governors  of  the  Federal 
Reserve  banks. 

With  regard  to  open-market  operations,  I  quote  further  from  our 
committee's  report: 

Neither  the  original  text  of  section  205,  providing  for  the  open-market  commit- 
tee of  three  members  of  the  Federal  Reserve  Board  and  two  governors  of  the 
Federal  Reserve  banks,  nor  the  subsequent  suggestion  which  has  been  made  that 
authority  over  the  open-market  operations  be  vested  in  the  Federal  Reserve 
Board,  which  would  be  required  to  consult  witli  a  committee  of  5  governor! 
selected  by  the  12  governors  before  adopting  an  open-market  policy,  a  change  Id 
discount  rates  or  a  change  in  member  bank  reserve  requirements,  seems  to  us  to 
constitute  a  satisfactory  solution  of  the  open-market  problem. 

Our  suggestion  is  that  the  open  market  committee  shall  consist  of  the  entire 
Federal  Reserve  Board  (reduced  to  five  members)  and  four  governors  of  the 
Federal  Reserve  banks,  selected  by  the  governors  of  the  12  Federal  Reserve 
banks  annually,  each  member  of  the  open  market  committee  having  a  vote  is 
the  deliberations  of  the  committee  on  the  three  subjects  to  be  entrusted  to  it, 
1.  e.,  open  market  policy,  change  in  discount  rates  or  change  in  member  bant 
reserve  requirements. 

The  new  provision  since  included  in  the  House  bill  vesting  authority 
over  open  market  operations,  discount  rates  and  reserve  requirements 
in  the  Federal  Reserve  Board  which  is  directed  to  only  "consult" 
with  an  "advisory"  committee  of  five  governors  who  would  have  no 
vote  in  the  determinations  of  the  open  market  committee  is  an 
entirely  unacceptable  substitute. 

With  respect  to  changes  in  reserve  requirements,  I  am  reading' 
again  from  the  committee's  report. 
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It  has  been  suggested  that  section  209  of  the  bill  be  amended  so  as  to  provide 
that  the  open  market  committee  shall  not  have  the  power  to  change  reserve 
requirements  by  Federal  Reserve  districts  but  only  by  classes  of  cities  and  it  has 
been  suggested  further  that  for  this  purpose  banks  be  classified  into  2  groups,  1 
comprising  member  banks  in  central  reserve  and  reserve  cities  and  the  other 
comprising  all  other  member  banks,  and  that  the  reserve  requirements  be  uniform 
within  each  group.  We  believe  that  these  suggested  changes  are  desirable  but  we 
think  serious  consideration  also  should  be  given  to  the  desirability  of  fixing  limits 
in  percentage  of  deposits  beyond  which  reserve  requirements  cannot  lie  increased 
or  decreased  by  action  of  the  open  market  committee. 

Senator  Glass.  What  would  you  say  is  the  difficulty  about  the 
existing  law  on  reserve  requirements? 

Mr.  Hecht.  The  existing  law  permits  the  increase  in  reserve  re- 
quirements only  under  certain  emergency  conditions,  which,  of  course, 
no  one  would  like  to  have  declared  to  exist.  Under  this  plan  some 
limited  authority  might  well  be  given  to  this  open-market  committee, 
if  properly  constituted,  bo  that  the  public  and  the  Federal  Reserve 
point  of  view  were  represented,  and  within  certain  limitations  I,  as  an 
individual,  should  not  feel  that  it  was  very  objectionable  if  some 
change  were  made,  but  I  do  think  that  by  all  means  there  should  be  a 
limit  within  which  such  operations  could  take  place. 

Senator  Glass.  The  proposed  bill  gives  the  Reserve  Board  un- 
limited authority. 

Mr.  Hecht.  It  does,  which  I  think  is  very  objectionable. 

Senator  Glass.  To  change  the  reserves  at  any  time  and  in  any 
degree. 

Mr.  Hecht.  That  is  correct,  and  I  think  it  is  very  dangerous, 
because  it  could  very  easily  be  abused  by  some  administration. 
I  consider  it  a  very  dangerous  provision  without  some  limitation. 

Regarding  real  estate  loans,  I  quote  further: 

We  do  not  favor  section  210  as  originally  proposed,  permitting  advances  against 
real  estate  up  to  75  percent  of  the  actual  value  of  the  property  if  amortised  within 
20  years,  or  up  to  80  percent  of  the  actual  value  of  the  property  for  a  term  of  not 
more  than  3  years,  in  both  instances  without  territorial  limitations. 

We  are  in  favor  of  the  suggestion  subsequently  made  that  all  real  estate  loans 
hereafter  made  shall  not  exceed  60  percent  of  the  appraised  value  of  the  property 
and  that  the  Board  be  given  discretion  to  make  regulations  governing  real-estate 
loans  held  by  banks  at  the  present  time. 

We  also  believe  that  the  presently  existing  territorial  limitations,  or  some 
similar  limitations,  should  be  retained  in  the  law  and  that  unamortized  real- 
estate  loans  should  be  permitted  up  to  a  period  of  &  years.  (We  are  glad  to  say 
that  the  House  bill  now  contains  most  of  these  suggested  changes.) 

In  summary  the  report  concludes  as  follows: 

We  believe  that  the  foregoing  modifications  in  title  II  of  the  bill  (numbered 
1  to  6  inclusive)  are  fundamental  and  that  all  of  them  are  in  the  national  interest. 
If  changes  substantially  along  these  lines  cannot  be  made  in  the  original  draft 
of  the  bill,  we  would  be  strongly  opposed  to  the  enactment  of  title  II.  However, 
if  these  changes,  some  of  which  in  whole  or  in  part  have  been  heretofore  recom- 
mended by  Governor  Eccles  are  adopted,  we  would  be  in  substantial  agreement 
with  the  provisions  of  title  II,  provided  that  the  following  additional  changes 
which  have  also  been  suggested  by  Governor  Eccles  are  included  in  tliat  title: 


It  lias  been  suggested  that  section  *202  of  the  bill  should  be  amended  so  as  to 
provide  that  the  Federal  Reserve  Board  shall  have  authority  to  waive  not  only 
capital  requirements  but  all  other  requirements  for  admission  of  insured,  non- 
member  banks  to  the  System,  and  that  the  Board  be  permitted  to  admit  existing 
banks  to  membership  permanently  without  requiring  an  increase  in  capital  pro- 
vided their  capital  is  adequate  in  relation  to  their  liabilities.  (The  House  bill 
practically  meets  this  suggestion.) 
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It  has  been  suggested  that  section  203  (1)  of  the  bill  be  amended  so  that  w  » 
general  policy  two  members  of  the  Federal  Reserve  Board  shall  be  selected,  when 
possible,  from  persons  who  have  had  experience  as  executives  of  the  Federal 
Reserve  banks. 

(0)    FEDERAL    RESERVE    BOARD    PENSIONS 

It  has  been  suggested  that  section  203  of  the  bill  be  modified  ho  as  to  provide 
that  any  member  of  the  Board,  regardless  of  age,  who  has  served  as  long  as  five 
years,  whose  term  expires  and  who  is  not  reappointed,  shall  be  entitled  to  i 

Gnsion  on  the  same  basis  as  though  he  were  retired  at  70  years  of  age;  that  it, 
is  to  receive  an  annual  pension  of  $1,000  for  each  year  of  service  up  to  twelve. 

This  ends  my  textual  citation  of  the  report. 

As  to  title  III  of  the  bill,  the  committee  expressed  the  belief  that 
its  provisions,  which  consist  of  amendments  to  the  Banking  Act  of 
1933,  would  materially  clarify  and  improve  the  present  law  and  there- 
fore that  it  was  of  the  opinion  that  the  various  provisions  of  this  title 
should  also  be  approved  in  substance. 

I  wish  to  call  your  special  attention  to  the  fact  that  the  time  element 
is  an  essential  factor  in  the  provision  of  title  III  (325)  which  makes 
it  possible  for  boards  of  directors  to  grant  extensions  up  to  3  years 
on  loans  heretofore  made  to  their  own  executive  officers.  These  loans 
will  become  outlawed  on  June  16,  1935,  if  no  new  legislation  is  passed 
before  that  time  and  this  would  create  a  very  serious  situation  in 
many  banks. 

In  closing,  I  desire  to  express  once  more  the  genuine  desire  of  the 
banking  fraternity  to  be  helpful  and  constructive  in  making  sugges- 
tions in  connection  with  this  pending  legislation.  The  changes  we 
are  urging  are,  we  believe,  essential  to  the  continued  independence  of 
the  Federal  Reserve  System.  We  have  made  it  clear  that  we  do  not 
object  to  a  measure  of  public  control  in  the  national  interest  for  proper 
coordination  of  our  manifold  credit  operations  and  we  do  not  believe 
the  sponsors  of  the  legislation  desire  any  political  domination  over 
these  activities  througn  our  Federal  Reserve  System.  Under  such 
circumstances  we  feel  that  our  recommendations  should  be  favorably 
acted  upon  because  they  would  enable  the  reconstructed  Federal 
Reserve  Bourd  to  function  freely  as  a  nonpolitical  body  actuated  only 
by  the  dictates  of  sound  financial  and  economic  policies  conceived 
in  the  interest  of  all  of  our  people.  Their  adoption  would  place  the 
operations  of  the  Federal  Reserve  System  wholly  and  distinctly  apart 
from  the  fluctuations  and  vicissitudes  of  political  conditions  and  free 
from  undue  influence  by  banking  opinion  only.  Such  a  solution  would 
thus  have  a  stabilizing  and  confidence  inspiring  effect  on  the  entire 
business  situation. 

Senator  Glass.  Do  the  members  of  the  committee  have  any  ques- 
tions?    (No  response.) 

Mr.  Hecht,  are  we  to  infer  that  in  view  of  the  time  element  involved 
your  committee  would  like  to  see  titles  I  and  III  acted  on  independ- 
ently, and  as  speedily  as  possihle,  and  further  consideration  given  to 
title  II? 

Mr.  Hecht.  Senator,  as  I  stated — and  I  purposely  quoted  from 
our  committee  report  on  that,  because  I  am  speaking  in  an  official 
capacity — there  is  a  difference  of  opinion  among  our  membership, 
and  the  association  frankly  feels  that  there  is  no  emergency,  but  that 
the  question  whether  that  should  be  done  or  not  is  one  that  we  prefer 
to  leave  entirely  to  the  Congress  to  decide.     There  are  many  who 
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feci  that  there  should  be  a  separation.  There  are  some  who  feel  that 
title  II,  very  much  changed,  might  as  well  he  reenacted  rather  than 
have  it  come  up  next  year  when  there  will  be,  perhaps,  more  political 
discussion  in  the  air  than  there  is  this  year.  That  is,  very  frankly, 
the  divided  opinion  in  the  association,  and  we  feel  that  that  question 
is  one  that  Congress  itself  had  best  decide,  but,  to  repeat,  we  do  not 
feci  that  there  is  any  emergency  requiring  immediate  action. 

Senator  Glass.  Do  you  know  of  anything  in  title  II  that  may  be 
necessary  now  or  in  the  immediate  future,  that  might  not  be  done 
under  existing  law?  You  will  recall,  if  you  heard  his  testimony,  that 
Professor  Sprague  said  that  there  was  not  a  thing  in  title  II  that 
would  help  the  existing  situation  that  could  not  be  as  readily  and 
as  effectively  done  under  existing  law. 

Mr.  Hecht.  I  have  already  stated,  Senator,  that  it  is  my  personal 
opinion  that  no  emergency  exists  which  requires  the  enactment  of 
title  II.  I  see  nothing  in  the  near  future,  speaking  of  the  next  year 
or  two,  that  is  likely  to  require  this  particular  legislation. 

Senator  Glass.  If  the  members  have  no  questions  to  ask,  we  are- 
very  much  obliged  to  you,  sir. 

I  have  a  request  from  Senator  Gore  to  present  for  the  record  reso- 
lutions of  the  Oklahoma  State  Bankers  Association.  In  this  con- 
nection I  may  state  that  I  have  quite  a  large  number  of  resolutions 
which,  at  the  appropriate  time,  will  he  presented,  but  Senator  Gore 
seems  to  want  his  resolutions  presented  now,  so  I  hand  them  to  the 
reporter. 

(The  resolutions  referred  to  are  as  follows:) 

RESOLUTION 

We,  the  undersigned  committee  on  resolutions  at  the  annual  meeting  of  the 
Oklahoma  Bankers  Association,  held  in  the  Biltmore  Hotel,  Oklahoma  City,  on 
Ma-v  7-8,  1935,  submit  for  the  consideration  of  the  convention  the  following 
resolutions,  to  wit:  Bo  it 

Resolved,  That  the  provisions  of  the  Banking  Act  of  1935,  known  as  "Senate 
bill  1715"  and  "House  bill  5357",  contain  provisions  which  would  be  beneficial 
to  the  banking  structure  of  our  Nation.  We  do,  however,  urge  that  serious  con- 
sideration be  given  to  certain  provisions  of  this  bill,  which,  to  us,  seem  objection- 
able. 

We  are  in  favor,  and  strongly  urge,  that  the  annual  assessments  be  limited  to 
one-twelfth  of  1  percent,  as  provided  for  in  the  original  House  bill  5357,  believing 
that  the  present  provisions  which  would  force  an  annual  assessment  of  one-eighth 
of  1  percent  would  be  an  unduly  heavy  burden  on  our  banks,  we  commend  the 
Banking  and  Currency  Committee  of  trie  House  for  its  support  of  the  small  banks 


of  the  country  in  eliminating  that  provision  of  the  present  and  proposed  law 
which  would  deprive  such  banks  of  the  benefits  of  the  Federal  Deposit  Insurance 
Corporation  unless  they  joined  the  Federal  Reserve  System  by  July  1,  11)37; 
be  it  further 

Retolftrl,  That  in  regard  to  title  II  of  the  Banking  Act  of  1935,  that  this  associa- 
tion recommend  to  Congress  that  further  study  be  given  to  the  provisions  of  this 
section  before  it  is  enacted  into  a  law.  We  particularly  object  to  the  apparent 
political  control  of  the  financial  institutions  and  business  in  general,  which  would 
come  about  under  the  present  proposed  provisions  of  this  title.  And  we  further 
venture  to  express  the  opinion  that  the  banking  business  should  be  left  in  the 
hands  of  the  citizen*  of  our  country  subject,  of  course,  to  proper  supervision  hy 
the  existing  agencies,  and,  therefore,  oppose  any  law  that  take*  away  the  right 
of  individual  banks  to  control  the  banking  business  of  the  country,  we  being  of 
the  opinion  (hat  the  future  welfare  of  our  country  depends  upon  the  initiative 
of  Its  citizens  and  anything  restricting  this  initiative  would  be  detrimental  to 
the  future  banking  business  and  future  welfare  of  the  country;  be  it  further 

Resolved  that  in  the  main  title  III  of  the  Banking  Act  in  1935  is  in  keeping  with 
what  we  concede  to  be  sound  supervision  of  the  banks.     We  venture  to  express  the 
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opinion  that  the  Comptroller  of  the  Currency,  in  the  future  as  in  the  past,  should 
supervise  the  national  banks:  be  it  further 

Resolved  that  we  commend  the  Federal  Deposit  Insurance  Corporation  for  the 
stabilizing  influence  it  has  exerted  over  our  banking  institutions  for  its  share  in 
the  return  of  public  confidence;  be  it  further 

Resolved  that  we  offer  Howard  C.  Johnson,  our  bank  commissioner,  the  com- 

Elete  cooperation  and  support  of  our  association  in  his  thus  far  successful  effort  to 
uild  a  better  banking  structure  in  the  State:  be  it  further 

Resolved  that  we  commend  the  present  administration  in  its  apparent  effort 
to  improve  the  conditions  of  the  State  banks  of  our  own  State,  and  particularly 
do  we  recommend  the  accomplishments  of  our  present  commissioner  to  this  dste, 
and  express  the  opinion  that  he  can  be  relied  upon  to  continue  to  give  the  Stat* 
an  excellent  administration  of  its  banking  affairs;  be  it  further 

Resolved  that  we  extend  to  the  officers  of  the  Oklahoma  Bankers  Association  our 
appreciation  of  the  service  it  has  rendered  during  the  last  year  and  commend  it 
to  the  favorable  consideration  of  the  bankers  of  this  State:  be  it  further 

Resolved  that  the  sincere  thanks  of  this  organization  be  extended  to  the  citizens 
of  Oklahoma  City,  and  particularly  to  the  Oklahoma  City  Clearing  House  for  the 
very  splendid  cooperation  given  in  entertaining  the  bankers  at  the  meeting,  and 
we  express  the  opinion  that  Oklahoma  City  has  well  sustained  its  reputation  m 
being  a  friendly  city  and  its  ability  to  entertain  so  far  as  this  committee  believes 
cannot  be  excelled  and  we  hope  that  the  visiting  bankers  will  be  pleased  with 
their  entertainment  and  will  go  away  feeling  that  they  have  been  well  entertained. 
Respectfully  submitted. 

E.  A.  Walmb. 
A.  E.  Bbadbbaw. 
H.  W.  Koenkkb. 

STATEMENT  OF  C.   B.   EILENBERGER,  THIRD  ASSISTANT  POST- 
MASTER GENERAL 

Senator  Glass.  We  have  been  told,  Mr.  Eilenberger,  that  you 
wanted  to  have  something  to  say  about  the  Postal  Savings. 

Mr.  Eilenberger.  Yes,  Senator. 

Senator  Glass.  Give  your  name  and  official  position. 

Mr.  Eilenberger.  C.  B.  Eilenberger,  Third  Assistant  Postmaster 
General.  I  have  a  memorandum  here  which  I  can  file  with  you,  if 
you  do  not  have  the  time  to  take  it  up,  or,  very  briefly,  I  can  tell  you 
what  I  am  here  for,  whatever  is  your  pleasure. 

Senator  Glass.  You  might  tell  us  briefly  what  you  are  here  for,  and 
then  file  the  memorandum  for  the  record . 

Mr.  Eilenberger.  Thank  you.  We  ore  concerned  in  the  House 
bill,  the  proposed  amendment  to  section  8  of  the  Postal  Savings  Act. 
There  are  two  sections  of  the  amendment  to  which  we  object.  I  will 
state  them  very  briefly.  I  might  say  just  a  word  about  the  way  we 
operate,  insofar  as  the  payment  of  interest  to  our  depositors,  and  with- 
drawals, are  concerned.  We  are  bracketed  in  90-day  periods  for  our 
Postal  Savings  deposits.  The  way  we  operate,  if  proper  notice  is 
given,  as  required  by  the  Banking  Act,  a  depositor  can  withdraw  his 
deposit  and  get  his  interest,  but  if  he  wishes  to  withdraw  with  the  90- 
day  bracket,  of  course,  he  forfeits  the  interest.  This  amendment  has 
a  provision  which  would  penalize  a  Postal  Savings  depositor  if  he 
desired  to  withdraw  within  the  90-day  period,  or  any  time  in  that 
bracket.  They  would  go  back  and  take  3  months'  interest  off  his 
Postal  Savings  certificate.  We  do  not  think  that  is  fair,  in  view  of 
the  fact  that  the  commercial  banks  of  the  country  are  not  treating' 
their  savings  depositors  that  way.  They  are  not  penalizing  more  than 
30  days  at  the  most,  as  I  understand  the  situation,  and  I  think  my 
information  on  it  is  correct.    So,  we  do  not  feel  that  our  depositors— 
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should  be  singled  out  to  pay  a  penalty  when  the  savings  depositors  of 
the  commercial  banks  of  the  country  are  not,  and  we  do  not  feel  that 
it  is  fair  at  any  rate,  that  the  man  who  is  getting  2  percent  on  his 
Government  security  that  he  holds  should  pay  that  penalty. 

Senator  Byrnes.  What  section  of  the  House  bill  is  that? 

Mr.  Eilenberger.  Section  340,  pages  90  and  91.    Shall  I  proceed? 

Senator  Glass.  Yes.    You  may  tile  your  full  statement. 

Mr.  Eilenberger.  I  have  one  other  point  here.  The  other  section 
to  which  we  object,  or  the  part  of  the  amendment  to  which  we  object, 
gives  the  Federal  Reserve  Board  the  right  to  fix  the  rates  of  interest 
on  the  Postal  Savings  certificates,  in  effect.  We  object  to  that.  I 
may  state  this,  that  since  the  enactment  of  the  Banking  Act  of  1933 
we  have  tried  to  comply,  in  spirit  and  practice,  with  its  provisions. 
We  have  not  tried  to  extend  the  service  of  the  Postal  Savings  System, 
or  to  g_ive  it  a  freer  rein  of  service.  We  have  not  advertised.  We  have 
not  tried  to  push  it,  but  we  feel  that  if  it  is  to  go  out  of  existence  it 
should  go  out  by  natural  processes,  and  not  be  any  decided  reduction 
of  interest,  or  what  not,  that  may  affect  it. 

Senator  Byrnes.  Have  you  the  figures  showing  your  total  deposits? 

Mr.  Eilenberger.  Yes,  sir.  I  can  file  them  with  this  memo- 
randum. 

Senator  Byrnes.  Will  you  let  me  see  them  please? 

Mr.  Eilenberger.  Yes,  sir  [handing  paper  to  Senator  Byrnes]. 
Those  are  run  down  from  the  year  1932. 

Senator  Byrnes.  The  total  deposits  seem  to  be  practically  the 
same  from  January  1,  1934,  to  February  4,  1935. 

Mr.  Eilenberger.  Yes,  sir;  that  is  right. 

Senator  Byrnes.  I  would  like  to  put  that  into  the  record. 

Mr.  Eilenberger.  Yes,  sir.  I  will  file  that  with  my  memorandum, 
if  I  may. 

We  would  like  to  have  the  Postal  Savings  System  left  alone,  to 
operate  as  it  is.  It  is  operating  successfully.  It  is  not  harming  any 
of  the  banking  institutions  of  the  country  today.  The  old  cry  was 
that  it  was  taking  deposits  out  of  the  banks.  Today  the  banks  of 
the  country  have  more  money  than  they  know  what  to  do  with. 
There  are  2,600,000  people  who  have  invested  their  money  in  these 
securities,  and  we  feel  that  they  should  have  the  2-percent  income 
on  them.  Bear  in  mind  that  many  of  them  carried  them  at  times 
when  rates  on  Government  securities  were  decidedly  higher,  and  even 
now,  at  2  percent,  they  are  under  any  long-term  Government  security 
that  has  been  offered  to  the  people.    The  lowest  is  2%  percent. 

I  will  file  these  matters  for  the  record. 

(The  matter  referred  to  is  here  printed  in  full,  as  follows:) 
Post  Office  Department, 
Office  of  the  Postmaster  General, 

Watkington,  D.  C,  May  17,  19SS. 

i  Banking  and  Currency, 

Untied  Stale*  Senate. 
Mr  Deab  Senator  Glass:  Reference  is  made  to  section  340  of  H.  R.  7617, 
paged  00  and  91,  which  carries  a  proposed  amendment  to  section  8  of  the  act 
entitled,  "An  act  to  establish  postal-savings  depositories  for  depositing  savings 
at  interest  with  the  security  of  the  Government  for  repayment  thereof,  and  for 
other  purposes",  approved  June  15,  1910.  as  amended,  reading  as  follows: 

"Subject  to  such  regulations  as  the  Postmaster  General  may  prescribe,  any 
depositor  may  withdraw  the  whole  or  any  part  of  the  funds  deposited  to  his  or  her 
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,n    t  hi  interest  after  the  expiration  of  60  days  after  giving  notice 

i  writing  of  intention  to  withdraw,  and  any  depositor  may  withdraw  the  whole  or 
any  part  of  such  funds  without  such  notice  only  on  condition  that  there  be  deduc- 
ted from  the  funds  to  his  or  her  credit  derived  from  interest  an  amount  equivalent 
to  interest  for  a  period  of  not  less  than  3  months  on  the  amount  withdrawn. 

"  Notwithstanding  any  other  provision  of  law,  no  interest  shall  be  paid  on 
any  deposit  in  any  postal-savings  depository  office  at  a  rate  in  excess  of  that  which 
may  lawfully  be  paid  on  savings  deposits  under  regulations  prescribed  by  the 
Federal  Reserve  Board  pursuant  to  the  Federal  Reserve  Act  for  member  banks  of 
the  Federal  Reserve  System  located  in  or  nearest  to  the  place  where  Bueh  deposi- 
tory office  is  situated. 

"Postal-savings  depositories  may  deposit  funds  on  time  in  member  banks  of 
the  Federal  Reserve  System  subject  to  the  provisions  of  the  Federal  Reserve  Act 
and  the  regulations  of  the  Federal  Reserve  Board  regarding  the  payment  of 
time  deposits  and  interest  thereon." 

The  Post  Office  Department  feels  that  this  amendment  in  its  entirety  is  un- 
necessary and  its  elimination  from  the  bill  is  requested  for  the  following  reasons: 

It  would  be  cumbersome  and  expensive  to  require  postal-savings  depositors 
to  give  a  60-day  notice  in  writing  of  intention  to  withdraw  funds.  Furthermore, 
it  would  be  difficult  to  procure  written  agreements  from  all  of  the  depositors  and 
auch  effort  would  invoke  confusion  and  distrust,  particularly  on  the  part  of  de- 
positors of  foreign  nativity,  and  would  serve  no  useful  purpose.  Attention  is 
called  to  the  fact  that  we  now  have  a  90-day  bracket  and  that  no  interest  is  paid 
on  deposits  which  remain  for  a  period  of  less  than  90  days,  and  it  frequently  hap- 
pens that  depositors  lose  interest  for  periods  of  1  and  2  months,  also  for  periods 
of  a  few  days  short  of  3  months.  It  will  be  seen,  therefore,  that  in  reality  the 
Department  is  at  least  complying  with  the  spirit  of  the  Banking  Act  of  1933  in 
that  interest  is  paid  only  on  a  quarterly  basis,  that  is,  for  each  3  full  months  that 
funds  have  remained  on  deposit.  A  great  majority  of  postal-savings  depositors 
are  persons  of  limited  means  and  it  would  be  manifestly  unfair  to  penaliie  them  by 
deducting  from  their  funds  derived  from  interest  an  amount  equivalent  to  interest 
for  a  period  of  not  less  than  3  months  on  the  amount  withdrawn.  It  is  understood 
that  it  is  the  custom  of  banks  to  penalize  a  time  depositor  when  withdrawing  funds 
only  to  the  extent  of  the  amount  of  interest  payable  for  the  part  of  the  month  in 
which  the  amount  is  withdrawn.  As  will  be  noted  above,  the  Postal  Savings 
System  as  now  administered  penalizes  the  depositor  to  a  much  greater  extent 
than  the  banks,  as  the  depositor  to  the  Postal  Savings  System  may  lose  very 
nearly  3  months'  interest  when  making  a  withdrawal. 

In  the  event  the  Federal  Reserve  Board  should  be  vested  with  the  power  to 
control  the  rate  of  interest  paid  on  postal-savings  deposits  in  the  various  Federal 
Reserve  districts,  the  difficulty  of  administering  the  system  in  an  equitable  manner 
would  be  greatly  increased  and  such  control  is  not  desirable  for  several  reasons. 
For  instance,  inasmuch  as  some  of  the  States  embody  parts  of  two  Federal  Reserve 
districts,  the  auditing  incident  to  interest  payments  would  be  vastly  increased 
with  attendant  cost  and  it  might  frequently  happen  that  offices  quite  near  each 
other  in  the  same  State  would  be  paying  different  rates  of  interest,  thereby  making 
for  confusion  azid  discontent  among  the  patrons.  'There  is  ample  precedent  for 
continuing  the  policy  of  maintaining  a  uniform  rate  on  postal-savings  deposits 
throughout  the  country.  The  rate  on  Government  obligations  in  general  does  not 
vary  according  to  the  Federal  Reserve  districts.  There  is  no  desire  on  the  part 
of  the  Post  Office  Department  to  have  the  Postal  Savings  System  a  competitive 
institution  and  the  low  rate  paid  on  postal -savings  deposits  has  been  for  years  less 
than  the  prevailing  interest  rate. 

With  reference  to  proposed  power  to  the  Federal  Reserve  Board  to  regulate 
the  rate  of  interest  paid  by  banks  on  postal -savings  deposits,  it  seems  that  this 
particular  provision  is  needless  since  the  Banking  Act  of  1933  empowers  the 
Federal  Reserve  Board  to  control  interest  paid  by  member  banks. 

The  Postal  Savings  System  was  established  in  1910,  primarily  for  the  conveni- 
ence and  protection  of  persons  with  limited  means.  The  need  for  such  an  institu- 
tion is  widely  recognized  by  the  public,  as  evidenced  by  the  fact  that  it  is  now 
Ktronized  by  2,600,000  persons.  The  deposits  in  the  Postal  Savings  System 
gan  an  abnormal  increase  during  the  banking  moratorium  of  1933,  reaching  » 
high  figure  in  December  of  tliat  year.  The  amount  of  deposits  has  remained 
practically  unchanged  since  that  time.  The  law  requires  that  these  funds,  with, 
the  exception  of  the  5  percent  reserve  retained  in  the  Treasury,  be  made  availa- 
ble to  the  banks  in  the  sections  whence  the  money  came;  that  if  the  banks  decline* 


BANKING   ACT   OF    1935  527 

to  take  such  funds,  they  may  be  invested  in  Government  securities.      It  is  cer- 
tain, therefore,  that  the  funds  are  being  used  in  the  pubb'e  interest. 

It  is  our  understanding  that  the  banks  of  the  country  have  on  deposit  a  great 
deal  more  money  than  they  are  able  to  profitably  use.  It  is  apparent,  therefore, 
that  the  Postal  Savings  System  is  not  hurtful  to  the  banks  and  there  would  be  no 
good  purpose  served  in  hampering  or  restricting  its  operation  by  an  amendment 
Buch  as  that  proposed , 

The  Post  Office  Department  has  made  every  effort  to  comply  with  the  Banking 
Act  of  1933  consistent  with  an  equitable  and  economical  administration  of  the 
Postal  Savings  System,  and  it  is  our  earnest  conviction  that  the  best  interests 
will  be  served  by  maintaining  the  system  under  control  and  regulation  of  the  board 
of  trustees,  as  provided  for  under  existing  law. 
Very  truly  yours. 


MEMORANDUM 
Statement  of  depositors'  balances  in  the  Postal  Savings  System  on  the  dates 

Jan.  1,  1932 _ $605,  593,  749 

Jan.  1.  1933 901,  555,  572 

Jan.  1,  1934 1.  208,  884,  255 

Jan.  1,  1935 1,207,428,  182 

Feb.  1,  1935 1,200,787,408 

Senator  Glass.  We  will  adjourn  until  Monday  morning  at  10:30. 
(Whereupon,  at  12:30  p.  m.,  the  subcommittee  adjourned  until 
Monday,  May  20,  1935,  at  10:30  a.  m.) 
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monday,  may  30,  1935 

United  States  Senate, 
Subcommittee  of  the  Committee  on 

Banking  and  Currency, 

Washington,  D.  C. 
The  subcommittee  met,  pursuant  to  adjournment,  on  Friday,  May 
17,  1935,  at  10:30  a.  m.,  in  room  301,  Senate  Office  Building,  Senator 
Carter  Glass  presiding. 

Present:  Senators  Glass  (chairman  of  the  subcommittee),  McAdoo, 
Byrnes,  Townsend,  and  Couzens. 

Senator  Glass.  The  committee  will  come  to  order.  Representa- 
tives of  the  Federal  Advisory  Council  have  asked  to  be  heard  on  the 
bills  which  we  have  before  us,  and  Mr.  Walter  W.  Smith,  president 
of  the  Federal  Advisory  Council  and  president  of  the  First  National 
Bank  in  St.  Louis,  will  be  the  first  witness.  Mr.  Smith,  you  may 
proceed. 

STATEMENT  OF  WAITER  W.  SMITH,  PRESIDENT  OF  THE  FEDERAL 
ADVISORY  COUNCIL  AND  PRESIDENT  OF  THE  FIRST  NATIONAL 
BANK  IN  ST.  LOUIS,  ST.  LOUIS,  MO. 

Mr.  Smith.  Senator,  if  it  is  agreeable  to  your  committee  we  would 
like  to  present  the  Federal  Advisory  Councd's  report,  dated  April  10, 
1935,  on  Senate  bill  1715  and  the  House  of  Representatives  bill  5357. 
We  would  like  to  have  it  made  a  part  of  the  record  if  that  is  in  order. 

Senator  Glass.  Yes.    Just  hand  it  to  the  reporter. 

(Statement  of  Federal  Advisory  Council  referred  to  and  submitted 
by  the  witness  is  here  printed  in  full,  as  follows:) 

Statement  or  the  Federal  Advisory  Council  on  S.  1715,  H.  R.  5357— 


Title  I:  Title  I  of  the  proposed  Banking  Act  of  1935  amends  section  12B  of 
(lie  Federal  Reserve  Act  which  deals  with  the  subject  of  deposit  insurance.  The 
Federal  Advisory  Cuuncil  approves  this  title  of  the  proposed  bill,  but  suggests 
the  following  changes,  the  italic  portion  representing  new  material. 

Section  8,  page  10,  change  to  read  as  follows:  By  striking  out  subsection  (h) 
and  inserting  in  lieu  thereof  the  fallowing: 

"(h)  (1)  The  assessment  rate  shall  be  one-twelfth  of  1  per  centum  per  annum 
upon  the  total  amount  of  the  liability  of  the  insured  bank  for  deposits  (according 
to  the  definition  of  the  term  'deposit'  in  and  pursuant  to  paragraph  (11)  of 
subsection  (c)  of  this  section,  without  any  deduction  for  indebtedness  of  deposi- 
tors) based  on  the  daily  average  determined  from  such  total  ae  of-  the  close  of 
buoineoo  for  the  six  monthi  ending  on  the  last  day  of  June  and  the  last  clay  of 
December  of  each  year;  Provided,  That  the  board  of  directors  from  time  to 
time  may  fix  a  lower  rate  or  may  determine  that  there  shall  be  no  assessment  or  may 
provide  for  a  refund  or  credit  by  a  percentage  upon  the  last  annual  assessment 
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rate  sot  encoeaing  6©  per  eenfrwtn  *  hereof  >  when  it  finds  that  euch  action  will  pro- 
vide or  leave,  as  the  case  may  be,  adequate  revenue  and  reserves  for  the  corpora- 
tion having  due  regard  to  experience  and  conditions  affecting  banks.  In  com- 
puting the  total  deposits  /or  the  purpose  of  this  subsection  any  bank  may  deduct  from 
the  amount  of  Hi  grots  deposits  the  amounts  of  balances  due  from  other  banks  (except 
balances  due  from  foreign  banks,  and  reouired  reserve  balances  carried  with  Federal 
Reserve  bants)  including  cosh  items  with  Federal  Reserve  banks  and  other  banks  is 
process  of  collection,  checks  on  other  banks  in  the  same  place,  and  exchange  ]m 
clearing  houses.  The  rate  or  percentage  so  fixed  shall  be  applicable  to  all  insured 
banks,  except  that  the  board  of  directors  on  a  similar  finding,  from  tune  to  time 
may  provide  that  the  rate  so  fixed  shall  be  applicable  to  insured  mutual  saving) 
batiks  only  or  may  provide  a  different  rate  applicable  to  mutual  savings  banks 
only." 

Explanation:  The  above  changes  provide  that  the  assessment  shall  be  based 
upon  the  average  deposits  for  the  six  months'  period,  instead  of  the  total  deposit* 
as  of  June  30th  and  Dec.  31at,  thereby  providing  a  more  stable  basis,  inasmuch 
as  the  deposits  for  a  single  day  might  be  affected  by  special  temporary  condition*. 
It  was  also  felt  that  the  Board  of  Directors  of  the  Federal  Deposit  Insurance 
Corporation  should  have  the  power  to  decrease  the  assessment  in  accordance 
with  their  judgment,  even  by  eliminating  it  entirely  when  the  fund  reaches  such 
volume  as  they  may  believe  will  serve  its  purpose. 

The  definition  of  total  deposits  appearing  in  Title  III,  Section  323,  has  been 
here  inserted,  except  that  excess  reserve  balances  with  Federal  Reserve  banks  are 
treated  the  same  as  balances  due  from  other  banks. 

Section  8,  subsection  (A),  page  10,  change  to  read  as  follows: 
"(2)  On  or  before  the  15th  day  of  July  of  each  year,  each  insured  bank  shall 
file  with  the  corporation  a  certified  statement  under  oath  showing  the  t**»l 
average  amount  of  its  total  liability  liabilities  for  deposits  so  of  the  clooe  ef-  ** 
for  the  six  months  ended  on  the  30th  day  of  June  last  preceding,  computed  as  prostata 
in  subsection  (A)  (/)  of  this  section,  and  shall  pay  to  the  corporation  the  portion 
of  the  annual  assessment  equal  to  one-half  of  the  annual  rate  fixed  by  this  sub- 
section (h)  multiplied  by  its  said  total  average  deposits  on  the  date  for  «4»eh  such 
otatnment  is  mode  as  shown  by  such  statement.  On  or  before  the  15th  day  of 
January  of  each  year  each  insured  bank  shall  file  a  like  statement  showing  the 
total  average  of  its  total  liability  liabilities  for  deposits  for  the  six  months  ended  si 
of  the  close  of  business  on  the  31st  day  of  December  last  preceding,  computed  at 
provided  in  subsection  (A)  (/)  of  this  section,  and  shall  pay  to  the  corporation  the 
portion  of  the  annual  assessment  equal  to  one-half  of  the  annual  rate  fixed  by 
this  subsection  (h)  multiplied  by  its  said  total  average  deposits  on  the  date  fet 
*i«eh  such  statement  is  made  at  shown  by  such  statement." 

Explanation:  Amended  to  conform  with  Section  12  (b).  Subsection  II  (i)  above. 
Sections,  change  the  proviso  in  paragraph  (5)  line  2.4,  page  12,  toreadasfollowa: 
"Provided,  That  where  a  fiduciary  bank  deposits  any  of  such  trust  funds  in 

the  las*  day  ef  the  month  preceding  such  fiduciary  bank  may  upon  the  riling  of  the 
certified  statement  required  by  paragraph  (2)  of  subsection  (h)  of  this  section, 
deduct  the  average  daily  amount  of  such  trust  funds  so  deposited  which  for  the  purpose 
of  such  statement  shall  not  be  considered  to  be  a  deposit  liability  of  the  fiduciary 
bank,  but  shall  be  considered  a  deposit  liability  of  the  bank  in  which  such  fundi 
are  so  deposited  by  such  fiduciary  bank." 

Explanation:  To  conform  with  changes  recommended  in  Section  8  basin* 
assessments  on  average  daily  deposits  ratner  than  deposits  at  December  31st  and 
June  30th. 

Section  13,  (5) ,  page  30,  change  as  follows: 

"If  any  depositor  in  a  closed  bank  shall  fail  to  claim  his  insured  deposit  from 
the  Corporation,  or  shall  fail  to  claim  or  arrange  to  continue  the  transferred  deposit 
with  the  new  bank  or  other  bank  assuming  liability  therefor  within  eneyoarlve 
years  after  the  appointment  of  the  receiver  for  the  closed  bank,  all  rights  of  the 
depositor  against  the  Corporation  in  respect  to  the  insured  deposit  or  against  the 
new  bank  and  such  other  bank  in  respect  to  the  transferred  deposit  shall  be  barred, 
and  all  rights  of  the  depositor  against  the  closed  bank,  its  shareholders  or  the 
receivership  estate  to  which  the  Corporation  may  have  become  subrogated  shall 
thereupon  revert  to  the  depositor.  The  amount  of  any  transferred  deposits  not 
claimed  within  said  one  (mo-year  period,  shall  be  refunded  to  the  Corporation." 

Explanation:  It  is  believed  that  one  year  is  not  sufficient  time  for  depositor! 
to  make  their  claims,  in  view  of  the  difficulties  which  Bomctimes  exist  of  ascer- 
taining ownership  of  deposits. 
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Section  18,  page  34,  change  to  read  as  follows: 

"  By  adding  at  the  end  of  subsection  (r)  the  following: 

"  'The  board  of  directors,  from  time  to  time,  shall  gather  information  and  data 
and  shall  make  investigations  and  reports  upon  the  organisation,  operation,  clos- 
ing, reopening,  reorganisation,  and  consolidation  of  banks,  banting  practices 
*ad  manage  meat,  and  the  security  of  depositor's  and  adequacy  ef  s*ev4ee  to 
SWWfMi  The  board  of  directors,  in  any  annual  or  special  report  to  Congress, 
shall  report  its  findings  and  make  such  recommendations  and  requests  as  it  shall 
find  necessary  and  appropriate  for  the  purpose  of  carrying  out  the  purpose  of  this 
section  and  fully  providing  for  all  of  the  obligations  of  the  Corporation.'" 

Explanation:  It  is  felt  that  the  elimination  of  the  clause  indicated  above  will 
not  impair  the  proper  functions  of  the  Federal  Deposit  Insurance  Corporation. 
The  elimination  is  made  to  avoid  duplication  of  examinations. 

Section  22  (3),  page  38,  change  to  read  as  follows: 

"No  insured  bank  shall  pay  any  dividends  on  its  capital  stock  while  it  remains 
In  default  in  the  payment  of  any  assessment  due  to  the  Corporation;  and  any 
director  or  officer  of  any  insured  bank,  who  with  knowledge  of  sucA  default  par- 
ticipates in  the  declaration  or  payment  of  any  such  dividend  shall,  upon  con- 
viction, be  fined  not  more  than  $1,000  or  imprisoned  not  more  than  one  year,  or 
both." 

Explanation:  It  would  seem  obvious  that  no  penal  liability  should  attach  to  a 
director  or  officer  who  participates  in  the  declaration  of  a  dividend  without 
knowledge  of  such  default.  Such  a  provision  would  be  contrary  to  all  penal 
statutes  which  only  make  liable  those  who  wilfully  do  an  act  which  is  unlawful. 

Section  22  (5),  page  36,  change  to  read  as  follows: 

"  Each  insured  bank  shall  provide  such  protection  and  indemnity  against 
burglary,  fidelity,  and  other  similar  Insurable  losses  in  suck  amounts  as  the  board 
of  directors  by  regulation  may  require  adequately  to  reimburse  the  bank  for  such 
losses.  Whenever  any  insured  bank  fails  to  comply  with  any  such  regulation  the 
corporation  may  contract  for  such  protection  and  indemnity  and  add  the  cost 
thereof  to  the  assessment  otherwise  payable  by  such  bank." 

Explanation:  The  above  changes  clarify  the  apparent  Intent  of  this  section 
and  would  eliminate  the  possibility  that  the  section,  as  now  worded,  might  confer 
upon  the  Federal  Deposit  Insurance  Corporation  the  power  to  discriminate 
between  Insurance  companies. 

The  Federal  Advisory  Council  has  considered  most  carefully  title  II  of  the  pro- 
poned Banking  Act  of  1935.  The  provisions  of  title  II  change  fundamentally  in 
many  respects  the  Federal  Reserve  System  as  it  has  existed  since  its  inception. 
The  Council  questions  whether  there  is  any  emergency  at  the  present  time  which 
makes  it  necessary  to  enact  into  law  the  provisions  of  title  II  without  further  care- 
ful consideration  and  study.  The  Council  wishes  to  point  out  that  In  recent  years 
so  many  changes  have  been  made  in  the  whole  fiscal  and  financial  structure  of  the 
country  that  there  may  well  be  some  real  concern  entertained  as  to  whether  a 
proper  relationship  between  the  various  parts  has  been  maintained.  These  doubts 
are  not  concerned  with  this  or  that  detail  of  title  II.  Twenty-five  years  ago,  before 
the  Federal  Reserve  Act  was  enacted,  a  series  of  studies  was  undertaken  by  a 
national  commission.  Since  then  many  different  types  of  financial  institutions 
have  sprung  up,  so  that  it  would  seem  most  desirable  to  have  another  detailed 
study  made  analogous  to  the  one  which  preceded  the  enactment  of  the  Federal 
Reserve  Act. 

In  spite  of  what  has  been  said,  if  the  Government  deems  it  advisable  to  enact  at 
this  time  legislation  making  fundamental  changes  in  the  Federal  Reserve  System, 
the  Federal  Advisory  Council  after  a  careful  study  of  the  proposed  measure  sug- 
gests certain  amendments  which  it  regards  as  fundamental.  The  Council  deems 
it  essential  to  preserve  the  autonomy  of  the  regional  Federal  Reserve  banks  as 
provided  in  the  original  act  and  in  order  to  maintain  this  principle,  it  makes  cer- 
tain suggestions  which  will  be  detailed  below. 

Title  It  may  be  divided  into  three  general  subjects: 

The  first  has  to  do  with  the  control  of  money,  the  organizations  set  up  to  exercise 
this  control,  and  the  powers  to  be  employed.  The  control  over  money  may  be 
maintained  by  a  change  in  the  discount  rate  or  by  the  increase  or  decrease  of  the 
percentage  of  reserves  kept  by  member  banks  with  the  Federal  Reserve  banks,  or 
finally  by  operations  in  the  open  market,  i.  e.,  by  the  purchase  or  sale  of  Govern- 
ment bonds  by  the  Federal  Reserve  banks. 
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The  exercise  of  these  powers  is  of  the  greatest  importance  to  the  commerce, 
industry,  and  agriculture  of  the  country.  Aa  far  as  possible  the  members  of  the 
body  to  whom'  is  to  be  entrusted  this  vast  authority  should  be  free  of  wrongful 
influences  whether  political  or  financial.  While,  therefore,  there  should  be  inde- 
pendence of  judgment,  it  is  recognized  that  there  is  a  proper  relationship  be- 
tween governmental  financial  policies  and  the  action  of  those  authorities  con- 
trolling the  banking  system  of  the  country  and  that  it  is  desirable  that  there 
be  close  cooperation  and  harmony  between  the  two.  With  this  in  mind,  the 
Federal  Advisory  Council  recommends  the  following  changes  in  the  proposed 

1.  That  the  Secretary  of  the  Treasury  and  the  Comptroller  of  the  Currency 
cease  to  be  members  of  the  Federal  Reserve  Board. 

2.  That  the  Board  be  reduced  to  five  members. 

3.  That  the  Governor  and  members  be  appointed  for  15  years,  but  compelled 
to  retire  at  the  age  of  70. 

4.  That  the  Federal  Reserve  bank  governors  be  appointed  by  the  directors  of 
the  Federal  Reserve  banks  with  the  approval  of  the  Federal  Reserve  Board,  but 
that  after  the  approval  of  the  Federal  Reserve  Board  has  once  been  obtained,  the 
governors  may  be  re-elected  annually  by  the  directors  of  the  banks  subject  to  the 
approval  by  the  Federal  Reserve  Board  every  3  years. 

5.  Thata  committee  composed  of  the  members  of  the  Federal  Reserve  Board 
and  4  of  the  bank  governors,  selected  by  the  12  governors,  shall  be  given  the 
power  to  fix  the  discount  rate,  the  percentage  of  reserves,  and  direct  the  open- 
market  policies  of  the  banks. 

The  second  general  subject  dealt  within  title  II  is  the  liberalization  of  rediscount 
privileges.  The  Council  recommends  the  re-enactment  of  section  10  (b)  a* 
detailed  below. 

The  third  general  subject  dealt  with  in  title  II  is  that  of  real  estate  loam. 
There  is  unquestionably  need  of  some  effective  private  agency  to  finance  the 
requirements  of  real  estate.  The  difficulty  is  that  banks  are  in  a  very  different 
position  from  other  institutions;  they  have  limited  capital,  and  such  capital  a* 
they  have  must  be  protected  as  far  as  possible. 

It  is  the  opinion  of  the  Council  that  a  further  study  of  this  subject  should  be 
made,  but  if  a  law  is  to  be  passed  at  the  present  time  the  Council  feels  that  the 
power  should  be  given  to  tne  several  Federal  Reserve  banks  to  lower  the  per- 
centage of  value  up  to  which  a  bank  may  loan,  and  to  lower  from  time  to  time  the 
percentage  of  individual  bank  capital  and  surplus  which  may  be  represented  by 
loans  secured  br  real  estate  in  banks  within  its  district.  Any  percentage  so  fixed 
by  the  Federal  Reserve  bank  should  be  subject  to  change  from  time  to  time,  upon 

10  days' notice, and  it  should  be  the  duty  of  the  bank  to  establish  such  percentages 
with  a  view  to  preventing  the  undue  use  of  bank  loans  for  the  speculative  carrying 
of  real  estate.  The  Federal  Reserve  bank  should  have  power  to  direct  any 
member  bank  to  refrain  from  further  increase  of  its  loans  secured  by  real  estate 
for  any  period  up  to  1  year,  under  penalty  of  suspension  of  all  rediscount  privilege* 
at  the  Federal  Reserve  bank.  The  Council  also  feels  that  the  present  provisions 
of  the  law,  restricting  the  area  within  which  banks  should  be  permitted  to  make 
real  estate  loans,  should  be  incorporated  in  this  act,  i.  e.,  within  the  Federal 
Reserve  district  or  within  a  radius  of  100  miles  of  the  place  in  which  such  bank 
is  located. 

The  detailed  changes  necessary  to  cany  out  these  recommendations  will  follow, 
the  italic  portion  representing  new  material. 

The  proposed  amendments,  if  accepted,  would  take  from  title  II  the  feature* 
which  the  Council  conceives  to  be  the  most  dangerous.  Without  them  the 
Council  feels  that  prior  to  the  independent  study  which  is  earlier  suggested,  title 

11  must  be  disapproved  in  its  entirety. 

Section  201,  page  39,  change  paragraph  beginning  at  line  9,  to  read  a*  foUma: 
"Effective  ninetv  days  after  the  enactment  of  the  Act  containing  this  amend- 
ment, the  offices  of  Governor  and  chairman  of  the  hoard  of  directors  of  each  Feder- 
al Reserve  bank  shall  lie  combined.     The  Governor  shall  be  the  chief  executive 
officer  of  the  I  Kink  mid  shall  Ire  appointed  annually  by  the  beard  of  direct'irj, 

Jot  the  firtt  term  until  approved  lly  the  Federal  Reserve  Board  and  thereupon 
and  thereafter  he  shall  be  subject  to  the  approval  by  the  Federal  Reserve  Board  tverf 
three  yearr,  and  after  each  approval  he  thali  be  appointed  and  reappointed  by  the 
Federal  Reserve  Board  as  one  of  the  CiasB  C  directors  of  the  bank,  etc." 

Explanation:  The  Federal  Advisory  Council  originally  proposed  that  the  Fed- 
eral Reserve  Board  should  have  the  right  to  confirm  the  governors  of  the  respective 
Federal  Reserve  banks  only  at  the  time  of  the  initial  election  of  such  a  governor 
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and  that  thereafter  the  governors  should  be  reelected  by  the  boards  of  directors  of 
the  local  Federal  Reserve  banks  without  the  necessity  of  reapproval  by  the 
Federal  Reserve  Board.  In  view,  however,  of  the  amendment  suggested  by 
Governor  Eccles  in  the  second  paragraph  on  page  40  of  H.  R.  5357  which  would 
turn  over  to  the  governors  of  the  respective  Federal  Reserve  banks  all  the  func- 
tions at  present  exercised  by  the  Federal  Reserve  agents,  It  seemed  to  the  Council 
that  there  was  merit  in  the  suggestion  of  the  Governor  that  the  Board  have  the 
right  periodically  to  pass  on  the  question  as  to  whether  a  given  governor  was  the 
one  whom  the  Board  desired  to  have  as  its  representative. 

Section  201,  page  40.     Strike  out  the  sentence  beginning  at  line  14,  reading  as 


following:  "All  duties  prescribed  by  law  for  the  Federal  Reserve  agent  shall  be  per- 
formed by  Ike  Governor  of  the  bank  or  by  tueh  other  person  or  persons  as  he  may 
designate. " 

Explanation:  This  is  in  accord  with  Governor  Eccles'  suggestion  and  will  turn 
"o  the  Governor  of  the  Federal  Reserve  bank  all  the  functions  at  present 

led  -      "■     " ■     "       '   '      - 

jo) 
follows: 

Explanation:  It  is  felt  that  the  inclusion  of  this  paragraph  might  deprive  many 
of  the  regional  Reserve  banks  of  the  services  of  directors  who  are  invaluable  on 
account  of  their  experience  gained  by  length  of  service,  especially  in  such  districts 
where  the  number  of  men  most  qualified  to  serve  as  directors  may  be  limited. 
At  the  present  time,  a  number  of  the  Federal  Reserve  banks  have  already  adopted 
restrictions  similar  to  the  one  proposed  in  the  bill,  and  it  seems  to  the  Council 
that  this  matter  might  well  be  left  to  the  discretion  of  each  Federal  Reserve  bank. 

Section  203,  page  41,  of  the  Banking  Act  of  1936,  change  to  amend  Section  10 
of  the  Federal  Reserve  Act,  to  read  as  follows: 

A  Federal  Reserve  Board  is  hereby  created,  which  shall  consist  of  eight  six 

President  of  the  United  States,  by  and  with  the  advice  and  consent  of  the  Senate: 
Provided,  however,  That  whenever  the  membership  shall  be  reduced  by  death,  resig- 
nation, expiration  of  term  or  other  cause,  the  vacancy  thus  created  shall  not  be  filled 
if  il  would  increase  the  membership  to  more  than  five.  [The  preceding  sentence 
is  from  Section  10  of  the  Federal  Reserve  Act.]  In  selecting  the  sin  appointive 
members  of  the  Federal  Reserve  Board  the  President  shall  choose  persons  well 
qualified  by  education  or  experience  or  both  to  participate  in  the  formulation 
of  national  economic  and  monetary  policies,  not  more  than  one  of  the  appointive 
members  whom  shall  be  selected  from  any  one  Federal  Reserve  district,  except 
that  this  limitation  shall  not  apply  to  the  selection  of  the  Governor.    ¥bo 

cultural,  industrial  aae)  commercial  Intcreota,  «md  goefyaphical  divisions  of  the 
country.  The  si*  members  of  the  Federal  Reserve  Board  appointed  by  the 
Pfeoidea*  and  confirmed  as  aforesaid  shall  devote  their  entire  time  to  the  business 
of  the  Federal  Reserve  Board  and  shall  each  receive  the  sum  «f  $13,0GG  payable 

shall  eaeh  receive  a  salary  at  the  same  rate  as  that  of  the  heads  of  the  executive 
departments  who  are  members  of  the  President's  Cabinet,  together  with  actual 
necessary  traveling  expenses.  Each  appointive  member  of  the  Federal  Reserve 
Board  heretofore  appointed  may  retire  from  active  service  upon  reaching  the  age 
of  seventy  or  at  any  time  thereafter,  and  all  members  hereafter  appointed  shall 
retire  upon  reaching  the  age  of  seventy.  Each  member  of  the  Board  so  retired 
from  active  service  who  snail  have  served  for  at  least  five  years  shall  receive, 
during  the  remainder  of  his  life,  retirement  pay  in  an  amount  equal  to  the  annual 
salary  paid  to  appointive  members  prior  to  the  enactment  of  the  Act  containing 
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this  amendment:  Provided,  That  if  he  shall  not  have  served  as  much  a*  twelve 
fifteen  years  his  retirement  pay  shall  be  at  the  rate  of  one-twelfth  fifteenth  of  such 
annual  salary  far  each  year  and  for  any  fraction  of  an  additional  year  of  such 

Provided,  farther,  That  any  member  who  it  not  reappointed  upon  the  expiration  of 
hie  term  shall  receive  retirement  pay  upon  the  tame  basis  at  xf  he  had  been  retired 
under  the  provision!  of  this  paragraph.     The  funds  necessary  for  such  retirement 

Sky  shall  be  provided  by  the  Federal  Reserve  banks  in  such  manner  as  the 
scleral  Reserve  Board  shall  prescribe. 

members  of  the  Federal  Reserve  Board  shall  be  ineligible  during  the  time  they 
are  in  office  and  for  two  years  thereafter  to  hold  any  office,  position  or  employ- 
ment in  any  member  bank,  except  that  this  restriction  shall  not  apply  to  a  mem- 
ber who  has  served  the  full  term  for  which  he  was  appointed.  Upon  the  expira- 
tion of  the  term  of  any  appointive  member  of  the  Federal  Reserve  Board  in 
office  when  this  paragraph  as  amended  takes  effect,  the  President  shall  fix  the 
term  of  the  successor  to  such  member  at  not  to  exceed  twelve  fifteen  years,  as 
designated  by  the  President  at  the  time  of  nomination,  but  in  such  manner  ai 
to  provide  for  the  expiration  of  the  term  of  not  more  than  one  appointive  mem- 
ber in  any  two  three-year  period,  and  thereafter  each  appointive  member  shall 
hold  office  for  a  term  of  twelve  fifteen  years  from  the  expiration  of  the  term  of 
his  predecessor. 

[Note. — The  above  paragraph  is  from  section  10  of  the  Federal  Reserve  Act.] 

Explanation:  The  above  changes  eliminate  the  Secretary  of  the  Treasury  and 
the  Comptroller  of  the  Currency  as  ex-offioio  members  of  the  Federal  Reserve 
Board,  and  provide  for  the  eventual  reduction  of  the  Board  to  five  members  and 
increases  their  term  of  office  to  15  years,  thereby  giving  them,  it  is  felt,  greater 
independence  and  security. 

They  also  increase  the  salary  of  the  present  members  of  the  Federal  Reserve 
Board  to  an  equality  with  that  proposed  for  members  appointed  after  July  1, 
1935. 

Provision  is  also  made  that  any  member  of  the  Board  not  reappointed  upon  the 
expiration  of  his  term  shall  be  pensioned  in  the  same  manner  as  if  he  had  reached 
the  age  of  70.  (This  is  in  accord  with  Governor  Eccles'  recommendation  before 
the  House  committee.) 

Suction  203  (3),  page  43,  change  to  read  as  follows: 

''By  striking  out  the  fourth  sentence  of  the  second  paragraph  and  inserting  in 
lieu  thereof  the  following:  'Of  the  sw  appointive  members  of  the  Board  one  snail 
be  designated  by  the  President  as  Governor  and  one  as  Vice  Governor  of  the 
Federal  Reserve  Board,  to  serve  as  such  until  the  further  order  of  the  President, 

when  the  member  designated  as  Governor  shall  cease  to  be  designated  as  Governor  bf 
the  President,  he  may  resign  from  the  Board,  and  in  such  event  he  shall  be  deemedt* 
have  served  the  term  for  which  he  was  appointed." 

Explanation:  The  suggested  changes  are  made  with  a  view  to  rendering  to* 
members  of  the  Federal  Reserve  Board  sufficiently  independent  so  that  competent 
men  may  be  induced  to  serve,  also,  to  provide  that  if  the  Governor  is  removed  by 
the  President  he  may  immediately  resign  from  the  Federal  Reserve  Board  and 
reenter  private  business. 

Section  205,  line  II,  page  44,  change  to  read  as  follows: 

"Section  12A.  There  is  hereby  created  a  Federal  Open  Market  Committee 
(hereinafter  referred  to  as  the  "Committee'),  which  shall  consist  of  the  Governor 
of  the  Federal  Reserve  Board,  who  shall  be  its  chairman,  of-  the  Committer  f 
the  members  of  the  Federal  Reserve  Board,  ocleetcd  by  *he  boareh  aiid  two/** 
governors  of  the  Federal  Reserve  Banks,  selected  by  the  governors  of  the  Fed- 
eral Reserve  Banks,  in  accordance  with  procedure  prescribed  by  regulation*  of 
the  F*dw*J  Roaervc  Board;  governors  of  the  twelve  Federal  Reserve  bank*.  The 
terms  of  the  members  of  the  Committee,  other  than  the  Governor  and  mewibrnt 
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of  the  Federal  Reserve  Board,  shall  expire  at  the  end  of  each  calendar  year  ten 
years  from  the  date  of  appointment,  provided,  that  the  four  first  appointed  subsequent 
to  the  taking  effect  of  (Am  Act,  shall  he  appointed  for  terms  of  four,  six,  eight  and  ten 
years,  respectively;  and  provided  further,  that  if  any  of  the  four  governors  shall  cease 
to  be  a  governor  of  a  Federal  Reserve  bank  he  shall  thereupon  cease  to  be  a  member  of 
said  Open  Market  Committee.  Whenever  a  vacancy  snail  occur  a  successor  shall 
be  selected,  who  shall  hold  office  until  the  expiration  of  the  term  of  his  predecessor,  in 
the  same  manner  as  his  predecessor  was  selected.  Meetings  of  the  Committee 
shall  he  held  from  time  to  time  upon  the  call  of  the  Governor,  at  the  request  of  the 
Board  or  of  any  two  members  of  the  Committee. 

The  Committee  from  time  to  time  shall  consider,  adopt,  and  transmit  to  the 
Federal  Reserve  banks  resolutions  setting:  forth  policies  which  in  the  judgment 
of  the  Committee  should  be  followed  with  respect  to  open-market  operations  of 
the  Federal  Reserve  banks,  and  the  Federal  Reserve  banks  shall  conform  their 
open  market  operations  to  the  provisions  thereof.  The  Committee  shall  aid  in  the 
execution  of  such  policies  and/or  perform  such  other  duties  relating  thereto  as  the 
Federal  Reserve  Board  may  presenile.     AH  open  mftghet  operations  of  the  Fed- 

Beocrve  hunks.  The  Committee,  from  time  to  time  in  order  to  prevent  injurious 
credit  expansion  or  contraction,  may,  by  regulation,  change  the  requirements  at  to 
reserves  to  be  maintained  against  demand  or  time  deposits,  or  both,  by  all  member 
banks  in  (1)  central  Reserve  and  Reserve  cities,  or  (£)  other  member  banks;  provided 
that  in  no  event  may  the  reserve  requirements  be  fixed  at  an  amount  in  excess  of  thirty 
per  centum  of  the  aggregate  of  demand  and  time  deposits  nor  at  an  amount  less  than 
ten  per  centum  of  demand  deposits  and  three  per  centum  of  time  deposits  in  the  case 
of  Central  Reserve  and  Reserve  cities,  nor  less  than  seven  ver  centum  of  demand  de- 
posits and  three  per  centum  of  time  deposits  in  the  ease  of  all  other  member  banks  than 
those  in  Central  Reserve  and  Reserve  cities.  The  Committee  shall  have  pouter  to 
approve  and  from  time  to  time  to  amend  rates  of  discount  to  be  charged  by  the  various 
Federal  Reserve  banks  for  each  class  of  paper.  The  Committee  shall  aid  in  the 
execution  of  such  policies  and/or  perform  such  other  duties  relating  thereto  as  the 
Federal  Reserve  Board  may  prescribe.     AH  open  market  operations  of  tlte  Federal 

bonlto.  The  employment  of  the  powers  herein  conferred  upon  the  Committer  shall 
be  governed  with  a  view  to  accommodating  commerce,  industry  and  agriculture,  and 
with  regard  to  their  bearing  upon  the  general  credit  situation  of  the  country. 

Explanation:  The  above  changes  reconstitute  the  Federal  Open  Market  Com- 
mittee to  consist  of  the  five  members  of  the  Federal  Reserve  Board  and  four 
Governors  of  the  Reserve  banks  appointed  by  the  twelve  Governors,  and  provides 
for  the  serial  appointment  of  the  latter  for  ten-year  terms.  It  also  consolidates 
In  the  Federal  Open  Market  Committee,  in  addition  to  control  over  open-market 
operations,  control  of  member-bank  reserve  balances  and  control  of  rediscount 
rates.  The  change  in  regard  to  reserve  balances  is  in  accord  with  the  suggestion 
of  Governor  Eccles,  and  the  division  between  urban  and  rural  districts  would  seem 
to  be  proper.  The  Council  makes  an  addition  to  Governor  Eccles'  proposal  in 
recommending  that  the  limit  to  which  reserve  requirements  can  be  increased 
be  restricted  to  thirty  percent  of  the  aggregate  of  demand  and  time  deposits.  This 
exception  is  most  essential  for  there  can  be  no  conceivable  emergency  which  would 
justify  higher  reserve  requirements.  Essentially  higher  reserves  than  thirty  per- 
cent would  probably  mean  that  the  commercial  banking  system  would  cease 
functioning. 

It  also  seems  advisable  to  the  Council  to  set  minimum  reserve  requirements. 

In  order  to  conform  the  present  bill  and  the  Federal  Reserve  Act  to  the  pre- 
ceding changes,  the  following  is  necessitated: 

1.  Eliminate  Title  II,  section  209,  from  the  Banking  Act  of  1935,  inasmuch  as 
the  matter  included  therein  is  incorporated  in  Section  205  above,  which  confers 
the  control  over  reserve  requirements  to  the  Federal  Open  Market  Committee. 

2.  Amend  Section  14  (d)  of  the  Federal  Reserve  Act  to  substitute  "Federal 
Open  Market  Committee"  for  "Federal  Reserve  Board." 

3.  Amend  Section  19  of  the  Federal  Reserve  Act  to  eliminate  subsection  (c) 
beginning  with  the  words  "Notwithstanding  the  foregoing  provisions  of  this  sec- 
tion, the  Federal  Reserve  Board.     *     *     * 
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Section  206,  page  45,  line  18,  change  to  read  as  follows: 

Sec.  206.  Section  13  of  the  Federal  Reserve  Act,  as  amended,  is  further  ai 

by  adding  at  the  end  thereof  a  new  paragraph  reading  as  follows: 

When  any  member  bank  has  no  further  eligible  and  acceptable  assets  available  to 
enable  it  to  obtain  adequate  credit  accommodations  through  rediscounling  at  the  Federal 
Reserve  bank  or  any  other  method  provided  by  this  act,  any  Federal  Reserve  bank, 
under  rules  and  regulations  -prescribed  by  the  Federal  Reserve  Board,  may  matt 
advances  to  such  member  bank  on  its  time  or  demand  notes  secured  to  the  satisfaction 
of  such  Federal  Reserve  Bank.  Each  such  note  shall  bear  interest  at  a  rale  net  1m 
than  one  per  centum  per  annum  higher  than  the  highest  discount  rate  in  effect  attach 
Federal  Reserve  Bank  on  the  date  of  such  note. 

Explanation:  Section  206,  as  presented  in  the  proposed  bill,  might  offer  an 
inducement  to  member  banks  to  lend  indiscriminately  and  without  any  regard 
whatsoever  as  to  the  liquidity  of  the  assets  obtained.  The  Council  feels  that  the 
Section  as  presented  above,  which  is  merely  a  re-enactment  of  Section  10(b)  of 
the  Federal  Reserve  Act,  which  has  expired,  will  meet  any  situation  which  La 
likely  to  arise. 

Note.- — In  order  to  confor 
be  stricken  out,  inasmuch  a 
Section  13  above. 

Section  208,  page  46,  amend  to  read  as  follows: 

"Sec.  208.  Section  16  of  the  Federal  Reserve  Act,  as  amended,  is  further 
amended  in  the  following  respects: 
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(1)  By  amending  the  second  paragraph  to  read  as  follows: 
"AnyFederal  reserve  Iwwtk  may  make  application  to  the  local  Federal  Reserve 
agent  for  such  amount  of  the  Federal  Reserve  notes  hereinbefore  provided  for  as 
it  may  require.  Such  application  shall  be  accompanied  with  a  tender  to  the  local 
Federal  Reserve  agent  of  collateral  in  amount  equal  to  the  sum  of  the  Federal 
Reserve  notes  thus  applied  for  and  issued  pursuant  to  such  application.  The 
collateral  security  thus  offered  shall  be  notes,  drafts,  bills  of  exchange,  or  accept- 
ances acquired  under  the  provisions  of  section  13  of  this  Act,  or  bills  of  exchange 
indorsed  rjy  a  member  bank  of  any  Federal  Reserve  district  and  purchased  under 
the  provisions  of  section  14  of  this  Act,  or  Bankers'  acceptances  purchased  under 
the  provisions  of  said  section  14,  or  gold  or  gold  certificates:  Providing,  however, 

re  fifed  as  seguwty  for  Federal  Reoofvc  nolfn.  provided,  however,  that  should  the 
Federal  Open  Market  Committee,  at  any  time,  declare  an  emergency  to  exist,  it  may, 
upon  the  affirmative  vote  of  not  less  than  a  majority  of  its  members,  authorize  the 
Federal  Reserve  banks  to  offer  and  the  Federal  Reserve  agents  to  accept  at  such  col- 
lateral direct  nbliaations  of  the  United  States.  Upon  the  determination  and  in  the 
'-"■'-         '■  ■   ri nation  shall  terminate 

-itu  for  Federal  Reserve 

o  event,  however,  shall  the  aggregate  amount  of  Federal  Reserve  notes 
issued  upon  the  security  of  the  obligations  of  the  United  States  exceed  the  aggregate 
amount  of  one  billion  dollars.  A  charge,  at  the  rate  of  three  per  centum  per  annum, 
shall  be  paid  by  each  Federal  Reserve  bank  upon  the  amount  of  Federal  Reserve  notes 
applied  for  by  it  and  outstanding  secured  by  obligations  of  the  United  States.  Such 
charge  shall  be  payable  for  the  period  during  which  said  notes  are  outstanding  or 
until  the  applicant  bank  deposits  with  the  Treasurer  of  the  United  States  Federal 
Reserve  notes  for  the  retirement  thereof.  In  no  event  shall  such  collateral  security 
be  less  than  the  amount  of  Federal  Reserve  notes  applied  for.  The  Federal 
Reserve  agent  shall  each  day  notify  the  Federal  Reserve  Board  of  all  issues  and 
withdrawals  of  Federal  Reserve  notes  to  and  by  the  Federal  Reserve  bank  to 
which  he  is  accredited.  The  said  Federal  Reserve  Board  may  at  any  time  call 
upon  a  Federal  Reserve  bank  for  additional  security  to  protect  the  Federal 
Reserve  notes  issued  to  it. 

[Note. — The  above  quotes  the  second  paragraph  of  Section  16  of  the  present 
Federal  Reserve  Act,  the  italic  portion  representing  new  material.] 

Explanation:  The  Council  does  not  believe  it  desirable  to  permit  Federal 
Reserve  notes  to  be  issued  on  the  basis  of  Government  bonds,  except  to  meet  an 
emergency.  It  must  be  remembered  that  one  of  the  original  purposes  of  the 
Federal  Reserve  Act  was  to  get  rid  of  a  bond-secured  currency  and  to  substitute 
therefor  an  elastic  currency  responsive  to  the  needs  of  commerce,  industry,  and 
agriculture. 

[Note. — In  order  to  conform  with  the  above,  the  Council  recommends  that 
section  4,  paragraph  4  provision  numbered  "eighth",  and  section  IS,  of  the 
Federal  Reserve  Act  be  repealed.] 

Section  210,  page  49,  line  4,  change  to  read  as  follows: 

"Sec.  210.  The  first  paragraph  of  section  24  of  the  Federal  Reserve  Act,  as 
amended,  is  amended  to  read  as  follows: 

"Sec.  24.  Any  National  Banking  Association  may  make  loans  secured  by 


first  liens  upon  improved  real  estate,  including  improved  farm  land  and  improved 
business  and  residential  properties,  within  its  Federal  Reserve  District  or  within  a 
radius  of  one  hundred  mites  of  a  place  in  which  such  bank  is  located,  irrespective  of 


District  lines.  A  loan  secured  by  Teal  estate  within  the  meaning  of  this  section 
shall  be  in  the  form  of  an  obligation  or  obligations  secured  by  mortgage,  trust  deed, 
or  other  instrument  upon  real  estate  when  the  entire  amount  of  auch  obligation  or 
obligations  is  made  or  is  sold  to  such  association.  The  amount  of  any  such  loan  shall 
not  exceed  60  50  per  centum  of  the  actual  value  of  the  real  estate  offered  for 
security,  but  no  such  loan  upon  such  security  shall  be  made  for  a  longer  term 
than  three  five  years,  provided,  that  loans  may  be  made  in  amounts  not  exceed- 
ing ?*  60  per  centum  of  the  actual  value  of  the  real  estate  offered  for  security,  if 
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combined  made  payable  within  twelve  year*  and  provide  for  reduction  by  payment* 
of  not  Less  than  5  per  centum  per  annum  on  principal  in  addition  to  current  interest. 
Any  bank  may  make  such  loans  in  an  aggregate  sum  equal  to  the  amount  of  the 
capital  stock  of  such  association  paid  in  and  unimpaired  plus  its  unimpaired 
surplus  fund,  or  equal  to  60  per  centum  of  the  amount  of  its  time  and  savtnci 
deposits,  whichever  is  the  greater:  Provided,  that  the  Federal  Reserve  Bank*  of  tit 
respective  district*  may  from  time  to  time  set  such  lower  percentage  of  actual  ialm 
as  may  be  loaned  or  such  lower  percentage  of  capital  funds  and  surplus  and/or  time  and 
savings  deposits  as  may  be  loaned  against  real  estate  by  banks  within  their  respeetitt 
districts  for  the  purpose  of  preventing  the  undue  use  of  bank  credit  for  the  speculative 
carrying  of  real  estate.  The  Board  of  Directors  of  the  respective  Federal  Resent 
Banks  shall  have  further  power  to  direct  any  member  bank  within  it*  district  to  refrain 
from  further  increase  of  it*  loans  secured  by  real  estate  for  any  period  up  to  one  year, 
under  penalty  of  suspension  of  all  rediscount  privileges  at  the  Federal  Reserve  Bank; 
and  Provided  further,  That  in  computing,  etc." 

Explanation:  The  above  amends  the  provisions  with  respect  to  real-estate 
loans  to  reduce  the  amount  which  may  be  loaned,  on  any  property  to  50  percent 
of  its  value,  provided  the  loan  matures  within  5  years,  permitting  the  loans  to  be 
made  up  to  80  percent  of  the  value  of  the  property  for  a  1 2-year  period  if  they  ait 
amortized  by  substantially  equal  annual  payments.  The  suggested  provisions 
give  the  respective  Federal  Reserve  banks  power  to  exercise  such  control  as  it  is 
believed  is  necessary  to  prevent  the  use  of  bank  credit  for  the  speculative  carrying 
of  real  estate.  In  this  connection,  Federal  Reserve  banks  are  given  the  same 
control  over  real  estate  as  is  given  to  the  Federal  Reserve  Board,  in  other  sections 
of  the  banking  act,  with  respect  to  security  loans. 

Section  325  of  the  Revised  Statutes  amend  to  read: 

"The  Comptroller  of  the  Currency  shall  be  appointed  by  the  President,  on  the 
recommendation  of  the  Secretary  of  the  Treasury,  by  and  with  the  advice  and 
consent  of  the  Senate,  and  shall  hold  his  office  for  the  term  of  five  years  unless 
sooner  removed  by  the  President,  upon  reasons  to  be  communicated  by  him  to 
the  Senate;  and  he  shall  be  entitled  to  a  salary  of  five  twelve  thousand  dollars  i 
year. 

[Note. — Section  10  of  the  Federal  Reserve  Act  provides  that  the  Comptroller 
of  the  Currency  shall  be  an  ex  officio  member  of  the  Federal  Reserve  Board  and 
shall,  in  addition  to  his  salary  as  Comptroller,  receive  the  sum  of  $7,000  annually 
for  his  service  on  said  Board.") 

Explanation:  Inasmuch  as  the  changes  suggested  elsewhere  eliminate  the 
Comptroller  of  the  Currency  from  the  Federal  Reserve  Board,  this  change  ia 
suggested  to  compensate  for  the  salary  of  which  he  would  otherwise  be  deprived. 


The  Federal  Advisory  Council  endorses  and  recommends  the  adoption  and 
passage  of  title  III  of  the  proposed  Banking  Act  of  1035  (with  the  changes  here 
recommended),  and  feels  that  it  will  correct  many  of  the  operating  defects  of  the 
present  banking  law. 

The  following  changes  in  title  III  are  recommended,  the  italic  portion  represent- 
ing new  matter. 

Section  314,  page  50,  change  to  read  as  follows: 

"Sec.  5199.  The  directors  of  any  association  may,  semiannually,  declare  » 
dividend  of  so  much  of  the  net  profits  of  the  association  as  they  shall  judge 
expedient;  but  each  association  shall,  before  the  declaration  of  a  dividend  on  its 
shares  of  common  stock,  carry  not  less  than  one-tenth  part  of  its  net  profits  of  the 

[■receding  half  year  to  its  surplus  fund  until  the  same  shall  equal  the  amount  of 
ts  common  capital;  Provided,  thai  any  amounts  paid  into  a  fund  for  the  retirement 
of  any  preferred  stock  of  any  such  association  out  of  the  net  earnings  of  such  associa- 
tion for  the  six  months'  pertod  shall  be  deemed  to  have  been  an  addition  to  il*  surjtiw 
fund,  for  the  purpose  of  this  section." 

Explanation:  Sliiiic  buiiks,  a.-  .1  result  of  their  preferred  stock  retirement  fund, 
are  currently  adding  an  amount  to  surplus  in  excess  of  tlie  required  one-tenth « 
net  profits.  The  effect  of  the  above  suggested  change  would  be  to  give  such  bants 
a  credit  for  the  amounts  paid  to  the  preferred  stock  retirement  fund  against  the 
surplus  additions  required  by  this  section. 
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Section  328,  page  73,  beginning  at  line  24,  change  to  read  as  follows: 
"Sec.  8.  No  director,  officer,  or  employee  of  any  member  bank  of  the  Federal 
Reserve  System  shall  be  at  the  same  time  a  private  banker  or  a  director,  officer, 
or  employee  of  any  other  bank,  banking  association,  savings  bank  (other  than  a 
mutual  savings  bank),  or  trust  company  except  in  limited  olasses  of  cases  in  which 
the  Federal  Reserve  Board  may  allow  such  service  by  general  regulations  when  in 
the  judgment  of  the  Federal  Reserve  Board  such  classes  of  institutions  are  not  in 
substantial  competition  or  auch  service  it  not  incompatible  with  the  public  interett." 
Explanation:  This  suggested  addition  adopts  the  wording  of  the  present  act 
enabling  the  Federal  Reserve  Board  to  issue  general  regulations  permitting  service 
when,  in  its  opinion,  such  action  is  not  incompatible  with  the  public  interest. 

Senator  Couzenb.  In  making  your  statement  are  you  going  to  take 
cognizance  of  the  changes  that  are  made  in  the  bill  by  the  House  of 
Representatives? 

Mr.  Smith.  To  a  considerable  extent,  Senator. 

In  the  following  statement  I  have  confined  my  remarks  primarily 
to  title  II,  of  the  proposed  banking  act  of  1935.  The  provisions  of 
title  II  change  fundamentally,  in  many  respects,  the  Federal  Reserve 
System  as  it  has  existed  since  its  inception.  There  is  nothing  in  the 
existing  situation  that  indicates  the  necessity  for  enacting  into  law 
the  provisions  of  title  II  without  further  careful  consideration  and 
study. 

In  recent  years,  many  changes  have  been  made  in  the  whole  fiscal 
and  financial  structure  of  the  country,  and  it  may  well  be  a  question 
whether  proper  coordination  has  been  achieved  between  the  various 
parts.  Any  effort  to  make  changes  of  such  far-reaching  character  as 
those  proposed  in  title  II  requires,  in  my  opinion,  another  detailed 
study  analogous  to  that  which  preceded  the  enactment  of  the  Federal 
Reserve  Act.  If,  however,  it  is  deemed  advisable  to  enact  legislation 
at  this  time,  making  fundamental  changes  in  the  Federal  Reserve 
System,  it  is  my  judgment  that  careful  study  should  be  given  to 
certain  sections  of  title  II  to  prevent  the  enactment  of  legislation 
that  goes  counter  to  tried  and  tested  banking  experience. 

This  bill  as  drawn  grants  to  the  Governor  and  members  of  the  Fed- 
eral Reserve  Board  discretionary  powers  of  the  widest  latitude.  While, 
on  the  one  hand,  it  requires  that  the  Governor,  and  members  of  the 
Board,  be  well  qualified  by  education  and  experience  to  formulate 
national  economic  and  monetary  policies,  it  practically  nullifies  the 
importance  of  these  qualifications  by  making  the  Governor's  term  of 
office  subject  to  the  pleasure  of  the  President.  If  such  a  Board  is  to 
attract  men  of  ability,  integrity,  and  a  high  sence  of  civic  duty,  they 
should  be  free  from  any  political  influences.  This  can  only  be 
accomplished  by  choosing  well  qualified  men  and  giving  them  definite 
terms  of  office  and  making  not  only  the  members  of  the  Board,  but 
the  Governor  as  well,  removable  only  for  cause.  If  we  propose  to 
place  our  financial  policies  at  the  discretion  of  such  a  Board,  it  should 
be  as  well  protected  from  political  influence  and  change  of  membership 
as  are  the  members  of  the  Supreme  Court  of  the  United  States,  as 
there  is  nothing  so  vital  to  our  economic  life  as  the  control  of  the 
finances  of  our  country. 

Section  201  provides,  among  other  things,  for  the  consolidation  of 
the  offices  of  governor  and  chairman  of  the  board  of  directors  of  each 
Federal  Reserve  bank.  This  would  appear  to  be  a  satisfactory 
provision.  It  further  provides  that  the  governor  shall  be  the  chief 
executive  officer  of  the  bank  and  shall  be  appointed  annually  by  the 
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board  of  directors — his  first  appointment  to  be  subject  to  the  approval 
of  the  Federal  Reserve  Board.  Upon  appointment  he  becomes  a 
class  C  director  and  his  continuance  in  office  is  subject  to  the  approval 
of  the  Federal  Reserve  Board  at  the  end  of  each  3-year  terra.  The 
wisdom  of  this  provision  is  doubtful.  In  order  to  provide  suitable 
independence  of  action  a  governor  once  selected  by  the  Federal  Reserve 
Board  should,  in  ray  opinion,  be  eligible  for  reappointment  for  a 

Seriod  up  to  6  years  at  least,  without  further  approval  by  the  Federal 
eserve  Board. 

This  section  further  provides,  on  page  46,  linea  16  to  21,  that  no 
member  of  the  board  of  directors  of  a  Federal  Reserve  bank,  other 
than  the  governor  and  vice  governor,  shall  serve  as  a  director  for 
more  than  2  consecutive  terms  of  3  years  each.  It  is  my  judgment 
that  this  restriction  should  be  removed.  Its  inclusion  in  the  bill 
might  deprive  many  of  the  regional  Reserve  banks  of  the  services 
of  directors  who  are  invaluable  on  account  of  their  experience  gained 
by  length  of  service.  This  is  especially  true  in  such  districts  where 
the  number  of  men  best  qualified  to  serve  as  directors  may  be  limited. 
It  would  seem  that  a  provision  of  this  nature  might  well  be  left  to 
the  discretion  of  each  Federal  Reserve  bank. 

Since  this  section  deals  with  the  composition  of  the  Federal  Reserve 
Board,  it  is  my  judgment  that  it  should  provide  that  the  Secretary  of 
the  Treasury  and  the  Comptroller  of  the  Currency  cease  to  be  mem- 
bers of  the  Federal  Reserve  Board  and  that  the  Board  be  reduced  to 
five  members.  Provision  should  be  made  that  the  Governor  and 
members  be  appointed  for  15  years  with  mandatory  retirement  at 
the  age  of  70.  In  the  case  of  the  Governor,  his  term  of  office  might  be 
made  to  coincide  with  that  of  the  President.  I  would  strongly  urge 
that  the  salaries  of  the  members  of  the  Board  be  fixed  at  the  same  rate 
as  that  of  the  members  of  the  President's  Cabinet,  with  provision 
for  adeuqate  retirement  allowances  to  the  end  that  the  members 
would  be  financially  independent  and  free  from  any  influence.  This 
would  result  in  drawing  to  the  Board  men  of  outstanding  ability  and 
experience  and  would  justify  many  of  the  sacrifices  which  membership 
on  the  Board  has  entailed  in  the  past. 

Section  204  B  requires  that  the  Federal  Reserve  Board  exercise  its 
powers  to  promote  conditions  conducive  to  business  stability  and  tfl 
mitigate  the  fluctuations  in  production,  trade,  prices,  unemployment, 
so  far  as  may  be  possible  within  the  scope  of  monetary  action  and 
credit  administration.  This  is  all  very  well  as  a  general  statement  of 
objectives,  but  unfortunately  there  exists  an  increasing  tendency  on 
the  part  of  many  vociferous  elements,  who  have  the  ear  of  a  large 
portion  of  the  public,  to  assume  that  monetary  control,  if  exercised 
in  some  mysterious  manner,  can  determine  not  only  the  volume  of 
business,  unemployment,  prices  and  production,  but  also  create  and 
maintain  general  prosperity.  As  an  individual  who  has  a  profound 
respect  for  the  Federal  Reserve  System  I  am  deeply  concerned  that  it 
should  be  held  accountable  for  the  future  well  being  and  prosperity 
of  our  country  through  the  simple  device  of  a  managed  monetary  ana 
credit  policy.  I  feel  sure  that  it  is  the  judgment  of  the  great  majority 
of  those  of  extensive  practical  experience  that  "monetary  action 
and  credit  administration"  can  have  but  slight  effect  upon  the  fluc- 
tuations in  production,  trade,  prices,  unemployment,  and  so  forth. 
Any  banking  system,  however  perfect,  is  merely  a  means  to  an  end 
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and  not  an  end  in  itself.  It  can  facilitate  trade  and  commerce  but  it 
cannot  produce  it  any  more  than  a  perfect  transportation  system  can 
of  itself  create  traffic  and  maintain  its  flow. 

We  have  had  every  evidence  in  the  past  2  years  that  an  abundance 
of  credit  at  the  lowest  rates  in  history  does  not  create  loans,  and  also 
that  in  the  period  of  1928  and  1929  abnormally  high  interest  rates  and 
restricted  credit  did  not  diminish  the  demand  for  loans,  but  that  the 
use  of  credit  is  dependent  almost  entirely  upon  the  individual's 
decision  as  to  the  likelihood  of  a  resultant  profit  from  the  transaction. 
It  should  never  be  forgotten  that  in  a  strict  sense  banks  do  not  create 
credit.  A  bank  merely  takes  an  individual's  credit  which  has  limited 
acceptability  and  converts  it  into  bank  credit  which  has  general 
acceptability  either  for  himself  or  others. 

Section  205  provides  for  an  open-market  advisory  committee  to 
consult  and  advise  with  the  Federal  Reserve  Board  with  respect  to 
open-market  policies.  It  provides,  however,  that  the  Board  can, 
after  consulting  with  the  committee,  prescribe  open-market  policies 
for  the  System  and  that  such  policy  is  binding  on  all  Federal  Reserve 
banks.  Is  it  wise  or  just  to  require  compulsory  participation  of  all 
Reserve  banks,  particularly  where  the  Board's  action  might  be  abso- 
lutely contrary  to  the  unammous  opinion  of  the  open-market  advisory 
committee,  the  members  of  said  committee  being  men  of  the  broadest 
experience  and  having  intimate  knowledge  of  the  conditions  and  needs 
of  their  respective  districts?  This  provision,  if  adopted,  would  entirely 
eliminate  any  regional  autonomy,  thus  destroying  the  original  con- 
cept of  a  regional  Reserve  System  and  completely  centralize  our  bank- 
ing system.  There  is  nothing  in  our  past  experience  that  suggests 
the  desirability  of  identical  financial  policies  for,  say,  New  York;  and 
Dallas  at  one  and  the  same  time. 

It  would  seem  wiser  to  provide  compulsory  participation  in  open- 
market  operations  only  when  a  majority  of  the  Reserve  banks  have 
assented  to  a  particular  policy,  and  provision  should  be  made  for 
exceptions  in  certain  districts  should  special  conditions  warrant. 

Section  206  amends  section  13  of  the  Federal  Reserve  Act  so  as  to 
authorize  the  Federal  Reserve  banks,  subject  to  regulation  of  the 
Federal  Reserve  Board,  to  discount  for  member  banks  any  com- 
mercial, agricultural,  or  industrial  paper,  or  make  advances  on 
promissory  notes  secured  by  any  sound  assets.  This  is  a  serious 
departure  from  the  standards  that  have  been  set  in  the  past,  and  it  is 
questionable  as  to  whether  a  Reserve  banking  system  should  endeavor 
to  finance  the  unliquid  assets  and  long-time  paper  of  the  member 
banks.  Such  a  provision  is  contrary  to  conservative  banking  and, 
coupled  with  membership  in  the  F.  D.  I.  C,  would  be  an  invitation  to 
many  member  banks  to  lend  indiscriminately  without  regard  to  either 
the  quality  of  the  credit  or  its  liquidity.  Definite  statutory  provisions 
should  control  the  kind  and  maturity  of  paper  made  eligible  for 
rediscounts,  or  for  the  collateraling  of  advances  to  member  banks 
and  for  open-market  operations. 

Reenactment  of  section  10  B  of  the  Federal  Reserve  Act,  which 
has  expired,  would  meet  any  situation  likely  to  arise  and  it  would  be 
far  preferable  to  the  proposed  change  in  existing  requirements.  It 
is  incredible  to  me  that  the  lessons  of  the  post  5  years  should  be  so 
quickly  disregarded   and   that  we   are  now   considering  provisions 


542  BANKING   ACT   OF    1935 

providing  for  a  lessening  in  the  safety  of  bank  assets.  To  abandon  the 
tests  of  quality  in  favor  of  the  quantity  of  credit  is  to  court  disaster. 

Section  208  would  repeal  the  requirement  that  Federal  Reserve 
notes  be  secured  by  a  specific  pledge  of  collateral.  If  this  amendment 
is  adopted  it  will  remove  a  very  desirable  automatic  control  over  the 
volume  of  outstanding  Federal  Reserve  notes.  One  of  the  primary 
purposes  of  the  original  Federal  Reserve  Act  was  to  provide  for  t 
currency  system  which  would  contract  and  expand  to  meet  the  require- 
ments  of  commerce  and  industry.  Our  Federal  Reserve  notes  should 
continue  to  be  based  upon  paper  of  a  definitely  sound  and  liquidating 
character,  as  well  as  on  gold  or  gold  certificates.  Only  in  this  way 
can  the  continued  confidence  in  our  currency  be  maintained.  To 
abandon  this  principle  is  to  ignore  all  of  the  lessons  of  monetaiy 
experience. 

Section  209  amends  the  Federal  Reserve  Act  so  as  to  permit  the 
Federal  Reserve  Board,  without  the  approval  of  the  President,  and 
without  declaring  the  existence  of  an  emergency,  to  change  reserve 
requirements.  Such  changes  in  reserve  requirements  might  be  made 
different  in  two  different  classes  of  cities;  namely,  reserve  and  central 
reserve  cities,  and  nonreserve  cities.  This  grant  of  authority  is  so 
broad  and  far-reaching  that  a  serious  error  of  judgment  on  the  part 
of  the  Board  in  the  exercise  of  such  unlimited  powers  might  well  pro- 
duce chaotic  conditions  for  the  commerce  and  industry  of  the  country. 

It  is  seriously  questioned  whether  Congress  should  delegate  such 
unrestricted  authority  to  any  board.  If,  however,  it  is  determined 
to  give  this  broad  and  unlimited  power  to  the  Federal  Reserve  Board, 
then  it  is  suggested  that  there  should  be  definite  statutory  provisions 
fixing  the  outside  limits  of  such  fluctuations.  It  would  seem  that  is 
no  event  should  the  Board  be  given  authority  to  increase  reserve 
requirements  in  excess  of  30  percent  of  aggregate  demand  and  time 
deposits,  nor  less  than  the  minimum  reserves  now  required.  Such 
limitations  appear  essential,  for  it  is  harldy  possible  that  any  emer- 

fency  would  justify  higher  reserve  requirements  than  30  percent, 
f  they  are  raised  above  such  a  figure  the  result  would  probably  be  that 
the  commercial  banking  system  would  cease  functioning. 

Section  210  amonds  section  24  of  the  Federal  Reserve  Act,  changing 
the  provisions  under  which  real-estate  loans  may  be  made.  In  lieu 
of  the  proposed  manedments,  it  would,  in  my  judgment,  be  better  to 
adhere  more  closely  to  the  old  provisions  of  the  law,  providing  that 
the  amount  which  may  be  loaned  on  any  property  be  not  in  excess  of 
50  percent  of  its  value  should  the  loan  mature  within  5  years,  and  up 
to  C>0  percent  of  the  value  of  the  property  if  the  loan  is  made  payable 
within  12  years  and  provision  is  made  for  reduction  of  principal  by 
payments  of  not  less  than  5  percent  per  annum  in  addition  to  current 
interest.  The  present  geographical  limitations  in  regard  to  real-estate 
loans  in  the  Federal  Reserve  Act  should  be  continued.  The  provision 
giving  the  Federal  Reserve  banks  power  to  exercise  such  control  as  is 
believed  necessary  to  prevent  the  undue  use  of  bank  credit  for  the 
carrying  of  real  estate,  is  desirable. 
If  agreeable,  I  have  a  short  report  on  title  I  that  I  would  like  to 


Mr.  Smith.  Section  101,  subsection  8,  page  11,  provides  an  assess- 
ment rate  of  one-eighth  of  1  percent  per  annum  based  upon  the 
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Average  of  the  total  amount  of  the  liability  of  a  bank  for  deposit**, 
according  to  the  definition  of  the  term  "deposits"  in  and  pursuant  to 
paragraph  12  of  subsection  (c).  It  is  recommended  that  this  section 
be  amended,  reducing  the  assessment  rate  to  one-twelfth  of  1  percent. 
In  view  of  the  limited  experience  available  for  determining  a  proper 
percentage  of  assessment,  and  since  the  banking  system  has  been 
purged  of  so  substantial  a  volume  of  doubtful  assets,  and  in  the  light 
of  the  restricted  earning  power  of  banks,  particularly  under  present 
conditions,  I  regard  one-eighth  of  1  percent  as  an  excessively  heavy 
burden  on  the  banks.  If  the  suggested  rate  of  one-twelfth  of  1  percent 
should,  through  later  experience,  prove  lower  than  necessary,  the 
F.  D.  I.  C.  would  have  ample  opportunity  to  recommend  to  Congress 
any  required  change  in  the  rate. 

This  section  should  be  further  amended  to  provide  that  in  comput- 
ing the  total  deposits  a  bank  may  deduct  from  the  amount  of  its  gross 
deposits  the  amounts  of  balances  due  from  other  banks  (except 
balances  due  from  foreign  banks  and  required  reserves  carried  with 
the  Federal  Reserve  bank)  including  cash  items  with  the  Federal 
Reserve  banks  and  other  banks  in  process  of  collection,  checks,  on 
tther  banks  in  the  same  place  and  exchange  for  clearing  houses.  In 
>ther  words,  the  definition  of  total  deposits  for  the  purpose  of  de- 
termining the  amount  of  assessment  liability  should  be  the  same  as 
iie  definition  of  total  deposits  appearing  in  title  III,  except  that  excess 
-eserve  balance  with  the  Federal  Reserve  banks  would  be  treated 
Jie  same  as  balances  due  from  other  banks. 

If  this  is  not  done  it  is  entirely  possible  that  the  same  original 
leposit  may  be  taxed  many  times  by  virtue  of  the  fact  that  tiie  deposit 
say  be  repeated  through  interbank  deposits. 

This  same  section  provides  that  the  average  of  such  total  deposits 
thall  be  determined  as  of  the  close  of  business  on  1  day  of  each  of  3 
>r  more  months  preceding  July  and  January  of  each  year,  such  days 
bo  be  designated  by  the  directors.  It  is  suggested  that  instead  of 
determining  the  average  deposits  on  the  basis  of  merely  3  days,  they 
m  based  on  the  daily  average  for  the  8  months  ending  on  the  last 
lay  of  June  and  the  last  day  of  December  each  year.  If  the  average 
deposits  of  a  bank  are  to  be  determined  merely  on  the  basis  of  3  days, 
it  may  result  in  an  injustice  to  many  institutions  because  of  unusual 
iesposit,  conditions  on  those  particular  days. 

The  Hoiise  bill  has  eliminated  the  provision  (sec.  23  Senate  bill) 
rendering  it  necessary  after  July  1,  1937,  for  nonmember  banks  to 
become  members  of  the  Federal  Reserve  System  in  order  to  secure 
the  benefits  of  the  insurance  feature  of  the  law.  It  would  seem  as  a 
matter  of  equity  that  the  banks  which  are  permitted  to  become 
members  of  the  F.  D.  I.  C.  should  meet  the  same  requirements  as 
member  banks  of  the  Federal  Reserve  System.  If  the  requirements 
regarding  capital,  surplus,  and  safe  banking  procedure  are  reasonable 
Tor  member  banks  they  should  be  equally  reasonable  in  the  case  of 
nonmember  banks.  Since  the  member  banks  become  co-insurers  for 
the  deposits  of  nonmember  banks  it  is  unfair  to  require  them  to  bear 
the  cost  of  insuring  banks  subject  to  less  stringent  requirements  than 
those  to  which  they  are  subjected. 

If  I  might  quote  from  Mr.  Brown's  testimony,  be  says  that  in  a 
12-year  period  the  total  deposits  in  national  banks  that  were  suspended 
were  $1,187,000,000;  in  State  member  banks  £680,000,000,  and  in 
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nonmember  banks  $3,017,000,000,  or  practically  twice  the  amount 
of  both  the  national  banks  and  the  member  banks;  and  the  member 
banks  are  being  required  to  insure  deposits  of  the  nonmember  banks. 

Senator  Glass.  Are  there  any  questions? 

Senator  Bthneb.  I  have  no  questions. 

Senator  Glass.  Mr.  Smith,  is  there  any  considerable  difference  in 
the  credit  and  trade  facilities  and  practices  of  the  various  Federal 
Reserve  districts? 

Mr.  Smith.  Very  much  difference;  yes,  sir.  Custom  and  tradition 
and  the  manner  of  handling  business  are  very  different  in  different 
sections. 

Senator  Glass.  Was  it  not  for  that  reason  that  the  Congress  rejected 
the  suggestion  of  the  Aldrich  Commission  that  there  be  uniformity  of 
discounts-  throughout  the  United  States? 

Mr.  Smith.  That  I  cannot  answer.  It  does  not  seem  to  me  that  it 
would  apply,  Senator. 

Senator  Glass.  Do  you  think  it  always  desirable  to  have  the  same 
rate  of  discount,  for  example,  in  the  Dallas  district  that  may  prevail 
in  the  New  York  district? 

Mr.  Smith.  No,  sir;  I  do  not. 

Senator  Glass.  Where  the  supply  of  money  is  very  much  more 
plentiful  at  times? 

Mr.  Smith.  No,  sir;  I  do  not. 

Senator  Glass.  That  is  all,  sir.  We  are  very  much  obliged  to 
you  for  your  testimony. 

(The  witness  withdrew  from  the  committee  table.) 

Senator  Glass.  We  will  now  hear  from  Mr.  James  H.  Perkins, 
who  is  a  member  of  the  Federal  Advisory  Council,  representing  the 
Second  Federal  Reserve  District,  and  also  chairman  of  the  National 
City  Bank,  New  York. 

STATEMENT  OF  JAMES  H.  PERKINS,  MEMBER,  FEDERAL  ADVIS- 
ORY COUNCIL,  REPRESENTING  SECOND  FEDERAL  RESERVE 
DISTRICT,  AND  CHAIRMAN,  NATIONAL  CITY  BANK,  NBf 
YORK,  N.  T. 

Senator  Glass.  The  committee  will  be  very  glad  to  hear  from  you 
on  the  subject  of  the  pending  bank  bills. 

Senator  Couzens.  Is  there  going  to  be  any  substantial  difference 
in  your  testimony  and  the  testimony  given  by  Mr.  Smith? 

Mr.  Perkins.  Not  in  principle,  but  I  think  the  approach  is  quite 
different,  Senator.     My  statement  will  be  short. 

I  approve  the  enactment  of  title  I  and  title  III  of  the  proposed 
banking  bill.  Such  slight  modifications  as  arc  suggested  in  the  report 
of  the  Federal  Advisory  Council  are  technical  in  character  and  in  no 
way  affect  the  purposes  of  these  two  sections  which  greatly  improve 
and  simplify  the  present  law. 

I  have  never  been  a  believer  in  deposit  insurance,  but  I  have  felt 
that  at  least  one  good  might  result  if  it  could  be  made  the  instrument 
for  unifying  the  banking  system.  For  tliis  reason  I  wish  particularly 
to  endorse  the  provision  requiring  all  members  of  the  Federal  Deposit 
Insurance  Corporation  to  become  members  of  the  Federal  Reserv? 
System  by  1937.  I  believe  our  dual  system  of  National  and  State 
banking,  operating  under  49  different  controls,  is  one  of  the  worst 
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features  of  our  banking  structure,  and  I  do  not  think  that  we  shall 
ever  have  an  effective  supervision  of  banking  until  this  dual  system 
is  unified.  In  setting  up  the  deposit  insurance  law,  Congress  very 
wisely  recognized  that  banks  participating  in  insurance  protection 
ought  to  conform  to  uniform  standards  of  soundness  and  liquidity. 
The  provision  requiring  all  insured  banks  to  join  the  Reserve  System 
has  had  the  double  good  effect  of  both  strengthening  the  basis  of  the 
insurance  fund  and  of  paving  the  way  for  the  unification  of  banking 
control  so  badly  needed. 

Now,  however,  the  lower  House  of  Congress  has  seen  fit  to  delete 
from  the  bill  the  provision  requiring  insured  banks  to  be  members 
of  the  Federal  Reserve  System.  I  believe  this  is  a  serious  mistake, 
and  I  wish  to  add  my  voice  to  that  of  Governor  Eccles  and  others  in 
urging  that  this  provision  be  retained,  with  such  modification  as  may 
be  deemed  desirable  in  order  to  aid  banks  in  qualifying  for  member- 
ship. 

Senator  Codzens.  When  you  refer  to  qualifications,  you  mean  as 
to  the  size  of  the  banks  that  are  required  to  join? 

Mr.  Perkins.  A  series  of  qualifications. 

Senator  Couzens.  Is  not  that  the  primary  one? 

Mr.  Perkins.  The  primary  one  is  that  the  capital  must  be  intact. 
There  aro  certain  other  things.  I  do  not  remember  exactly  what  the 
rule  is  about  the  amount  of  capital  in  the  different  places,  but  there  is 
a  rule  which  is  applied  to  all  those  that  have  done  it  to  date,  and  it 
seemed  to  me  that  there  might  have  to  be,  in  order  to  bring  these  in, 
some  slight  modifications  of  that  rule. 

Senator  Glass.  There  are  various  restrictions  on  member  banks 
which  do  not  apply  to  nonmember  banks;  is  not  that  so? 

Mr.  Perkins.  Yes;  that  is  true. 


I  am  also  assuming  that  the  assessment  provisions  of  the  Senate 
bill  as  introduced  will  be  retained,  authorizing  the  board  of  directors 
of  the  Federal  Deposit  Insurance  Corporation  to  fix  the  rate  of  assess* 
ment  at  anv  figure  up  to  a  maximum  of  one-twelfth  of  1  percent  of 
total  deposits  per  annum. 

There  has  been  much  discussion  as  to  the  wisdom  of  including 
title  II  in  the  banking  bill  this  year,  or  withdrawing  it  and  referring 
the  questions  dealt  with  to  a  commission  for  further  study. 

The  vital  points  of  title  II  are  the  power  to  fix  the  discount  rate, 
the  power  to  fix  the  percentage  of  reserves  which  the  member  banks 
must  carry  with  the  Reserve  Banks,  the  power  over  open-market 
operations,  the  broadening  of  eligibility  requirements  for  paper 
submitted  both  for  rediscount  and  for  use  as  backing  for  note  issues, 
and  the  liberalization  of  the  law  relative  to  loans  on  real  estate. 

Under  tbe  present  law  the  Federal  Reserve  Board  assumes  the 
power  to  fix  the  discount  rate.  Under  the  present  law — section  18 
of  the  Federal  Reserve  Act— the  Federal  Reserve  Board,  with  the 
approval  of  the  President,  has  the  power  to  change  reserve  per- 
centages. Under  the  present  law-  -page  157  of  Federal  Reserve 
Act — at  the  request  of  the  President,  the  Federal  Reserve  Board  and 
the  Secretary  of  the  Treasurv  have  wide  power  to  control  the  open- 
market  operation  of  the  Federal  Reserve  bunks  within  very  liberal 
limits. 

Senator  Glass.  You  mean,  in  the  proposed  bill,  do  you  not? 
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Mr.  Perkinb.  No;  under  the  so-called  "Thomas  amendment." 

Senator  Glass.  Oh,  yes. 

Mr.  Perkins.  Section  10b  of  the  law  which  expired  in  March  of 
this  year,  if  reenacted  for  a  period  of  time,  would  cover  satisfactorily 
the  question  of  the  broadening  of  rediscount  privileges.  The  only 
important  new  subject  dealt  with  is  the  extension  of  the  power  to  loan 
on  real  estate.  Aside,  however,  from  the  assumed  power  to  fix 
rediscount  rates,  all  of  these  powers  were  granted  under  emergency 
conditions.  While  doubtless  justified  as  the  emergency  measures, 
they  are  not  in  my  opinion  suitable  as  permanent  legislation  either  in 
their  present  form  or  as  contemplated  in  this  bill. 

Moreover,  three  major  subjects  which  are  not  covered  in  the  bill 
are  the  definite  unification  of  the  banking  system,  branch  banking, 
and  the  problem  of  the  classification  and  investment  of  time  ana 
demand  deposits. 

I  know  of  no  probable  emergency  that  cannot  be  met  by  the  lav 
as  it  now  stands—with  the  reenactment  of  section  10b. 

Therefore,  unless  title  II  is  altered  to  include  the  changes  suggested 
by  the  Federal  Advisory  Council,  I  feel  forced  to  express  my  objections 
to  it,  and  to  urge  postponement  of  this  title  until  the  best  qualified 
minds  of  the  country  can  explore  the  whole  subject  of  our  banking 
system,  in  the  hope  that  a  new  law  may  be  enacted  that  will  stand 
the  test  for  at  least  a  quarter  of  a  century. 

Senator  Glass.  Do  you  know  of  any  commission  that  ever  existed— 
I  do  not — that  ever  wrote  a  sentence  of  statutory  banking  enactments? 

Mr.  Perkins.  I  have  always  felt  that  the  commission  that  studied 
the  monetary  situation,  the  Monetary  Commission,  before  the  enact- 
ment of  the  Federal  Reserve  Act,  did  a  very  thorough  study  of  the 
situation.  It  submitted  to  the  Legislature  information  that  was 
valuable  in  the  drawing  of  the  bill . 

Senator  Glass.  Neither  house  of  Congress — I  speak  confidently  as 
to  the  House  of  Representatives,  because  I  was  then  chairman  of  the 
Banking  and  Currency  Committee  of  that  body,  and  I  am  sure  I 
am  right  about  the  Senate — neither  hanking  committee  of  Congress 
ever  gave  any  consideration  whatsoever  to  the  Aldrich  Commission's 
report.  The  only  thing  the  Aldrich  Commission  report  did  was  to 
assemble  a  library  that  cost  $200,000,  and  there  was  not  a  member  of 
either  Banking  and  Currency  Committee,  I  venture  to  say,  that  ever 
read  a  volume  of  the  36  volumes.     I  think  there  were  36  volumes. 

Mr.  Perkins.  You  know  that  much  better  than  I  do,  of  course. 

Senator  Glass.  What  I  mean  to  imply,  Mr.  Perkins,  is  that  if  the 
banking  acts  are  to  be  remodeled  and  improved,  the  best  expert 
talent  of  the  country  is  always  available  to  either  Banking  and  Cur- 
rency Committee  of  the  Senate  or  of  the  House;  and  in  the  final 
analysis  those  committees  are  obliged  to  formulate  a  statute  as  pro- 
posed for  Congress  to  enact.  Just  speaking  for  myself  and  not  for 
this  committee,  I  have  never  been  favorable  to  the  suggestion  that 
the  matter  be  referred  to  a  commission  of  experts. 

Mr.  Perkins.  Well,  I  think,  in  my  opinion,  it  is  the  time  element 
rather  than  the  group  that  does  it.  I  mean,  obviously  the  two 
Houses  of  Congress  are  the  ones  that  have  got  to  do  it.  I  have  been 
trying  to  emphasize  that  I  did  not  think  there  was  any  great  rush 
about  doing  it,  and  whether  they  feel  that  they  have  thoroughly 
studied  the  question  or  not  is  for  them  to  decide. 
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Senator  Coozrns.  I  think  there  is  one  reason  for  the  suggestion 
of  the  chairman,  and  that  is  the  unanimity  of  testimony  that  we 
should  have  some  independent  commission  to  tell  us  what  to  do. 
That  seems  to  be  the  almost  uniform  testimony  of  all  the  witnesses. 

Senator  Glass.  I  think  some  of  us  badly  need  to  be  told  what  to 
do,  for  that  matter,  including  myself. 

Mr.  Perkins.  I  want  to  call  attention  not  only  to  the  powers  that 
a  central  monetary  board  has  but  also  to  its  responsibilities,  and  to 
raise  a  doubt  as  to  the  wisdom  with  which  these  are  likely  to  be  met. 
The  history  of  the  control  of  central  banks  by  governments  both 
abroad  and  in  this  country  hardly  justifies  a  belief  in  an  all-wise 
exercise  of  such  powers.  There  is  no  doubt  but  that  the  unsound 
monetary  policies  of  Germany,  which  contributed  so  much  to  the 
collapse  of  the  German  mark,  were  facilitated  by  the  government 
control  of  the  Reichsbank.  Both  in  Germany  and  in  France  the  power 
of  the  government  to  force  continuous  advances  from  the  central 
bank  was  a  leading  factor  in  the  depreciation  of  the  currency.  In  our 
own  recent  experience  with  inflation  between  1926  and  1929,  I  am 
impressed  with  the  fact  that  there  were  instances  where  the  directors 
of  the  regional  Reserve  banks  proved  wiser  in  their  analysis  of  the 
situation  than  the  majority  of  the  Federal  Reserve  Board.  In  1927 
the  Federal  Reserve  Bank  of  Chicago  opposed  the  cheap  money 
policies  of  the  Board,  which  many  believe  laid  the  basis  for  the  1928- 
29  boom,  and  was  overruled  by  the  Board.  In  the  spring  of  1929  the 
Federal  Reserve  Bank  of  New  York  voted  again  and  again  to  raise  the 
rediscount  rate  in  order  to  check  the  wild  speculation  in  the  stock 
market,  and  the  Board  again  and  again  refused  these  requests  for 
fear  of  hurting  business.  I  do  not  mention  these  instances  of  failure 
to  foresee  coming  events  with  any  derogatory  intent.  I  simply  refer 
to  them  as  illustrating  the  fallibility  of  human  judgment  even  where 
there  is  the  sincerest  intention  to  act  in  the  best  interests  of  the 
country.  In  short,  I  have  a  great  skepticism  that  this  idea  of  the 
centralization  of  control  and  responsibility  will  work  as  well  in 
practice  as  it  sounds  in  theory. 

If,  however,  Congress  does  not  wish  to  defer  action  on  this  bill,  I 
want  to  point  out  that  title  II  fundamentally  changes  our  banking 
system.  It  places  in  the  bands  of  a  board  the  power  to  dictate  arbi- 
trarily the  money  policies  of  the  country — section  205.  Although  I 
assume  that  the  purpose  of  the  bill  is  to  provide  a  system  of  monetary 
control,  it  makes  possible  the  financing  of  the  Government  up  to 
many  billions  of  dollars  simply  on  the  decision  of  a  small  board  work- 
ing in  conjunction  with  the  Treasury — section  205,  section  208.  The 
latter  power  would  permit  an  expansion  of  the  currency  of  the  country 
by  about  seven  and  a  half  billion  dollars,  more  than  double  the  present 
amount,  without  the  approval  or  instruction  of  Congress. 

The  present  Federal  Reserve  law  gave  to  the  country,  for  the  first 
time  a  system  whereby  the  supply  of  credit  and  currency  expanded 
and  contracted  automatically  with  the  needs  of  commerce,  industry, 
and  agriculture.  In  recent  years,  we  have  had  a  tendency  toward 
managed  control  of  credit. 

If  for  the  automatic  control  provided  by  the  original  Federal 
Reserve  Act  there  is  to  be  substituted  the  conscious  control  of  a  Board, 
the  membership  of  that  Board  must  be  as  far  removed  as  possible 
from  the  influence  of  any  group, 'be  it  financial,  industrial  or  political, 
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and  should  be  representative  not  only  of  the  Government  through  the 
members  of  the  Federal  Reserve  Board  but  of  the  Federal  Reserve 
banks  which  are  in  intimate  daily  contact  with  conditions  in  the 
country.  For  this  reason  I  have  approved  the  following  recommenda- 
tions of  the  Federal  Advisory  Council: 

1.  That  the  Secretary  of  the  Treasury  and  the  Comptroller  of  the 
Currency  cease  to  be  members  of  the  Federal  Reserve  Board. 

2.  That  the  Board  be  reduced  to  five  members. 

3.  That  the  governor  and  members  be  appointed  for  15  years  and 
compelled  to  retire  at  the  age  of  70,  with  adequate  pensions,  and  be 
removable  only  for  cause  and  after  appropriate  notice  and  hearing. 

4.  That  the  Federal  Reserve  bank  governors  be  appointed  by  the 
directors  of  the  Federal  Reserve  banks  with  the  approval  of  the  Fed- 
eral Reserve  Board,  but  that  after  the  approval  of  the  Federal  Reserve 
Board  has  once  been  obtained,  the  governors  may  be  re-elected  an- 
nually by  the  directors  of  the  banks. 

1  want  to  say  there,  Senator,  that  that  is  not  the  plan  as  submitted 
by  the  Council.  The  Council  voted  that  they  should  be  subject  to 
the  approval  of  the  Board  every  3  years.  In  my  statement  I  have 
changed  that. 

5.  That  a  committee  composed  of  the  members  of  the  Federal  Re- 
serve Board  and  4  of  the  bank  go/ernors,  selected  by  the  12  governors, 
shall  be  given  the  power  to  fix  the  discount  rate,  the  percentage  of 
reserves,  and  direct  the  open-market  policies  of  the  banks. 

I  further  believe  that  even  if  the  greatest  success  should  be  attained 
in  the  selection  of  the  group  exercising  these  powers,  common  prudence 
dictates  that  there  should  be  limits  within  which  they  should  operate. 
I  accordingly  approve  the  following  recommendations  of  the  Federal 
Advisory  Council: 

1.  That  the  open-market  committee  should  not  have  the  power  to 
increase  the  percentage  of  reserves  required  of  member  banks  to  more 
than  30  percent  cf  total  deposits. 

2.  That  there  be  a  lop  limit  set  on   the   potential  open-markel 

Eowers.  This,  at  the  same  lime,  provides  a  safeguard  in  that  it 
mits  the  extent  to  which  the  Federal  Reserve  System  can  be  forced 
to  finance  governmental  delicits.  The  Federal  Advisory  Council  has 
recommended  that  this  be  handled  by  limiting  to  $1,000,000,000  the 
amount  of  Government  securities  wliich  can  be  used  as  collateral  for 
Federal  Reserve  notes. 

These  limits  are  broad  enough  to  control  the  situation  in  normal 
times,  and,  in  fact  to  meet  any  emergency  likely  to  become  acute 
before  Congress  could  convene.  The  desirability  of  limits  is  increased 
if  their  incorporation  in  the  statute  would  eliminate  any  constitutional 
question  as  there  being  an  illegal  delegation  of  legislative  power. 

It  would  not  be  proper  to  omit  from  a  statement  on  the  bill  any 
comment  on  that  part  of  it  which  broadens  the  discount  privileges. 
I  believe  a  broadening  of  this  privilege  to  be  a  good  thing,  but  that  as 
in  other  of  the  great  central  banks,  any  paper  which  is  not  self- 
liquidating  within  a  reasonable  time  should  pay  a  penalty  rate.  In 
this  way  there  would  be  a  more  automatic  adjustment  of  the  supply  of 
money  to  strictly  business  requirements,  and  the  goodness  of  dis- 
counted paper  would  be  tested  oy  frequent  maturities. 

Senator  Glass.  What  is  the  limit  of  maturity  that  the  Bank  of 
England  has  now  for  current  discount? 
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Mr.  Perkins.  I  do  not  know  that,  Senator. 

Senator  Glass.  In  1918  it  was  28  days;  and  you  will  recall  that  the 
'oposed  Aldrich  bill  incorporated  that  requirement  of  28  days.  We 
st  fixed  it  at  60  days  in  the  House,  and  afterwards  raised  it  to  90 
iva  for  commercial  paper,  and  6  months  and,  later,  9  months,  for 
jicultural  paper. 

Senator  Couzenb.  Is  there  any  particular  reason  why  you  set  30 
Tceiit  on  the  maximum  reserve? 

Mr.  Perkins.  The  reason,  Senator,  is  this,  that  in  the  old  days  the 
ntral  reserve  banks  used  to  have  to  carry  25  percent  of  reserve,  and 
e  just  took  a  shot  and  added  5  percent  to  that  so  as  to  give  them  a 
indent  leeway. 

For  this  reason  I  approve  the  recommendations  of  the  Federal 
dvisory  Council  for  the  reenactnient  of  section  10B  of  the  Federal 
eserve  Act  with  slight  changes  in  phraseology,  in  the  place  of  the 
-o  vision  of  the  pending  bill  that  all  sound  assets  be  reaiscountable 
ithout  discrimination  as  to  their  liquidity. 

In  concluding,  I  want  to  emphasize  again  the  two  points  which,  to 
y  mind,  are  vital  in  connection  with  this  bill,  namely,  the  necessity 
r  safeguarding  the  independence  of  the  Board  exercising  these 
>wers,  and  the  need  for  limits  within  which  it  must  operate. 
I  have  refrained  from  discussing  my  recommendations  in  greater 
stall  because  they  are  incorporated  in  the  statement  of  the  Federal 
dvisory  Council. 

Senator  Glass.  We  are  very  much  obliged  to  you. 
(Witness  withdrew  from  the  committee  table.) 

rATEMENT  OF  HOWARD  A.  LOEB,  VICE  PRESIDENT  FEDERAL 
ADVISORY  COUNCIL,  REPRESENTING  THIRD  FEDERAL  RESERVE 
DISTRICT;  CHAIRMAN  TRADESMEN'S  NATIONAL  BANK  &  TRUST 
CO.  PHILADELPHIA,  PA. 

Senator  Glass.  You  may  proceed,  Mr.  Loeb. 

Mr.  Loeb.  Titles  I  and  III  cover  matters  that  do  require  prompt 
mgressional  action.  For  the  most  part  I  am  in  accord  with  the 
revisions  of  these  sections.  Later  on  I  shall  refer  to  certain  fea- 
ires  therein  to  which  I  desire  to  call  attention. 

I  am  opposed  to  the  enactment  of  title  II  at  this  time  for  the 
>llowing  reasons: 

1.  That  no  emergency  now  exists  that  warrants  a  fundamental 
lange  in  our  banking  laws — in  any  event  until  a  complete  study 

made  of  the  subject  by  a  competent  commission,  made  up  of  rep- 
;sentatives  of  interested  groups,  both  economic  and  social.  Pend- 
lg  the  result  of  such  a  study  it  may  be  deemed  advisable  to  re- 
lact  section  10  B  (which  automatically  expired  on  March  3,  1935), 
>r  a  definite  period. 

2.  No  evidence  has  been  adduced  to  indicate  that  the  depression 
iroiigli  which  we  are  now  parsing  could  have  been  avoided,  or  its 
iteiudty  mitigated,  had  the  Federal  Reserve  Board  been  clothed 

ith  the  added  authority  contemplated  in  this  act.  No  case  has 
een  cited  in  which  any  action  or  policy  was  desired  by  the  Federal 
Reserve  Board  and  blocked  by  the  Federal  Reserve  Banks  or  the 
tpen  Market  Committee.  The  record  seems  to  indicate  that  in 
le  main  Congress  has  been  willing  to  amend  the  Federal  Reserve 
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Act  from  time  to  time  upon  the  initiative  of  the  Federal  Reserve 
Board,  and  at  no  time  during  the  depression  has  the  Board  asked 
for  any  such  powers  as  are  conferred  upon  it  by  this  bill. 

3.  In  the  last  few  years  we  have  had  a  wealth  of  banking  and 
kindred  legislation.  While  some  of  the  laws  are  but  temporary 
many,  however,  are  permanent.  All  have  been  in  force  for  bo  short 
a  period  that  their  real  effect  upon  banking,  and  therefore  upon 
commerce,  industry,  agriculture  and  labor  cannot  be  clearly  and  def- 
initely appraised.  Constructive  legislation  is  always  eagerly  desired 
and  accepted,  but  its  volume  should  be  carefully  attuned  to  the 
ability  of  our  institutions  and  the  people  as  a  whole  to  mentally  and 
physically  readjust  themselves  to  new  laws;  otherwise  confusion  and 
toss  of  confidence  result,  which  only  too  frequently  impairs  the  value 
of  the  wisest  legislation. 

Despite  the  statements  that  title  II  was  not  hastily  drawn  and 
that  it  represents  the  carefully  considered  views  of  the  administra- 
tion groups,  there  is  no  evidence  that  other  groups  representative 
of  industry,  agriculture,  commerce,  labor,  and  more  particularly 
bankers,  depositors,  and  stockholders  of  banks  were  given  a  voice 
in  its  preparation  or  even  a  hearing.  Surely  a  measure,  in  many  of 
its  intendments  so  revolutionary  in  respect  to  our  present  practices, 
justifies  the  demand  that  competent  and  experienced  representatives 
from  all  groups  be  included  on  such  a  study  commission. 

If,  however,  in  the  judgment  of  Congress  legislation  at  this  session 
is  deemed  necessary,  careful  consideration  should  be  given  to  the 
statement  of  the  Federal  Advisorv  Council  on  S.  1715,  H.  R.  5857, 
dated  April  10,  1935.  A  few  of  the  recommendations  made  therein 
are  now  a  part  of  H.  K.  7617,  which  recently  passed  the  House  of 
Representatives.  I  suggest  that  in  reading  this  statement  S.  1715  be 
kept  before  you  in  order  to  avoid  confusion.  In  this  statement  I  am 
referring  to  the  Senate  bill  from  now  on. 

While  the  statement  referred  to  above  is  quite  specific  in  its  recom- 
mendations, may  I  give  you  briefly  my  personal  views  on  the  prin- 
ciples which  should  be  observed  in  developing  legislation  at  mis 
time? 

1.  Public  control  of  the  System  through  the  Federal  Reserve  Board, 
to  the  exclusion  of  private  participation,  which  is  the  avowed  pur- 
pose of  the  bill  under  consideration,  is,  under  our  present  form  of 
government,  tantamount  to  political  control  and  is  not  to  be  tolerated. 

2.  Private  control  to  the  exclusion  of  public  control,  which,  it  is 
charged  by  those  unfamiliar  with  the  facts,  obtains  under  the  present 
laws,  is  equally  intolerable. 

3.  Until  experience  reveals  weaknesses  and  abuses,  a  dual  control 
should  be  set  up  under  a  system  of  checks  and  balances  dedicated  to 
llie  prevention  of  the  domination  of  one  group  to  the  exclusion  of  the 
other. 

4.  In  this  dual  control  there  should  be  vested  the  operation  of  the 
System,  and  more  particularly  the  control  of  open-market  operations, 
rediscount  rates,  and  reserves,  subject  always  to  the  limiting  provi- 
sions of  the  Federal  Reserve  Act  and  the  amendments  thereto. 

The  statement  of  the  Federal  Advisory  Council  gives  a  suggested 
rewording  of  the  bill  before  you  and  in  some  instances  also  provides 
for  revisions  in  the  Federal  Reserve  Act  as  it  now  reads  when  neces- 
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■r  the  logical  development  of  given  points.  We  now  may 
a  resume  of  the  ways  and  means  devised  to  overcome  some 
objections  to  the  bill  in  its  present  form. 

FEDERAL  RESERVE  BOARD  MEMBERS  HIP 

(Sec.  203,  p.  41) 

of  the  greatest  importance  that  the  actions  of  the  Federal 
i  Board  be  entirely  free  of  political  control  or  influence,  and 
i  Board  should  be  equally  removed  from  other  forces  that  may 
its  independence  of  judgment  and  action.  Several  proposals, 
ed  partly  in  the  present  bill  or  otherwise  added  by  the  coun- 
s  statement  (pp.  6-7-8)  are  presented  for  your  consideration 
connection.  The  first  of  these  is  that  properly  the  Secretary 
Treasury  and  the  Comptroller  of  the  Currency  should  not  be 
•s  of  the  Board.  The  Board  should  consist  only  of  appointed 
■s,  and  the  suggestion  is  made  that  the  bill  further  provide 
s  first  vacancy  be  not  filled,  reducing  the  total  membership 
which  would  constitute  a  more  wieldy  body,  With  certain 
;  the  provisions  of  the  bill  with  regard  to  pensions  are  en- 
and  should,  together  with  the  council's  proposal  that  the 
f  Board  members  be  lengthened  from  12  to  15  years,  be  de- 
from  the  point  of  view  of  attracting  to  the  Board  men  of 
g  and  experience  who  may  devote  themselves  singlemindedly 
ask  in  hand. 

or  Glass.  Would  you  like  to  confide  to  the  President,  as  is 
r  the  pending  bill,  the  right  to  appoint  all  the  members  of 
leral  Reserve  Board  from  a  single  Federal  Reserve  district? 
-okb.  I  do  not  think  that  is  representative  of  the  public  in- 
no. 

or  McAdoo.  We  are  not  talking  about  the  present  President, 
President  that  may  come  along  in  the  future. 
liOEB.  Exactly.     In  my  whole  consideration  I  have  limited 
ration  to  present  factors  in  the  set-up  of  the  System, 
or  Glass,  We  are  talking  about  the  office  of  President. 
^oeb.  The  third  paragraph  of  section  203  provided  that  the 
sr's  membership  on  the  Board  should  terminate  when  he 
:o  be  Governor.    This  opened  the  way  for  a  possible  quick 
r  of  the  Board's  membership  but  was  rectified  in  the-  bill 
iy  the  House,  which  provides  that  he  may  continue  to  serve  as 
er  of  the  Board.    This  change  largely  conforms  to  the  Coun- 
geetion  in  its  statement  on  this  subject 

OPEN   MARKET  COMMITTEE 

(Sec.  205,  p.  44) 

cn  greater  importance  are  the  proposals  with  regard  to  the 
irket  committee.  If  the  Congress  sees  fit  to  put  into  law 
the  very  broad  powers  provided  for  in  the  bill  under  con- 
Mi,  it  is  felt  that  they  should  be  circumscribed  to  the  extent 
ing  them  in  a  body  that  not  only  is  representative  of  the 
viewpoint  but  also  is  closely  conversant  with  and  repre- 
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sentative  of  local  problems  and  needs.  It  is  suggested  therefor* 
that  the  open  market  committee  be  enlarged  to  include  the  5  mem- 
bers of  the  Federal  Reserve  Board  and  4  governors  of  the  Reserve 
banks  selected  by  the  governors  of  all  of  the  banks  in  accordance 
with  regulations  of  their  own  making.  The  terms  of  the  governors 
serving  on  the  committee  should  be  for  a  longer  period  than  1  year, 
in  fact  the  Council  suggests  10  years,  so  that  there  may  be  a  desir- 
able continuity  of  policy  and  less  susceptibility  to  outside  influences, 
Initially  varying  terms  are  suggested  for  service  of  governors  so 
that  at  the  end  of  the  first  4  years  and  every  2  years  thereafter  the 
term  of  1  governor  ends. 

To  this  committee,  representative  of  the  dual  interests  of  the 
Nation  and  the  more  local  views  of  the  reserve  banks,  it  is  proposed 
to  give  not  only  the  power  to  decide  the  open-market  policy  of  the 
system,  but  the  power  to  approve  or  amend  the  discount  rates  of 
the  reserve  banks  as  well.  To  it  also  may  well  be  delegated  the  far- 
reaching  power  to  change  the  required  level  of  member  bank  re- 
serves; it  appears,  however,  the  .part  of  wisdom  to  limit  the  extent 
to  which  reserve  requirements  may  be  changed  and  this  is  covered 
in  the  Federal  Advisory  Council  s  suggested  revision  of  the  bill 
given  on  pages  8,  9,  and  10  of  its  statement.  This  revision  con- 
solidates sections  205  and  209  of  the  present  bill. 


(Sec.  201,  p.  38) 

I  feel  strongly  that  the  regional  autonomy  of  the  Reserve  banks 
should  be  preserved  insofar  as  this  is  consistent  with  national  inter- 
ests. As  the  proposals  for  the  abolition  of  the  office  of  Federal 
Reserve  agent  and  the  recognition  of  the  Governor  as  the  active 
executive  officer  of  a  Reserve  bank  contained  in  section  201  of  the 
present  bill  constitute  a  certain  relinquishing  of  authority  by  the 
Board,  it  is  proper  that  they  should  have  the  right  to  approve  the 
person  who  falls  the  Governor's  chair.  I  do  not  feel,  however,  that 
the  right  to  continue  him  in  office  should  be  subject  to  annual  review 
by  the  Federal  Reserve  Board,  as  suggested  in  the  Senate  bill.  Sta- 
bility of  position  is  essential  to  the  development  of  disinterested 
and  experienced  administration ;  for  that  reason  I  suggest  that,  once 
approved  by  the  Federal  Reserve  Board,  the  Governor  of  a  Reserve 
bank  should  continue  in  office  as  long  as  his  services  are  satisfactory 
to  the  local  hoard  of  directors. 

Senator  Glass.  Just  why  do  you  think  the  Federal  Reserve  Board 
should  have  the  authority  to  approve  the  selection  of  the  gov- 
ernor of  a  Regional  Reserve  bank,  in  view  of  the  fact  that  the  Fed- 
eral Reserve  Board  already  has  the  appointment  of  3  of  the  9  mem- 
bers of  a  Regional  Board? 

Mr.  Loeh.  Personally,  I  prefer  that  arrangement.  Apparently 
mechanically  it  has  some  defects.  I  am  personally  satisfied  that 
they  are  vital.    My  own  preference  is  for  the  present  arrangement. 

Senator  Glass.  I  seem  to  discover  in  the  testimony  of  all  of  you 
gentlemen  a  des-ire  to  compromise  the  proposition  by  yielding  to  the 
proponents  of  this  bill  upon  a  question  of  sound  policy  rather  than  to 
condemn  the  existing  law. 
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Mr.  Loss.  I  do  not  think  that  I  do  that,  Senator.  I  think  I  have 
tried,  anyway,  to  impress  upon  this  committee  in  the  preamble  to  my 
statement  my  feeling  that  no  legislation  is  required  at  the  present 
time,  but  that  if  Congress  deem  it  wise — do  I  make  that  clear! — then 
I  suggest  these  things.  So  that  I  do  approach  that  somewhat  in  the 
spirit  of  compromise,  do  I  not? 

Senator  Glass.  Very  much  in  the  spirit  of  compromise,  inasmuch 
as  you  delegate  to  the  Federal  Reserve  Board  supremacy  in  the  deci- 
sion of  all  these  questions. 

Mr.  Loeb.  You  mean,  this  particular  question  or  generally? 
Senator  Glass.  The  open-market  committee,  for  example.     You 
suggest  that  there  shall  be  5  members  of  the  Federal  Reserve  Board 
and  only  4  members  of  the  regional  banks.     Five  can  outvote  four 
every  time. 

Mr.  Loeb.  Well,  that  is  true;  but  I  do  not  think  the  vote  should  be 
cast  upon  that  narrow  line,  and  I  do  not  think  it  would  be. 
Senator  Glass.  I  do  not  think  it  should  be. 

Mr.  Loeb.  I  do  not  think  it  would  be,  with  a  Federal  Reserve  Board 
set-up ;  and  if  that  danger  did  occur  and  we  got  into  that,  surely  Con- 
gress would  not  tolerate  it,  would  it! 

Senator  Glass.  You  cannot  tell  what  Congress  would  tolerate. 
Mr.  Loeb.  You  have  had  more  experience  on  that  subject  than  I 
have. 

Senator  McAdoo.  We  do  not  know  about  that. 
Mr.  Loeb.  Shall  I  proceed  3 
Senator  Glass.  Yes;  excuse  the  interruption. 
Mr.  Loeb.  I  am  glad  to  have  it,  Senator. 

5.  Until  a  further  study  and  report  is  made  by  a  commission,  th« 

eligibility  regulations  in  the  present  act  should  be  maintained,  excep* 

that  section  10  (b)  should  be  reenacted  for  a  definite  period  of  time. 

I  share  the  feelings  that  prompted  the  Federal  Advisory  Counci* 

to  state,  on  pages  10  and  11  of  its  statement,  that — 

Section  206  <p.  45  at  Senate  bill)  ns  presented  In  the  propoxeil  bill,  might 
offer  an  Inducement  to  member  banks  to  lend  1  n<l I scrl minutely  nnd  without  any 
regard  whatsoever  as  to  the  liquidity  of  the  assets  obtained. 

Senator  Glass.  Right  on  that  point,  if  I  am  not  interrupting  you 
too  much,  do  you  think  any  paper  should  be  discounted  at  a  member 
bank  or  rediscounted  at  a  Federal  Reserve  bank  that  does  not  relate 
itself  to  commerce,  industry,  and  agriculture  ? 

Mr.  Loeb.  I  wish  that  I  could  answer  that  question,  Mr.  Chair- 
man, and  I  have  no  desire  to  parry  it,  but  I  am  not  quite  sure  whether 
we  are  entering  a  new  phase  of  what  might  be  termed  "financial 
operation  "  or  not;  I  am  not  quite  sure.  Therefore,  that  makes  me 
that  much  more  strongly  in  favor  of  having  it  fully  studied  and, 
pending  that,  that  no  inequities  may  occur,  no  pressures  may  be  ex- 
erted upon  a  rather  tense  situation.  Reenact  10  (b),  not  perma- 
nently, necessarily,  and  let  a  study  of  this  whole  eligibility  problem 
be  had.  Coming  back  to  the  discussion  with  the  previous  witness,  I 
realize,  of  course,  that  when  you  say  a  commission  to  study  it.  that 
study  should  be  a  reasonable  study,  not  made  by  men  who  have 
harum-scarum  ideas  or  a  particular  theory,  but  men  who  are  ex)>e- 
rienced,  men  who  know  this  problem  fundamentally  and  who  are  not 
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trying  to  add  some  crack-brain  notion  with  regard  to  our  whole 
financial  set-up  in  this  country. 

Senator  Glass.  Do  you  know  any  inhibition  against  the  authority 
of  the  Federal  Reserve  Board  to  define  eligible  paper  except  as  to 
the  statutory  question  of  maturity  and  as  to  the  statutory  prohibition 
against  rediscounting  for  speculative  purposes? 

Mr.  Loeb.  As  it  exists  in  the  present  law? 

Senator  Glass.  Yes. 

Mr.  Loeb.  May  I  have  that  question  again?  I  do  not  know  that  I 
get  it  fully. 

Senator  Glass.  The  Board,  in  my  view,  under  the  existing  law  has 
very  broad  powers  of  determining  the  eligibility  of  paper.  It  must 
relate  itself  to  commerce,  industry,  and  agriculture;  and  the  only 
inhibitions  that  I  know  anything  about  are  involved  in  that  provision 
of  the  bill  which  prohibits  the  Board  from  including  in  its  definition 
loans  that  are  to  be  used  for  purchasing  or  carrying  stocks  on  ex- 
change or  investment  securities. 

Senator  McAdoo.  And  the  maturity,  of  course. 

Mr.  Loeb.  Yes ;  in  order  to  maintain  the  self-liquidating  notion  of 
it.    I  think  that  is  quite  true. 

Senator  Glass.  Aside  from  those  inhibitions,  the  Board  has  the 
widest  sort  of  authority  to  define  eligible  paper? 

Mr.  Loeb.  Yes:  they  have.  Do  they  include  real  estate  under  yoor 
construction,  15-day  loans  secured  by  mortgages? 

Senator  Glass.  Fifteen-day  loans? 

Mr.  Loeb.  Yes. 

Senator  Glass.  Do  you  think  they  should? 

Mr.  Loeb.  No;  I  do  not. 

Senator  Glass.  It  does  not  include  that,  because  there  is  a  provision 
in  the  law  relating  to  real-estate  loans,  for  the  first  time  in  50  years. 
They  put  in  the  Federal  Reserve  Act  the  sanction  of  real-estate  loins 
for  a  period  of  5  years  with  a  certain  limitation  as  to  the  extent  to 
which  an  individual  bank  might  act. 

Mr.  Loeb.  They  are  ineligible  for  discount.  I  am  quite  in  accord 
with  you,  Senator ;  but  I  want  again  to  call  your  attention  to  tbs 
preamble  to  this  statement. 

Senator  MoAdoo.  But  what  you  suggest  is  a  study  of  the  eligibility 
of  paper,  as  I  understand  it. 

Mr.  Loeb.  Yes. 

Senator  McAdoo.  We  have  been  studying  it  for  20  years  through 
the  Federal  Reserve  Board  and  through  the  advisory  council  and 
through  the  various  governors  and  organizations  of  the  Federal  lb- 
serve  banks.  Surely  after  20  years'  experience  we  ought  to  have  some 
idea,  without  having  to  create  a  commission  to  make  another  studj 
of  this  particular  thing. 

Mr.  Loeb.  Do  I  take  it  that  this  bill  is  the  consolidated  view  of  the 
Federal  Reserve  Board  on  eligibility  ? 

Senator  Glass.  The  Federal  Reserve  Board  did  not  see  it  until  it 
was  presented  and  printed. 

Senator  McAdoo.  Do  you  not  think  that  we  have  had  enough  ex- 
perience with  eligible  paper  to  be  able  to  make  a  definition  of  it  nowl 

Mr.  Loeb.  I  should  say,  Senator,  that  I  am  just  a  little  bit  confused, 
and  I  must  confess  that!  am  confused,  as  to  what  form  of  borrowiaf 
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or  financing  will  take  place  in  the  future.  I  do  not  know.  I  am  not 
sure  about  that  I  think  we  have  got  to  study  whether  or  not  our 
financing  will  go  back  to  the  so-called  "  commercial  paper",  whether 
we  will  have  great  activity,  whether  we  are  going  to  go  more  into 
commodity  loans,  warehouse  loans,  and  things  of  that  sort.  I  think 
those  are  primary  considerations. 

Senator  Glass.  We  have  warehouse  loans  under  existing  law  for 
agricultural  purposes. 

Mr.  Loeb.  For  agricultural  purposes;  yes. 
Senator  McAnoo.  And  for  commerce,  also,  as  I  understand  it. 
Senator  Glass.  Going  transactions. 
Mr.  Loeb.  In  acceptances;  yes. 

Senator  McAdoo.  I  suppose  what  you  are  probably  in  doubt  about 
is  the  provision  in  this  bill  which  seeks  to  extend  eligible  paper  to 
cover  loans  upon  bank  assets,  regardless? 
Mr.  Loeb.  Yes,  air. 

Senator  MoAdoo.  It  is  that  provision  that  you  think  ought  to  be 
studied  more  before  it  is  enacted  into  law  ¥ 
Mr.  Loeb.  That  is  exactly  what  I  say. 

Senator  Glass.  As  a  matter  of  fact,  you  do  not  think  it  ought  ever 
to  be  enacted  into  law,  do  you? 

Mr.  Loeb.  We  are  sort  of  chasing  each  other  around  a  circle,  aren't 
wet  We  get  back  to  where  we  started,  to  the  preamble  of  this  state- 
ment. 

Senator  McAdoo.  You  think  that  phase  ought  to  be  studied  more 
before  it  is  enacted? 

Mr.  Loeb.  I  do,  because  I  do  not  feel  that  we  have  had  sufficient 
time  elapse  to  determine  just  what  that  form  is.  As  a  matter  of  fact, 
the  whole  theme  of  this  statement  is  that  we  have  had  a  lot  of  legis- 
lation.   Let  us  find  out  what  is  going  to  happen. 

Senator  McAdoo.  You  think,  in  other  words,  that  we  ought  to  tread 
softly  here  and  not  use  a  big  stick  ? 
Mr.  Loeb.  Yes. 

Senator  Glass.  But  you  forget  that  Governor  Eccles  was  6  months 
Governor  of  the  Board  when  he  drew  this  bill. 

Mr.  Loeb.  The  whole  subject  of  eligibility  calls  for  extended  study. 
The  final  findings  of  a  commission  on  such  a  subject,  in  the  light  of 
possible  changes  in  financing  methods,  might  be  to  the  effect  that 
some  broadening  in  eligibility  rules  should  be  made,  but  it  seems 
inadvisable  at  this  time  to  incorporate  in  the  act  as  a  permanent 
feature  such  a  far-reaching  clause  as  that  proposed  in  the  bill.  Hence 
my  suggestion  that  section  10  B  should  be  reenacted  "for  a  fixed  period 
of  time. 

6.  Until  a  further  study  and  report  is  made,  the  provisions  of  the 
present  act  regarding  reserves  should  not  be  changed,  or,  if  so,  a 
maximum  and  minimum  within  a  narrow  range  should  be  set. 

This  point  was  discussed  heretofore  in  connection  with  proposals 
regarding  the  open-market  committee  of  the  Federal  Reserve  System. 
i.  Pending  a  further  study  and  report,  the  requirements  of  the 
present  act  with  regard  to  the  deposit  of  specific  coverage  for  Fed- 
eral Reserve  notes  should  be  continued. 

8.  Pending  a  further  study  and  report;  the  right  to  secure  Federal 
Reserve  notes  with  obligations  of  the  United  States  should  be  discon- 
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tinued,  unless  a  dual  control  Federal  open-market  committee,  by  an 
affirmative  vote  of  not  less  than  a  majority  of  its  members,  declares 
an  emergency  to  exist — that  such  right  be  limited  to  a  definite 
amount,  and  that  a  tax  be  levied  upon  the  currency  so  issued.  In  this 
way  a  definite  limitation  may  be  placed  upon  inflation  by  means  of 
bond-secured  currency. 

Senator  Glass.  Would  you  be  willing  to  modify  the  existing  law. 
which  authorizes  any  one  Federal  Reserve  bank  to  decline  to  engage 
in  an  open-market  transaction  by  saying  that  it  might  so  decline  bj 
sanction  of  a  majority  of  the  open-market  committee? 

Mr.  Loeb.  I  would  like  to  think  that  over,  whether  a  majority 
would  be  the  proper  way  to  handle  that  or  whether  it  should  be  by « 
large  percentage. 

Senator  Glass.  Say,  two-thirds? 

Mr.  Loeb.  Yes ;  because  this  is  a  great  big  country — I  need  not  call 
your  attention  to  that — with  conflicting  interests  to  all  intents  and 
purposes.  I  have  found  particularly  in  national  meetings  that  the? 
might  be  international  meetings.  The  only  thing  we  have  in  commoc 
is  the  language  we  speak.  So  it  is  very  hard  to,  by  a  majority  deci- 
sion, impose  open-market  decisions.  That  is,  I  mean  the  protection 
ought  to  be  increased  for  the  district  that  finds  it  impossible  for  some 
reason  to  conform. 

Senator  Glass.  You  know  that  under  the  present  bill  the  majority 
of  a  quorum  of  the  Federal  Reserve  Board  may  do  that? 

Mr.  Loeb.  I  am  not  sponsoring  that,  of  course,  in  this  statement. 

Senator  McAdoo.  You  are  addressing  yourself  to  the  subject  of 
inflation  now,  and  I  am  a  little  curious  to  know  what  you  call  infla- 
tion. I  have  asked  a  number  of  witnesses  here  to  tell  me  what 
inflation  is,  and  I  have  not  yet  received  a  definition.  Maybe  you  can 
give  me  one.  Take  the  situation  in  the  country  today :  When  you 
talk  about  inflation  you  usually  mean  the  amount  of  currency  in 
circulation.  We  have  $4,300,000,000  of  currency,  approximately,  in 
circulation.  Do  you  consider  that  inflation  or  do  you  consider  thai 
exactly  right) 

Mr.  Loeb.  I  think  that  the  mere  setting  of  a  figure  is  not  the  sole 
definition.  Under  an  act  which  is  construed  by  the  people  to  be 
inflationary  you  might  have  two  things  occur:  You  might  get  a 
withdrawal  of  gold  or  you  might  get  a  hoarding. 

Senator  McAdoo.  How  could  you  get  any  hoarding  or  with- 
drawal of  gold  now? 

Mr.  Loeb.  You  can  get  a  withdrawal  of  foreign  gold,  I  presume, 
through  trade.  Any  laws  that  were  enacted  would  react  again  on 
our  industrial  situation. 

Senator  McAdoo.  You  are  engaging  there  in  a  wide  field  of  specu- 
lation, and  you  have  no  definite  factor  to  determine  it  by.  The 
average  man  who  discusses  inflation  relates  it  to  the  amount  of  cur- 
rency in  circulation.  That  is  the  popular  conception  of  it.  Do  you 
think  $4,300,000,000  as  a  circulating  medium,  considering  the  con- 
ditions in  the  country  today,  is  inflation  of  the  currency  ? 

Mr.  Loeb.  No;  I  do  not  think  so. 

Senator  McAdoo.  What  would  you  think  would  be  the  proper 
line?     You  have  got  to  have  "scratch"  somewhere. 
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lr.  Lobb.  Yes.  It  is  not  scientifically  determinable ;  it  is  not  a 
nitely  determinable  limit.  Too  many  things  are  tied  up  in  it. 
enator  McAdoo.  You  cannot  define  it?  That  is  the  size  of  itf 
lr.  Loeb.  No.  I  do  not  think  you  can  define  it.  You  are  talk- 
only  of  one  type  of  inflation. 

■enator  McAdoo.  Everything  that  comes  up  is  denounced  as  in- 
ionary.  I  remember  when  the  Federal  Reserve  Act  was  passed — 
I  it  has  been  a  law  for  20  years — the  denunciation  of  the  cur- 
ey  as  fiat  money,  greenbacks,  which  was  going  to  destroy  the 
lit  of  the  Government.  Some  of  the  most  eminent  men  in  the 
iate  denounced  it,  and  the  most  eminent  bankers  of  the  country 
ounced  it.  The  point  I  am  making  is  that  it  is  all  just  a  matter 
conjecture,  of  speculation. 

lr.  Loeb.  By  that  very  token,  as  it  impinges  upon  the  opinion 
he  masses,  it  may  develop  into  an  inflation. 
Senator  McAdoo.  How  can  yon  tell  what  the  opinion  of  the 
«es  is? 

lr.  Loeb.  You  can  tell,  I  suppose,  by  their  attitude  to  investment 
Government  bonds,  and  hoarding,  and  the  attitude  of  other 
ions. 

Senator  Glass.  Do  you  think  a  bill  that  authorizes  the  Federal 
wrve  Board  to  unload  an  unlimited  amount  of  Federal  Reserve 
irities  upon  the  banks  of  the  country  would  have  inflationary 
entialitiesf 

lr.  Loeb.  I  think  so;  yes,  sir. 
lenator  Glass.  That  is  nil  I  want  to  ask  you. 
Senator  McAdoo.  Would  you  think,  Mr.  Loeb,  that  $347,000,000 
■■greenbacks",  so-called,  which  are  United  States  notes,  circulat- 
notes,  against  which  there  is  a  40-percent  gold  reserve,  would  be 
money  ? 

lr.  Loeb.  May  I  have  that  question  again,  Senator* 
(enator  McAdoo.  We  have  outstanding  $347,000,000  of  money  in 
ited  States  notes,  commonly  called  "  greenbacks."    Against  them 
have  a  gold  reserve  of  about  40  percent.    Do  you  consider  those 
es  fiat  money? 

lr.  Loeb.  No ;  I  do  not,  because  it  has  been  tolerated.  But  you 
v  get  to  a  point  where  it  will  not  be  tolerated.  I  think,  in  other 
pds,  that  you  could  go  on  indefinitely,  by  the  same  argument,  and 
[  a  billion  here  or  2  billion  there  and  gradually  build  it  up.  I 
ik  it  depends  on  what  occurs  or  how  these  things  impinge  not 
y  upon  the  investing  public  but  upon  their  notions.  I  think  it 
I  come  back.  You  may  have  your  gold  coverage,  but  that  does  not 
it  is  going  to  remain  with  you.  By  the  very  act  of  creating  these 
rency  issues  based  on  that  gold,  you  may  lose  it. 
*nator  McAdoo.  Suppose  you  own  the  gold  ? 
lr.  Loeb.  You  do  not  own  all  of  it.  You  can  take  a  certain 
Mint,  perhaps.  You  might  be  able  to  stand  one  drink,  but  you 
:ht  not  be  able  to  take  the  whole  quart. 

•enator  MoAdoo.  Has  it  not  usually  been  considered  an  axiom 
)ng  bankers  that  if  you  limit  the  currency  to  an  amount  which 
;overed  by  a  gold  reserve  of  40  percent,  you  have  sound  cur- 
cy?  That  is  usually  what  they  have  contended  for.  We  car- 
1  that  in  the  Federal  Reserve  Act.     It  is  true  we  put  there  also 
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60  percent  of  commercial  paper  to  represent  the  remaining  60 
percent,  but  it  is  primarily  a  Government  note.  It  is  not  a  bank 
note.  There  is  no  Federal  Reserve  bank  note  today.  The  Govern- 
ment has  recourse  on  the  banks,  if  necessary,  for  that  60  percent 
But  we  have  40-percent  gold  against  these  greenbacks 

Senator  Glass.  You  have  no  reserve  at  all  now. 

Senator  McAdoo.  According  to  the  daily  income  statement  we  have, 
the  60-percent  fiat  either  had  to  be  bank  fiat  or  Government  fiat.  The 
Government's  responsibility  for  60-percent  fiat  was  greater  than  that 
of  any  hank's  responsibility  for  60-percent  fiat. 

Mr.  Loeb.  I  think  that  the  practice  or  the  custom  or  the  tradition, 
if  you  want  to  call  it  that,  of  coverage  of  our  circulation  has  a  vast 
effect.  I  can  easily  conceive  of  the  Government's  going  on  a  wild 
orgy  or  continuing  on  an  unbalanced  Budget  program  for  a  long 
time  and  thus  affecting  the  value  of  its  currency. 

Senator  McAdoo.  I  agree  that  if  the-  Government  were  just  to 
issue  Treasury  notes  to  pay  running  expenses  of  the  Government 
it  would  be  absolutely  vicious  and  absolutely  indefensible.  I  would 
not  stand  for  that  a  moment.  But  I  am  not  going  into  such  an 
extreme  case. 

Mr.  Loeb.  If  you  were  going  to  be  around,  perhaps,  Senator,  it 
would  be  all  right,  but  we  are  setting  up  here 

Senator  McAdoo.  With  a  40-percent  gold  reserve,  every  banker 
that  I  have  ever  known  until  recently  has  not  hesitated  to  say  he 
considered  it  the  basis  for  a  sound  currency  issue. 

Mr.  Loeb.  You  will  have  realized  by  this  time,  Senator,  that  I 
am  not  an  economist. 

Senator  McAdoo.  They  all  give  me  that  excuse. 

Mr.  Loeb.  Well,  I  am  not,  and  I  do  approach  it  with  great  amount 
of  hesitation.    I  should  like  to  discuss  it  with  you  some  day. 

Senator  McAdoo.  I  should  like  to  discuss  it  now. 

Mr.  Loeb.  I  want  to  think  about  it. 

Senator  McApoo.  The  point  that  I  want  to  bring  out  is  that  when 
you  talk  about  inflation,  it  is  just  about  every  man's  Opinion,  except 
that  there  are  a  few  fundamental  things.  It  is  conjectural  whether 
or  not  a  certain  amount  of  currency  issued  is  going  to  be  regarded  as 
inflationary  or  is  inflationary  in  fact.  I  have  not  found  anybody 
who  was  willing  to  give  any  definition  that  would  convey  anv  idea 
of  certainty. 

Mr.  Loeb.  I  do  not  want  to  "  pass  the  buck  ",  so  to  speak,  but  I 
think  another  member  of  our  council  will  perhaps  be  able  much  more 
intelligently  to  discuss  what  apparently  is  in  your  mind,  Senator. 

Senator  McAdoo.  I  would  like  to  see  him.     I  want  to  meet  him. 

Senator  Glass.  Well,  I  am  not  intelligent  enough  to  do  it;  but,  as 
a  matter  of  fact,  up  to  recently  no  part  of  our  currency  was  fiat  money. 
A  40  percent  gold  reserve  was  there.  It  was  there  to  be  paid  out  on 
demand,  and  the  60  percent  commercial  paper  was  there.  It  repre- 
sented a  commercial  transaction. 

Mr.  Loeb.  And  the  man  that  held  the  note  knew  that. 

Senator  Glass.  Yes.  It  represented  a  commercial  transaction. 
It  was  not  fiat. 

Senator  McAdoo.  But  the  Government  was  primarily  responsible. 
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11  the  gold  now  belongs  to  the  Government.     You  can  see  that, 

you  not? 

enator  Glass.  No;  I  do  not  see  it. 

enator  McAdoo.  I  am  not  asking  you;  I  am  asking  Mr.  Loeb. 

[r.  Loeb.  I  am  very  grateful  for  the  Senator's  help.    I  think  he 

uite  right.    It  is  in  the  Government's  possession.    There  is  that 

arence. 

enator  Glass.  The  Government  has  got  it. 

enator  McAdoo.  That  is  nine  points  of  the  law,  is  it  not  ? 

[r.  Loeb.  The  bill  proposes,  in  section  208,  that  no  specific  col- 

ral  be  pledged  by  the  Reserve  banks  as  security  for  the  issue  of 

eral  Reserve  notes,  although  it  retains  the  provision  that  a  reserve 

0  percent  in  gold  certificates  should  be  maintained  against  notes 

ictual  circulation.    This  leaves  the  door  open  for  an  indefinite 

ease  in  the  issue  of  currency,  particularly  if  the  rules  covering 

ible  paper  are  materially  broadened.     An  expansion  of  currency 

,  partakes  of  the  nature  of  inflation  should  be  avoided.     On  the 

tr  hand,  the  supply  should  be  sufficiently  adequate  to  care  for  the 

onal  and  the  somewhat  longer  demands  of  industry,  commerce, 

agriculture.  Under  proper  safeguards  it  should  also  be  sum- 
tly  flexible  to  cover  emergencies. 

he  pledging  of  specific  collateral  against  issues  of  Federal  Re- 
tt notes  as  provided  in  section  16  of  the  Federal  Reserve  Act 
ild  be  continued;  broadened,  however,  to  include  the  right  to 
Ige  assets  arising  out  of  the  operations  under  section  10  (B). 
agnizing,  however,  that  emergencies  may  arise,  an  open-market 
mittee,  constituted  as  suggested  earlier  in  this  statement,  should 
lothed  with  the  power  to  permit  the  use  of  United  States  securi- 
as  collateral  under  emergency  conditions  and  subject  to  the  lim- 
ions  herein  suggested  The  proposal  of  the  Federal  Advisory 
ncil.  on  uages  11  and  12,  essentially  covers  my  thought  on  the 
ect. 

Because  of  the  impossibility  of  developing  general  legislation 
loans  on  real  estate  that  would  be  uniformly  equitable  throughout 
United  States,  it  is  suggested  that  a  maximum  of  appraisals  that 
'  be  loaned  by  member  banks  be  fixed  in  two  classes : 
irst.  Five-year  loans — the  regulations  of  the  present  act  regard- 
such  loans  should  be  continued. 

econd.  That  loans  may  be  made  for  a  period  not  longer  than  12 
•s  in  an  amount  not  in  excess  of  60  percent  of  the  appraised  value 
be  time  the  loan  is  made,  based  upon  an  annual  reduction  of  5 
•ent  of  the  original  amount  of  the  loan.  The  present  regulations 
irding  the  area  in  which  member  banks  may  make  loans,  as  well 
he  aggregate  amount  of  real-estate  loans  a  member  bank  may 
:e,  should  be  limited  as  provided  in  the  existing  act,  except  that, 
ect  to  rules  and  regulations  from  time  to  time  promulgated  by  a 
eral  Reserve  bank  for  its  district,  the  volume  of  real-estate  loans 
!e  by  member  banks  may  be  increased  to  an  amount  not  exceed- 

100  percent  of  the  unimpaired  capital  of  the  lending  member 
k  plus  its  unimpaired  surplus  fund,  or  not  in  excess  of  60  per- 
.  of  the  total  of  its  time  and  savings  deposits,  whichever  is  the 
iter.  Real-estate  loans  should  be  defined  not  only  as  loans  sc- 
d  by  first  mortgage  on  real  estate  but  also  "  other  real  estate  " 
lired  through  foreclosure  or  otherwise,  excepting  bank  premises. 
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It  seems  entirely  desirable  to  continue  to  limit  bank  loans  on  real 
estate  to  properties  located  within  the  Federal  Reserve  district  or 
situated  within  a  radius  of  100  miles  if  across  the  district  lines,  as  a 
bank  will  be  in  a  better  position  to  ascertain  values  if  the  property 
is  not  too  far  distant.  And,  too,  if  no  amortization  feature  is  to  be 
included  in  the  agreement,  too  large  a  loan  should  not  be  made,  hence 
the  suggestion  that  short-term  unamortized  loans  be  restricted  to 
50  percent  of  value,  as  provided  in  present  law.  With  the  inclusion 
of  an  amortization  clause,  it  would  seem  proper  to  raise  the  loan  to 
40  percent  of  value,  for  the  added  10  percent  would  be  paid  off  in 
2  years,  and  to  extend  loans  for  a  longer  period.  It  is  not  felt,  how- 
ever, that  such  loans  should  be  made  for  as  long  as  20  years;  it  is 
suggested,  therefore,  that  12  years  be  made  the  maximum. 

In  connection  with  this  discussion,  which  relates  to  section  210  of 
the  proposed  bill,  and  which  is  covered  in  page  13  of  the  Federal 
Advisory  Council's  statement,  the  thought  also  is  advanced  that  real 
estate  taken  over  by  a  bank,  other  than  that  required  for  its  banking 
facilities,  should  be  included  in  calculations  of  the  permissible  amount 
of  real-estate  loans.  In  effect,  such  properties  constitute  a  very  direct 
loan  on  real  estate. 

The  proposal  that  the  reserve  banks  should  control  the  volume 
of  loans  that  the  banks  in  their  respective  districts  may  make  on 
real  estate  over  and  above  the  present  statutory  limit  is  prompted 
by  the  fact  that  thev  are  more  closely  in  touch  with  local  develop- 
ments than  is  the  Federal  Reserve  Board  and  are  in  a  position  to 
apply  control  at  the  proper  time  should  unhealthy  developments 
manifest  themselves. 


The  Senate  bill  on  page  9  provides  that  the  directors  of  the 
F.  D.  I.  C.  shall  give  consideration  to  the  following  factors: 

The  financial  history  find  condition  of  the  bank,  tlie  adequacy  of  Its  capiul 
structure,  its  future  earnings  prospects,  the  general  character  of  Its  manage- 
ment, the  convenience  and  needs  of  the  community  to  he  served  by  the  bank,  and 
whether  or  not  Its  corporate  powers  are  consistent  with  the  purposes  of  this 
section. 

In  the  bill  finally  passed  by  the  House  this  was  reduced  to  "the 
financial  condition  of  the  bank  and  the  adequacy  of  its  capital 
structure." 

Having  erected  a  structure  of  deposit  insurance,  it  is  essential 
that  the  highest  standards  of  hanking  be  maintained.  Some  may 
hold  that  consideration  of  the  financial  condition  of  a  bank  tod 
adequacy  of  capita]  structure  automatically  involve  consideration 
of  the  more  detailed  factors  originally  listed,  but  this  need  not  be  so. 
The  seeds  of  future  difficulties  at  times  may  be  found  in  the  bank 
itself  or  in  the  community  which  it  serves.  It  is  of  importance, 
therefore,  that  the  preliminary  investigation  should  be  thorough 
and  the  Congress  should  throw  about  the  system  it  has  created  such 
specific  safeguards  as  may  be  effective  nnd  at  the  same  time  practical. 
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Accordingly,  I  favor  the  retention  of  the  provisions  as  they  appear 
in  the  Senate  bill. 


(Title  I,  sec.  8,  p.  10) 

The  Senate  bill  provides  that  the  directors  of  the  F.  D.  I.  C.  may 
fix  a  lower  rate  of  assessment  or  make  refunds  on  the  previous  pay- 
ment if  available  funds,  experience,  and  conditions  warrant  such  a 
course.  The  proposal  of  the  Federal  Advisory  Council,  given  on 
page  I  of  its  statements,  goes  a  little  further  and  would  permit  the 
directors  to  "determine  that  there  should  be  no  assessment."  The 
bill  passed  by  the  House,  however,  in  section  8  of  title  I  does  not 
provide  for  possible  reductions  or  elimination  of  the  assessment. 

It  may  happen  that  there  will  be  an  undue  accumulation  of  funds 
in  the  hands  of  the  F.  D.  I.  C,  so  that  there  would  be  no  good  reason 
for  further  accumulation  of  an  insurance  reserve.  Realizing  that  at 
most  only  optional  reductions  are  provided  for,  and  that  the  F.  D. 
I.  C.  would  always  be  in  a  position  to  levy  assessments  in  full  if  nec- 
essary, I  think  that  such  optional  privileges  of  reducing  or  eliminat- 
ing assessments  should  be  retained  m  the  Dill. 

PAHTICIPATION  OF  NONMEMBEBS  IN  INSURANCE 


The  paragraph  designated  (2)  on  page  9  of  the  bill  before  you  pro- 
vides that  national  nonmember  banks  and  State  nonmember  banks 
may  participate  in  deposit  insurance  until  July  1,  1937,  if  they  can 
meet  the  requirement  of  the  corporation  as  nonmember  banks,  after 
which  membership  in  the  Federal  Reserve  System  is  obligatory. 
The  time  limit  is  removed  in  the  bill  as  it  passed  the  House  of 
Representatives. 

I  am  in  favor  of  retaining  the  time  limit  within  which  an  insured 
bank  must  become  a  member  of  the  Federal  Reserve  Systenij  although 
I  would  not  be  averse  to  the  inclusion  of  a  provision  that  this  require- 
ment should  be  waived  in  the  case  of  nonmember  banks  with  deposits 
of  less  than  an  amount  to  be  agreed  upon.  In  setting  this  deposit 
amount  or  deadline  consideration  should  be  given  to  the  extent  to 
which  the  volume  of  deposits  of  such  nonmember  banks  could  impair 
the  effectiveness  of  Federal  Reserve  System  action  and  thus  impair 
one  of  the  most  important  elements  in  the  deposit-insurance  program, 


to  wit,  the  unification  of  the  banking  system.  In  order  that  no  con- 
siderable volume  of  banking  resources  may  develop  outside  of  the 
Federal  Reserve  System,  I  suggest  that  regardless  of  size  no  bank 
organized  hereafter,  whether  nonmember  National  or  State  institu- 
tion, should  be  permitted  to  become  a  member  of  the  F.  D.  I.  C.  unless 
at  the  same  time  it  becomes  a  member  of  the  Federal  Reserve  System. 

Senator  MoAdoo.  Let  me  interrupt  you  just  a  moment.  Do  you 
consider  an  amortized  real-estate  loan  where  there  is  a  monthly  pay- 
ment plan  a  more  liquid  loan  than  a  firm  loan  of  5  years  f 

Mr.  Loeb.  Yes.  sir :  that  is  my  experience. 
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Senator  McAdoo.  Would  it  be  preferable  to  grant  the  power  to 
make  a  longer  term  amortized  real-estate  loan,  inasmuch  as  the  short- 
term  real-estate  loan  is  authorized  by  the  present  law ! 

Mr.  Loeb.  Do  you  mean  whether  it  would  be  better  to  make  all 
loans  on  an  animal  payment  basis? 

Senator  McAdoo.  Well,  make  it  in  the  alternative. 

Mr.  Loeb.  That  is  what  I  suggest  here. 

Senator  McAdoo.  Do  you  suggest  12  years  ? 

Mr.  Loeb.  Yes,  sir. 

Senator  McAdoo.  Do  you  think  that  is  long  enough? 

Mr.  Loeb.  Yes,  sir,  I  do;  for  a  national  bank  set-up  as  we  are 
today  in  trust  relationship  to  our  depositors  and  with  the  experi- 
ences that  we  have  passed  through.  And,  again,  personally  I  can- 
not attune  myself  to  real-estate  loans,  but  I  can  realize  that  in  the 
rest  of  the  country  it  is  a  very  vital  and  important  consideration 
in  banking,  and  I  am  approaching  it  from  that  standpoint,  at  the 
same  time  keeping  in  mind  the  element  of  safety  to  those  banks. 

Senator  McAdoo.  That  of  course  is  vital :  but  what  I  am  trying  to 
arrive  at  is  whether  or  not  the  short  term  of  12  years  does  not  impose 
an  amortization  charge  that  makes  it  very  burdensome  to  the 
borrower. 

Mr.  Loeb.  The  payments  are  based  on  a  20-year  term,  5  percent 
a  year.  As  far  as  the  borrower  is  concerned,  he  pays  on  that  basis 
as  though  it  were  completely  amortized. 

Senator  McAdoo.  That  would  not  be  difficult,  because  that  is  a 
20-year  loan.     You  said  12  years,  I  understood. 

Mr.  Loeb.  And  the  annual  payment  to  the  5  percent  so  that  at  the 
end  of  the  12  years  the  lenders  advance  is  40  percent  of  the  original 
amount.    I  am  speaking  of  the  annual  reduction. 

Senator  Glass.  Do  you  think  commercial  banks  should  engage 
in  real-estate  loans? 

Mr.  Loeb.  Senator,  I  thought  I  answered  that  by  saying  that  I 
could  not  attune  my  mind  personally  to  it.  It  seems  to  oe  hard 
for  me  to  shake  my  traditions,  so  to  speak.  But  I  do  see  that  there 
is  a  place  for  it,  particularly  as  we  do  not  appear  to  have  developed 
up  to  the  present  time  any  method  or  way  for  capital  groups  to  take 
care  of  those  situations  properly. 

Senator  Glass.  We  have  developed  an  immense  capital  group  to 
take  care  of  that.    The  Government  owns  them  all  now,  does  it  not! 

Mr.  Loeb.  I  am  contemplating  that  that  is  not  permanent.  My 
theory  or  my  hope,  at  least,  is  that  the  thing  may  not  be  made  perma- 
nent. 

Senator  Glass.  Are  you  familiar  with  the  Canadian  banking 
system  ? 

Mr.  Loeb.  Not  sufficiently  to  discuss  it- 
Senator  Glass.  There  has  not  been  a  bank  failure  in  Canada  dur- 
ing this  whole  depression  period,  has  there? 

Mr.  Loeb.  I  thought  you  meant,  Was  I  familiar  with  the  new 
Canadian  bank  act? 

Senator  Glass.  I  think  that  statement  is  substantially  correct. 

Mr.  Loeh.  I  have  been  told  there  are  some  few  failures. 

Senator  Glass.  Do  they  permit  commercial  banks  to  make  real- 
estate  loans? 

Mr.  Loeb.  I  do  not  know.    I  am  rather  inclined  to  think  they  do. 
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Senator  Glass.  I  think  not. 

Senator  McAdoo.  In  any  case,  you  have  the  right  to  restrict  the 
amount  that  can  be  invested  in  such  loans. 

Mr.  Loeb.  Until  we  can  take  care  of  what  appears  to  be  a  justifiable 
demand,  always  sufficiently  safeguarded,  because  even  though  we  have 
this  percentage  of  time  or  savings  deposits,  we  are  using  what  is 
very  likely  to  be  looked  upon  by  the  time  or  savings  deposits  as  some- 
thing that  is  more  liquid  than  we  contemplate. 

There  is  one  thing  in  connection  with  real-estate  loans  to  which  I 
would  like  to  call  your  attention,  and  that  is  the  fact  that  the  House 
bill  seemed  to  change  the  Senate  bill  with  regard  to  the  inclusion  in 
real-estate  loans  of  other  real  estate  which  might  arise  out  of  fore- 
closures or  in  other  ways.  The  Senate  bill  covers  that  beautifully, 
but  the  House  bill  changes  it  and  leaves  it  in  rather  vague  terms.  I 
think  that  that  ought  to  be  quite  definitely  included  in  the  volume  of 
real-estate  loans. 

There  is  just  one  other  feature  that  I  want  to  stress  with  reference 
to  the  suggestion  that  I  understand  has  been  made  for  permitting 
membership  in  the  Federal  Deposit  Insurance  Corporation  of  banks 
with  deposits  of  less  than  an  agreed-upon  amount.  It  simply  should 
apply  to  those  banks,  and  that  banks  hereafter,  nonmember  national 
banks  and  State  banks  hereafter  organized  and  chartered  should  be 
compelled  to  enter  the  system  if  they  are  members  of  the  F.  D.  I,  C. 
That  is  not  clearly  stated  in  the  House  bill.  It  is  clearly  stated  in  the 
Senate  bill. 

Senator  Glass.  We  are  obliged  to  you  for  your  statement. 

The  subcommittee  will  recess  until  2  o'clock,  when  we  will  meet  in 
the  Appropriations  Committee  room  at  the  Capitol  to  hear  the  other 
witnesses. 

(Whereupon,  at  12 :  15  p.  m.,  a  recess  was  taken  until  2  p.  m..  to 
meet  in  the  committee  room  of  the  Senate  Committee  on  Appropria- 
tions in  the  Capitol.) 

AFTERNOON    SESSION 

The  subcommittee  resumed  its  session  at  2  p.  m.,  at  the  expiration 
of  the  recess,  in  the  committee  room  of  the  Senate  Committee  on 
Appropriations,  in  the  Capitol. 

Senator  Glass.  Mr.  Frost,  you  may  proceed. 

STATEMENT  OF  JOSEPH  H.  FROST,  MEMBER,  FEDERAL  ADVISORY 
COUNCIL,  REPRESENTING  THE  ELEVENTH  FEDERAL  RESERVE 
DISTRICT;  PRESIDENT  FROST  NATIONAL  BANE,  SAN  ANTONIO, 

TEX. 

Senator  Glass.  For  the  record,  just  give  your  name  and  position, 
and  we  will  be  glad  to  hear  you. 

Sir.  Frost.  Mv  name  is  Joseph  H.  Frost,  member  of  the  Federal 
Advisory  Council,  representing  the  Eleventh  Federal  Reserve  Dis- 
trict, and  president  of  the  Frost  National  Bank,  San  Antonio,  Tex. 

In  listening  to  the  questions  this  morning  I  formed  an  idea  that  I 
ought  in  the  beginning  to  make  a  statement  before  presenting  my 
evidence,  to  this  effect,  that  it  was  my  own  feeling  ana  I  think  I  can 
safely  say  that  it  was  the  feeling  of  every  member  of  the  Advisory 
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Council,  that  it  would  have  been  very  much  better  for  title  II  never 
to  have  been  introduced  and  that  all  the  statements  that  have  been 
made  by  the  Council  and  recommendations  made  by  the  Council  are 
made  purely  for  the  reason  that  it  was  introduced  and  sponsored,  as 
we  thought,  by  the  Federal  Reserve  Board,  which  is  such  a  high 
authority  that  we  believed  it  was  liable  to  become  law.  So  that  we 
made  these  recommendations  fearing  that  and  thinking  that  if  it 
should  become  law  it  would  be  better  for  us  to  get  our  recommenda- 
tions in  to  modify  the  original  title  II  as  written. 

Senator  Glass.  You  supposed  it  had  been  authorized  by  the  Fed-    : 
eral  Reserve  Board  ? 

Mr.  Frost.  Certainly,  sir;  naturally. 

Senator  Glass.  My  very  definite  information  is  that  no  member 
of  the  Federal  Reserve  Board  saw  the  bill  until  it  was  introduced  in 
the  House  and  Senate  and  printed. 

Mr.  Frost.  Well,  of  course,  you  know  about  that,  and  we  did  not 
know.     I  do  not  know  just  how  we  got  the  impression,  but  I  know 

Eersonally  that  I  was  under  the  impression  that  it  was  sponsored 
y  the  Federal  Reserve  Board  and  therefore  it  very  likely  would  be 
looked  on  with  favor  by  Congress. 

Senator  Glass.  Do  you  know  of  anybody  ever  associated  with  the 
Federal  Reserve  banking  system  who  was  conferred  with  about  this 
bill  before  it  was  prepared  and  introduced  ? 

Mr.  Fbost.  No,  sir;  I  do  not  know  of  anyone. 

Senator  Glass.  The  Secretary  of  the  Treasury  is  on  record  as  tell- 
ing me  here  in  this  room  that  he  had  never  read  a  word  of  it;  and 
the  Comptroller  of  the  Currency  is  on  record  as  saying  that  he  had 
not  favored  its  incorporation  in  this  bank  bill;  and  my  information, 
which  I  am  sure  is  correct,  is  that  no  member  of  the  Federal  Reserve 
Board  saw  the  bill  until  it  was  introduced  and  printed. 

You  may  proceed  with  your  statement. 

Mr.  Frost.  My  statement  is  a  little  different  in  type  from  the 
statements  which  the  other  members  of  the  Council  have  offered, 
in  that  I  have  not  attempted  to  cover  the  bill  in  detail,  but  have 
confined  myself  to  the  part  that  has  disturbed  me  the  most,  and  that 
has  to  do  with  the  management  of  the  Federal  Reserve  System  and 
the  dangers,  as  I  believe,  of  uncontrolled  inflation. 

It  is  my  understanding  that  my  appearance  before  this  committee 
has  come  from  the  fact  that  I  am  a  member  of  the  Federal  Advisory 
Council,  and  I  believe  that  it  is  appropriate,  therefore,  that  I  ex- 
press myself  to  the  committee  as  being  in  entire  accord  with  the 
statement  and  recommendations  made  by  that  body  and  which  are 
already  on  file  with  you. 

I  presume,  however,  that  it  is  the  desire  of  your  committee  to 
have  me  express  my  own  personal  views  with  regard  to  what  seems 
to  me  to  be  the  most  important  features  of  the  Council's  report 
and  of  the  proposed  banking  legislation,  and  I  would  like,  therefore, 
to  submit  this  as  a  general  statement. 

In  the  first  place,  title  I  and  title  III  of  the  bill  do  not  seem  to 
me  to  provide  for  changes  in  the  existing  law  which  justify  serious 
apprehension  on  the  part  of  those  engaged  in  the  banking  business 
or  on  the  part  of  business  or  the  general  public.  On  the  contrary,  in 
title  I  of  the  bill  a  definite  maximum  annual  assessment  against 
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is  which  are  members  of  the  Federal  Deposit  Insurance  Corpora- 
bus  been  provided  for,  which  is,  of  course,  a  most  desirable  and 
ssary  provision.  It  is,  however,  my  opinion  that  one-eighth  of 
rcent  of  the  total  deposits  is  a  burden  which  is  unreasonably 

and  entirely  too  great  for  member  banks  to  bear  under  either 
lal  or  abnormal  conditions.  It  is  my  own  feeling  (and  I  believe 
this  feeling  is  concurred  in  by  practically  all  experienced  bank- 
i)  the  United  States)  that  the  theory  of  deposit  insurance,  or  a 
anty  of  deposits  of  any  kind,  is  basically  unjust,  unsound,  and 
ncd  to  ultimate  failure.  However,  realizing  that  Congress  and 
administration  in  power  have  definitely  decided  to  give  it  a 
,  I  shall  not  impose  upon  the  time  of  this  committee  by  dis- 
ng  the  theory,  but  shall  be  content  to  urge  the  recommendation 
le  Federal  Advisory  Council  to  the  effect  that  a  limitation  of 
sments  in  any  one  year  to  one-twelfth  of  1  percent  of  deposits 
lade,  and  that  annual  assessments  be  not  mandatory  but  levied 

as  necessary. 

lieving  that  no  good  purpose  can  be  served  by  a  further  dis- 
on  on  my  part  of  titles  I  and  III,  I  shall  confine  my  further 
ment  to  title  II,  which  provides  for  basic  changes  in  law  af- 
ng  the  Federal  Reserve  System. 

discussing  the  proposed  changes  I  feel  that  it  is  necessary  to 
ne  my  own  understanding  of  the  purposes  underlying  the  origi- 
Tederal  Reserve  Act.  The  experiences  gained  during  the  panic 
>07  made  it  seem  apparent  to  Congress  and  the  public  generally 
the  difficulties  which  had  arisen  could  have  been  very  much  more 
jntly  met  and  controlled  if  we  had  had  in  this  country  a  more 
ic  currency  medium,  one  more  susceptible  to  expansion  and  con- 
ion,  in  the  place  of  a  definite,  fixed  volume,  which  could  only  be 
ted  by  the  export  and  import  of  gold.     As  a  result  of  this  impres- 

some  years  of  study  and  investigation  followed,  which  produced 
temporary  measure  the  Aldrich-Vreeland  Act  and  ultimately  the 
ral  Reserve  Act  itself. 

ie  Federal  Reserve  Act,  as  I  understand  it,  in  the  first  place 
iptcd  to  place  the  control  of  currency  and  banking  credit  in  the 
s  of  a  body,  the  Federal  Reserve  Board,  ajid  a  system  of  regional 
s,  and  it  is  my  further  understanding  that  the  theory  of  complete 
wndenee  from  political  influence  or  the  influence  of  any  adminis- 
on  in  power  was  one  of  the  principal  objects  attempted  to  be 
ned. 

obably  the  most  basic  underlying  principle  of  the  Federal  Re- 
i  Act  was  that  the  elasticity  feature  of  the  currency  was  to  be 
uatic  and  governed  by  the  requirements  of  industry,  commerce, 
agriculture,  as  well  as  by  unusual  requirements  of  currency  for 
Jing  caused  by  fright  and  movements  of  gold  into  and  out  of  the 
try.  It  was  believed  (and  correctly  so,  I  think)  that  these 
rements  would  obtain  expression  by  the  rediscounting  of  assets 
?mber  banks  when  the  larger  volume  of  currency  or  credit  might 
■cessary  and  by  a  gradual  retirement  of  such  rediscounts  as  the 

credit  or  deposit  structure  might  be  able  to  adjust  itself  to  a 
•d  contraction. 

the  time  that  the  Federal  Reserve  System  was  established 
eserves  of  member  banks,  as  well  as  the  subscriptions  to  stock  in 
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the  Federal  Reserve  banks,  represented  gold  or  its  equivalent;  and 
there  was  do  thought  that  anything  else  was  or  should  be  con- 
sidered a  proper  reserve  against  deposits  except  for  the  purpose  of 
temporarily  meeting  additional  requirements  tor  currency  or  credit 
by  commerce,  industry,  and  agriculture.  Whenever  such  require- 
ments might  appear,  banks  would  automatically,  in  order  to  be  able 
to  meet  these  requirements,  rediscount  with  the  Federal  Reserve 
hanks;  and  the  law  provided  that  such  rediscounts  should  be  obli- 
gations obtained  by  the  member  banks  in  the  granting  of  credit  to 
commerce,  industry,  and  agriculture.  After  such  rediscounts  had 
been  acquired  by  the  Federal  Reserve  banks,  it  was  contemplated 
that  their  retirement  would  likewise  be  automatic,  for  the  reason 
that  member  banks  would  normally  prefer  to  be  out  of  debt  to  the 
System  and  would  have  the  further  incentive  of  preferring  not  to 
pay  the  penalty  of  interest  on  the  rediscounts. 

The  open-market  operations  of  the  System  to  any  such  extent  as 
they  have  developed  in  recent  years  were  not  remotely  contem- 
plated, and,  as  a  matter  of  fact,  were  not  actually  entered  into  as 
a  practice  of  the  Federal  Reserve  banks  until  4  or  5  years  after  the 
end  of  the  World  War,  and  then  only  in  a  comparatively  small 
volume.  The  first  time  that  anyone  ever  thought  of  creating  ex- 
cess reserves  in  any  appreciable  volume  for  member  banks  was  dur- 
ing the  year  1932,  when  the  Federal  Reserve  System  undertook 
an  easy-money  policy  for  the  purpose  of  increasing  the  market  price 
not  only  of  Government  bonds  but  of  all  bonds,  and  for  the  further 
purpose  of  inducing,  or  forcing,  member  banks  to  make  loans  of  ■ 
character  which  they  had  never  before  felt  justified  in  making — 
the  underlying  thought,  of  course,  being  that  this  would  prevent 
further  contraction  of  bank  credit  and  further  losses  to  banks  by 
low  market  values  on  bonds  and  other  investments  which  they 
already  held. 

It  is  my  own  opinion  that,  at  the  time  the  tremendous  open- 
market  purchases  were  inaugurated  in  1932  and  again  revived  in 
1933,  the  intention  was  not  to  produce  a  condition  which  would 
make  it  a  simple  matter  for  the  Government  to  finance  continued 
deficits  by  soiling  its  bonds  to  the  member  banks  at  inflated,  ab- 
normal, and  artificial  prices,  hut,  nevertheless,  such  a  result  was 
sure  to  and,  as  a  matter  of  fact,  did  follow  the  operation. 

Today,  the  Federal  Reserve  System  holds  $2,430,000,000  of  Gov- 
ernment obligations  which  have  been  purchased  in  the  open  market, 
and  the  proceeds  of  such  purchases  have  passed  through  the  hands 
of  the  member  banks  and  created  reserves  of  those  member  banks 
in  the  Federal  Reserve  System  to  an  exact  corresponding  amount. 
Since  reserves  in  the  System  amount  to  identically  the  same  thing  as 
gold  or  currency,  member  banks  are  able  to  make  loans,  purchase 
Government  bonds  or  other  investments,  and  thus  create  a  cor- 
responding deposit  liability  of  fully  10  times  the  amount  of  this 
reserve  of  $2,430,000,000  which  has  been  created  purely  by  open- 
market  purchases  of  the  System.  These  reserves  of  member  bank? 
are,  for  all  practical  purposes,  potential  currency,  60  percent  of 
which  are  secured  by  nothing  except  other  unsecured  promises  of 
the  Government,  and  to  that  extent  are  pure  fiat  currency.  The 
difference  between  reserves  created  by  open-market  purchases  and 
those  created  by  rediscounts,  or  borrowing  of  member  banks,  is  basic 
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in  that  the  one  has  behind  it  an  unsecured  promise  for  money  bor- 
rowed and  spent,  whereas  the  other  has  behind  it  obligations  arising 
from  commercial,  industrial,  or  agricultural  operations  which  will, 
as  a  normal  completion  of  these  operations,  be  liquidated  in  full 
within  a  short  maturity  date.  Also,  there  is  always  the  urge  on  the 
part  of  member  banks  to  get  out  of  debt  and  decrease  their  re- 
discounts, whereas  there  is  no  such  urge  for  the  disposal  of  open- 
market  purchases. 

This  is  very  well  evidenced  by  the  fact  that,  during  a  great  part 
of  the  time  that  the  open-market  purchases  were  made,  those  re- 
sponsible for  such  purchases  gave  the  country  to  understand  that 
they  were  necessary  in  order  to  offset  gold  exports  and  hoarding. 
During  the  past  15  months,  tremendous  amounts  of  currency  have 
come  out  of  hoarding  back  into  the  banks,  and  at  least  a  billion  and 
a  half  of  gold  imports  have  come  into  the  country,  and  there  has 
been  no  urge  sufficient  to  make  it  seem  desirable  to  those  in  authority 
to  decrease  open-market  holdings  by  a  corresponding  amount,  or 
by  any  amount  whatsoever.  The  result  of  all  this  is  that  member 
banks  have  become  so  loaded  up  with  Government  bonds  and  other 
securities  at  inflated  and  artificially  high  prices  that  if  normal  con- 
ditions are  ever  allowed  to  return,  the  market  loss  to  member  banks 
on  their  investments  necessarily  will  be  of  such  great  proportions  as 
to  seriously  endanger  the  capital  structure  of  the  entire  banking 
system  of  the  country. 

With  this  background,  my  attitude  with  regard  to  the  provisions 
of  the  proposed  banking  bill  can  be  easily  appreciated.  In  the 
first  place,  it  is  my  belief  that  the  recommendations  of  the  Council 
with  regard  to  section  203  (p.  48)  of  the  bill) ,  reducing  the  member- 
ship of  the  Federal  Reserve  Board  and  eliminating  the  Secretary 
of  the  Treasury  and  the  Comptroller  of  the  Currency  as  ex-officio 
members,  is  extremely  important  in  connection  with  the  effort  to 
remove  the  Federal  Reserve  Board  from  political  influence. 

Also,  the  recommendations  of  the  Council  with  regard  to  sec- 
tion 205  outlining  a  plan  for  an  open-market  committee  comprised 
of  the  entire  Federal  Reserve  Board  and  four  governors  of  Federal 
Reserve  banks  elected  by  all  the  governors  of  the  Federal  Reserve 
Banks,  would  be  helpful  in  further  eliminating  political  influence 
and  in  securing  a  broader  viewpoint  and  more  independent  decisions 
as  to  open-market  policies. 

Section  206  in  my  opinion,  is  directly  in  violation  of  the  spirit 
of  the  original  Federal  Reserve  Act,  since  it  permits  the  accumula- 
tion of  assets  in  the  Federal  Reserve  System  against  which  currency 
and  reserves  are,  or  can  be,  created — which  assets  may  not  be  of  a 
self-liqui dating  character,  such  as  real-estate  loans,  bonds,  and  other 
investment  securities.  The  recommendations  of  the  Council  with 
regard  to  that  section  recognizes  the  desirability  of  permitting  the 
Federal  Reserve  System  to  come  to  the  relief  of  solvent  member 
banks  who  do  not  have  eligible  self-liquidating  assets,  but  they 
have  suggested  a  condition  which  would  tend  to  prevent  an  undue 
or  unreasonable  amount  of  such  assets  as  a  basis  for  currency  or 
reserves.  Their  recommendation  is  that  the  Federal  Reserve  bank 
may  make  advances  on  any  sound  assets  provided  the  member  bank 
applying  for  such  advances  shall  first  have  exhausted  its  presently 
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eligible  paper  and  shall  also  pay  a  penalty  rate  of  1  percent  higher 
than  the  rate  required  for  the  rediscount  of  eligible  assets. 

Senator  Glass.  Did  you  say  specifically  100  percent  or  at  least 
100  percent! 

Mr.  Fbost.  The  higher  the  better.  At  least  100  percent  would  be 
very  much  better  than  what  I  have  here. 

The  recommendation  of  the  Council  with  regard  to  section  208  is. 
to  my  mind,  the  most  important  of  all  the  recommendations  which 
they  have  made.  This  recommendation  takes  cognizance  of  the  fact 
that,  under  the  provisions  of  the  bill,  the  Federal  Reserve  System 
may,  and  under  political  influence  probably  would,  purchase  Gov- 
ernment obligations,  thus  creating  either  currency  or  reserves  for 
member  banks  in  order  to  finance  continued  deficits  of  the  Govern- 
ment. 

When  it  is  realized  that  an  open-market  purchase  of  $100,000,000 
of  Government  bonds  absolutely  creates  the  ability  on  the  part  of 
member  banks  to  purchase  $1,000,000,000  of  Government  bonds,  thus 
increasing  their  deposit  liabilities  to  that  amount,  it  is  not  difficult  to 
understand  how  Government  deficits  to  the  extent  of  20  billion,  30 
billion,  40  billion,  or  any  conceivable  amount  can  be  forced  into  the 
hands  of  the  banks  in  the  form  of  Government  bonds. 

The  recommendations  of  the  Council  are  made  for  the  purpose 
of  preventing  the  issuance  of  currency  on  the  basis  of  Government 
bonds  held,  and  while  the  Council's  recommendations  would  still 
permit  the  Federal  Reserve  System  to  create  reserves  by  open- 
market  purchases,  those  in  charge  of  the  System  would  necessarily 
have  in  mind  the  fact  that  currency  can  be  demanded  against  re- 
serves and  that  this  demand  could  very  well  arise  through  currency 
hoarding  caused  by  fright.  They  would  also  have  in  mind  that 
sufficiently  large  exports  of  gold  could  produce  a  condition  where 
the  Federal  Reserve  System  would  not  have  sufficient  collateral  to 
protect  their  present  outstanding  note  issues  without  disposing  of 
some  of  their  excessive  holdings  of  Government  bonds,  thus  bring- 
ing about  the  necessity  for  rediscounting  on  the  part  of  member 
banks,  which  would,  of  course,  put  them  in  possession  of  an  eligible 
base  for  the  issuing  of  currency. 

Naturally  it  is  possible  under  the  new  bill  for  a  wise  administration 
of  the  System  to  refuse  to  allow  the  use  of  the  System  as  a  medium 
for  the  financing  of  Government  deficits,  or  to  permit  reserves  and 
currency  issues  to  be  based  on  Government  obligations,  but  if  we  ar» 
to  expect  such  an  administration  of  the  System  under  the  new  bill, 
there  can  be  no  possible  advantage  to  be  gained  by  enacting  into  law 
the  permission  to  base  unlimited  currency  issues  on  Government 
bonds  and  to  finance  Government  deficits  without  limit  through 
open-market  purchases  of  Government  bonds.  In  other  words,  if 
the  proponents  of  this  provision  of  the  bill  do  not  intend  to  use  it. 
why  do  they  want  the  permission!  Permissive  legislation  should 
never  be  passed  unless  it  is  expected  and  intended  to  be  used. 

If  this  does  not  seem  reasonable,  please  refer  to  section  204,  ea 
page  51  of  the  bill,  which  provides  that  it  is  the  duty  of  the  Federal 
Reserve  Board  to  exercise  its  powers  in  such  manner  as  to  promott 
conditions  conducive  to  business  stability,  and  to  mitigate  by  ill 
influence  unstabilizing  fluctuations  in  the  general  level  of  production 
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trade,  prices,  and  employment,  so  far  as  may  be  possible  within  the 
scope  of  monetary  action  and  credit  administration.  Can  anyone 
imagine  the  Governor  of  the  Federal  Reserve  Board  asking  for  tin- 
power  provided  in  section  208,  accepting  the  mandate  of  section  2<)4, 
and  then  failing  to  use  the  power  asked  for? 

Senator  McAdoo.  Are  you  speaking  of  the  House  hill  or  of  the 
Senate  hill? 

Mr.  Frost.  I  am  speaking  of  the  House  hill,  because  I  did  not  have 
a  copy  of  the  Senate  hill  when  I  prepared  my  statement.  Section 
2(14  (o)  provides  for  the  duties  of  the  Board. 

Any  can  anyone  contemplate  with  equanimity  the  issuance  of  bil- 
lion- and  billions  more  of  liat  currency,  either  for  financing  Govern- 
ment deficits  or  for  the  purpose  of  raining  the  price  structure  and  con- 
sequently cost  of  living*  No.  The  experience  which  we  have  had 
in  this  country  with  "  permissive  "  legislation  has  not  been  such  as  to 
inspire  any  great  amount  of  confidence  in  such  powers  not  being  used 
by  those  requesting  the  permission.  I  am  personally  disposed  to 
follow  the  American  tradition  of  limiting  by  written  laws  the  powers 
of  those  whom  we  have  placed  in  authority  above  us,  and  this  does 
not  in  any  way  indicate  that  1  do  not  have  proper  confidence  in  and 
respect  for  the  judgment  and  wisdom  of  our  present  rulers. 

In  conclusion  I  wish  particularly  to  direct  your  attention  to  the 
general  statement  which  the  Federal  Advisory  Council  has  made  in 
their  preamble  to  their  recommendations  in  connection  with  title  II, 
(Hi  page  4.  In  the  first  paragraph  of  that  statement  the  council  ques- 
tions whether  there  is  any  emergency  at  the  present  time  which  makes 
it  nece^ary  to  enact  into  law  the  provisions  of  title  II  without  further 
careful  consideration  and  study:  and  in  the  final  sentence  of  that 

Earugruph  the  council  states  that  it  would  seem  most  desirable  to 
ave  another  detailed  study  made,  analogous  to  the  one  which  pre- 
ceded the  enactment  of  the  Federal  act. 

It  is  my  own  personal  strong  belief  that,  even  if  Congress  should 
at  this  time  enact  a  law  putting  into  it  all  of  the  safeguards  which 
the  Federal  Advisory  Council  has  recommended,  it  would  be  far 
safer  anil  better,  from  every  point  of  view,  to  refuse  to  enict  any 
part  of  title  II  at  this  time,  hut,  on  the  other  hand — and  I  will  haw 
to  spologize  for  this;  we  have  all  made  this  recommendst1-"1"— ^ 
•oint  a  commission  to  make  a  study,  such  as  has  been  recf»lB■•'"*,'' 
s  bask;  changes  in  the  Federal  Re*""'"'    *•'> 
a  later  date  when  a  greater  dcjfl*  -  m  *v'- 
iay  prevail. 
appointing  ■  comniimion  1  would 
thai    l   rwUj    believe  that  havk 

...      ...■      |,  ..  .      .  ....'...-  ■ 

■  in  Iv  by  the  inem)*<. 
t,  r  saying  that  i 
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and  let  the  emergency  provisions  expire  with  the  emergency,  and  be 
reenacted  on  another  emergency  if  it  should  ever  come. 

Senator  Glass.  I  believe,  Mr.  Frost,  I  hare  already  stated  for  the 
record  that  that  permissive  power  was  reported  because  we  were 
very  definitely  and  repeatedly  assured  that  it  would  not  be  used, 
that  it  was  intended  for  its  psychological  effect. 

Senator  Cotjzens.  Has  it  Deen  used  to  any  great  extent! 

Mr.  Fsost.  Yes;  they  used  it  to  some  extent. 

Senator  Codzens.  Not  very  much,  though,  did  they? 

Mr.  Frost.  To  the  extent  of  about  five  or  six  hundred  millions; 
but  they  did  not  need  to  use  it  at  all. 

Senator  Glass.  It  amounts  to  $2,346,000,000. 

Mr.  Frost.  Did  they  put  that  much  up  as  collateral  I 

Senator  Codzens.  I  was  talking  about  bond  currency  issues. 

Senator  Glass.  As  security  ? 

Senator  Oottzens.  Yes. 

Mr.  Frost.  I  think  they  only  put  up  about  five  or  six  hundred  mil- 
lions, and  they  only  did  that  because  they  wanted  to  accustom  the 
public  to  the  Federal  Reserve  bank  notes  as  being  perfectly  all  right 
They  did  not  need  to  use  it  at  all. 

Senator  CopzENS.  That  is  what  I  thought. 

Senator  Glass.  But  they  have  used  the  purchasing  power  to  the 
extent  of  exceeding  $2,000,000,000? 

Mr.  Frost.  Yes. 

Senator  McAnoo.  Mr.  Frost,  I  want  to  ask  you  about  the  provi- 
sion in  section  208,  beginning  at  line  22 

Mr.  Frost.  Is  that  the  Senate  bill? 

Senator  McAnoo.  That  is  the  House  bill,  page  53  [reading]  : 

Ever;  Federal  Reserve  bunk  stiittl  maintain  reserves  in  lawful  money  (other 
tban  Federal  Reserve  notes  or  Federal  Reserve  bank  notes)  of  not  less  than  36 
percent  against  its  deposits  and  reserves  in  gold  certificates  of  not  less  thin 
40  percent  against  its  Federal  Reserve  notes  In  actual  circulation. 

Do  you  think,  in  the  present  state  of  our  finances,  that  that  is  an 
adequate  reserve? 

Mr.  Frost.  The  question  of  a  reserve  against  deposits  and  note 
issues  is  not  really  the  important  point,  to  my  mind.    The  important 

Soint  is  what  the  entire  security  behind  your  note  issue  or  your 
eposits  may  be. 

Senator  McAdoo.  You  always  regard  a  certain  amount  of  reserve 
as  being  of  fundamental  importance? 

Mr.  Frost.  A  certain  amount  of  reserve  is  necessary ;  but  it  is  not 
the  important  point  as  to  whether  currency  or  deposits  are  safe. 

Senator  McAdoo.  No;  it  is  not,  of  course.  But  let  us  restrict  it 
to  note  issues.  Do  you  think  a  40  percent  gold  reserve  and  gold 
certificates  we  now  issue  are  a  sufficient  reserve  in  gold? 

Mr.  Frost.  Without  any  other  security? 

Senator  McAnoo.  I  am  talking  merely  of  the  reserve  required  in 
coin  against  note  issues. 

Mr.  Frost.  I  would  not  consider,  Senator,  that  a  note  issue  is  safe 
with  40  percent  in  gold  behind  it  unless  there  was  something  else 
behind  it  for  the  60  percent. 

Senator  McAdoo.  What  is  behind  the  other  60  percent?  First 
of  all,  it  is  the  credit  of  the  United  States,  is  it  not? 

Mr.  Frost.  Yes,  sir. 
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Senator  McAdoo.  Nothing  else? 

Mr.  Fkost.  I  do  not  consider  that  enough. 

Senator  MoAdoo.  You  do  not  consider  that  enough.  The  Govern- 
ment of  course  is  primarily  liable! 

Mr.  Frost.  I  think  the  Federal  Reserve  bank  is  primarily  liable. 

Senator  McAdoo.  All  Federal  Reserve  notes  run  in  the  name  of  the 
Government  of  the  United  States. 

Mr.  Frost.  The  Government  agrees  to  pay. 

Senator  MoAdoo.  The  Government  of  the  United  States  agrees  to 

tay  on  demand.  The  Government  has  recourse,  of  course,  on  the 
inks,  but  the  people  look  to  the  Government  for  those  notes.  They 
accept  them  at  full  faith  and  credit  because  the  Government  of  the 
United  States  is  issuing  them.  All  of  our  money  is  issued  by  the 
United  States  Government;  but  in  view  of  the  changed  or  altered 
condition  of  the  currency  since  all  the  gold  has  been  taken  by  the 
Government,  I  am  wondering  if  you  think  that  this  kind  of  a  reserve, 
plus  the  Government's  credit  for  the  remaining  60  percent,  constitutes 
a  good  note! 

Mr.  Frost.  No,  sir;  I  do  not  think  so. 

Senator  McAdoo.  What  would  you  consider  a  good  note! 

Mr.  Fkost.  I  would  consider  a  note  good  when  it  is  secured  by 
either  100  percent  of  gold  or  any  percent  of  gold  not  below  40  per- 
cent, plus  self-liquidating  assets  up  to  the  100  percent. 

Senator  MoAdoo.  Suppose  you  have  40-percent  gold  and  the  Gov- 
ernment has  recourse  on  the  banks  for  the  remainder,  then  what 
do  you  think  of  it! 

Mr.  Frost.  The  recourse  on  the  banks  would  only  be  good  if  the 
assets  of  the  banks  were  invested  in  self-liquidating  assets.  If  they 
are  invested  in  Government  bonds  they  have  got  recourse  on  the 
banks,  but  you  have  60  percent  fiat  currency  under  that  plan. 

Senator  McAdoo.  You  are  up  against  that  situation  always,  so  far 
as  our  currency  is  concerned.  Sixty  percent  of  it  has  primarily  Gov- 
ernment responsibility. 

Mr.  Frost.  No,  sir;  I  do  not  agree  with  that. 

Senator  McAdoo.  Why  do  you  not  agree  with  it? 

Mr.  Frost.  Because,  under  the  original  Federal  Reserve  Act,  you 
could  not  put  up  Government  bonds  as  security.  Your  currency  or 
Federal  Reserve  notes  had  40  percent  gold  at  least,  and  the  balance 
in  self-liquidating  assets.  So  that  your  currency  was  100  percent 
secured,  part  by  gold  and  part  by  self-liquidating  assets  that  were  in 
no  way  dependent  on  the  promise  of  the  Government. 

Senator  McAdoo.  On  the  contrary,  you  could  not  collect  that  note 
from  the  Federal  Reserve  bank ;  yon  had  to  collect  it  from  the  Gov- 
ernment, and  the  Government  had  recourse  on  the  banks. 

But  the  point  I  am  trying  to  bring  out  is  that  having  a  note  with 
40  percent  of  gold  back  of  it  and  a  responsible  Government  for  the 
other  60  percent,  and  that  Government  in  turn  having  recourse  on 
the  banks  for  the  remaining  60  percent,  I  want  to  know  if  you  think 
that  is  a  good  note? 

Mr.  Frost.  I  do  not  think  it  is  safe  currency. 

Senator  McAdoo.  Do  you  think  a  national  bank  note  is  safe! 

Mr.  Frost.  I  think  a  national-bank  note  is  safe,  for  the  reason  that 
there  are  so  few  of  them  in  comparison  with  the  volume  of  currency 
in  the  country,  and  I  think  absolutely  they  are  not  sound. 
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Senator  McAdoo.  They  have  been  sound  for  nearly  70  years,  or 
something  like  that.    They  pass  current. 

Mr.  Fbost.  They  pass;  yes. 

Senator  McAdoo.  Is  not  any  note  good  which  the  people  are  willing 
to  accept  at  par  in  full  payment  for  commodities  or  services  or  is 
legal  tender  for  debts,  public  and  private,  or  for  taxes! 

Mr.  Frost.  No,  sir ;  I  do  not  think  so.  You  might  just  as  well  sty 
that  if  a  man  can  borrow  money  from  a  bank,  is  he  not  good  for  it} 
He  may  be  and  he  may  not  be. 

Senator  McAdoo.  You  think  a  sound  currency,  then,  is  sound  only 
if  you  have  100-percent  gold  back  of  it,  or  40  percent  of  gold  and 
some  self -liquidating  assets  of  a  bank  ? 

Mr.  Fbost.  Yes. 

Senator  McAdoo.  And  you  do  not  think  that  the  Government  of 
the  United  States  back  of  a  note  adds  anything  to  it? 

Mr.  Fbost.  I  would  not  say  it  does  not  add  anything  to  it,  but  I  say 
it  is  Bat  currency  to  that  extent. 

Senator  McAdoo.  It  would  be  fiat  currency  of  a  bank,  in  a  way, 
because  you  would  have  to  depend  upon  the  resources  of  the  maker 
of  the  note. 

Mr.  Fbost.  It  is  fiat  currency  of  a  bank  to  the  extent  of  60  Mr- 
cent  of  it,  but  it  has  self-liquidating  security  behind  it,  and  the  Gov- 
ernment only  has  its  taxing  power. 

Senator  McAdoo.  Do  you  not  think  the  taxing  power  of  the  United 
States  is  worth  more  than  the  assets  of  any  bank  ! 

Mr.  Frost.  No  ;  not  when  they  have  continued  deficits. 

Senator  Glass.  Here  is  a  note  that  I  have  been  carrying  around 
[exhibiting]  which  used  to  be  worth  $46,000.  It  is  not  now  worth 
the  paper  that  it  is  printed  on. 

Senator  McAdoo.  That  is  a  German  note! 

Senator  Glass.  Yes.  It  was  receivable  for  taxes,  and  it  was  legs! 
tender.  Everybody  had  to  accept  it.  But  there  it  is  [indicating]; 
it  is  not  worth  the  paper  on  which  it  is  printed. 

Senator  McAdoo.  Undoubtedly  if  a  government  issued  an  unlim- 
ited amount  of  currency  for  some  express  purpose,  and  where  it 
also  has  as  its  objective  the  extinguishment  of  private  debts.  I  think 
that  is  a  very  different  situation. 

Senator  Glass.  It  may  do  it  tinder  this  bill. 

Senator  McAdoo.  We  are  not  intending  to  do  any  such  thing  in 
this  country. 

Mr.  Frost.  You  can  do  it  under  this  bill;  yes.  I  do  not  think 
you  will. 

Senator  Glass.  I  do  not  agree  that  the  Government  is  primarily 
responsible  for  the  Federal  Reserve  notes.  As  a  matter  of  fart, 
Mr.  Wilson  called  them  the  shadow  of  responsibility  of  the  Gov- 
ernment's liability.  ;i  mere  shadow  of  the  responsibility. 

Senator  Cou/.ens.  Are  vou  trying  to  develop  the  soundness  of  the 
Patman  bill? 

Senator  McAdoo.  Not  nt  all.  I  am  primarily  interested  in  finding 
out  what  sound  money  is.  If  we  are  going  to  enact  banking  legis- 
lation, we  must  know  what  sound  money  is. 

Senator  Glass.  The  primary  responsibility  is  that  of  the  kink, 
with  its  40-percent  gold  that  it  has  to  hold  and  pay — not  merely  to 
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promise ;  it  has  to  hold  and  pay  its  40-percent  gold  and  its  60  per- 
cent of  liquid  commercial  paper.  That  is  the  primary  responsibility. 
Mr.  Frost.  That  is  what  I  thought. 

Senator  Glass.  I  think  the  Government's  responsibility  is  so 
remote 

Senator  McAdoo.  The  Government's  liability. 

Senator  Glass.  Yes;  the  Government's  liability — "liability"  and 
"  responsibility  "  are  so  synonymous,  I  think,  that  it  does  not  make 
much  difference.  At  any  rate,  the  President  thought  it  was  so  ab- 
solutely remote  that  he  spoke  of  it  as  a  shadow,  and  he  said,  "  If 
we  can  retain  the  substance  and  give  the  other  fellow  the  shadow 
in  order  to  pass  this  bank  bill,,  why  hot  do  it?  "  That  is  why  it 
happened  to  he  in  there.    It  ought  never  to  have  been  in  there  at  all. 

Senator  MoAnoo.  I  remember  the  discussion  very  well  and  how 
we  happened  to  arrive  at  the  conclusion  to  issue  these  Government 
notes.  You  will  recall  the  speech  that  Mr.  Root  made  on  the  floor 
of  the  Senate  in  which  he  denounced  the  Federal  Reserve  notes  as 
fiat  money. 

Senator  Glass.  The  fact  that  he  denounced  them  did  not  make 
them  that  way. 

Senator  McAdoo.  No.  They  were  primarily  a  Government  obli- 
gation. He  said  the  issuance  of  these  notes,  by  the  Government,  even 
though  it  had  the  right  to  assert  claims  against  the  banks  after- 
ward, was  a  matter  of  such  consequence — I  do  not  remember  the 
language,  but  I  think  I  am  stating  the  substance  of  bis  argument— 
that  it  would  imperil  the  credit  of  the  Government. 

Senator  Glass.  As  a  matter  of  fact,  whoever  heard  of  a  Govern- 
ment note  that  the  Government  could  not  issue  except  upon  demand 
of  a  bank?  That  settles  whether  they  are  Government  notes  or  not. 
The  Government  cannot  issue  one  of  them  except  upon  demand  of  a 
bank. 

Senator  McAdoo.  It  can  issue  silver  certificates. 

Senator  Glass.  I  am  talking  about  Federal  Reserve  notes. 

Senator  McAdoo.  It  can  also  issue  gold  certificates. 

Senator  Glass.  The  gold  certificates  it  issues  now  are  not  gold 
certificates.     You  know  that. 

Senator  Couzens.  I  came  in  a  little  bit  late  in  the  midst  of  Mr. 
Frost's  statement,  but  if  I  recall  correctly  he  said  something  about 
the  condition  of  the  banks  due  to  the  inflated  values  of  their  assets. 
Did  you  make  some  such  statement  as  that,  Mr.  Frost? 

Mr.  Frost.  I  do  not  think  I  said  "  inflated." 

Senator  Coczens.  I  do  not  want  to  interrupt  your  statement,  but 
I  thought  I  would  like  to  ask  you  that  question.  I  am  quite  BUre 
what  language  you  did  use.  

Senator  McAdoo.  It  was  toward  the  close  of  your  statement.  I 
rhink  we  were  discussing  the  effect 

Senator  Cottzens.  It  is  not  necessary  to  go  back  to  the  specific 
language. 

Mr.  Frost.  Inflated  and  artificially  high  prices? 

Senator  Couzens.  You  mean  by  that  that  all  of  the  assets  of  the 
banks  are  of  that  character? 

Mr.  Fkost.  No;  not  all  the  assets.  I  would  say  that  of  the  bond 
assets,  not  only  Government  bonds  but  all  bonds. 

>.™=.Google 


574  BANKING   ACT   OF    1935 

Senator  Oouzenb.  You  mean,  then,  that  all  of  the  industrial,  utility, 
railroad,  municipal,  or  other  bonds  are  all  inflated  J 

Mr.  Frost.  Yes,  sir. 

Senator  McAdoo,  Now  ? 

Mr.  Frost.  Yes. 

Senator  Cotjzenb.  That  is  the  most  astounding  statement  that  I 
have  heard.  I  have  not  heard  that  expressed  before.  I  just  won- 
dered whether  that  was  the  consensus  of  opinion  of  the  banking 
fraternity. 

Mr.  Frost.  I  would  say,  on  bond  prices,  where  the  bonds  are  in  the 
mind  of  the  purchaser  perfectly  good,  the  price  of  the  bond  is  then 
entirely  regulated  by  the  price  of  money,  the  interest  rates  thai  an 
prevailing.  I  do  not  know  that  the  interest  rates  that  are  prevailing 
are  due  entirely  to  the  large  excess  reserves  that  have  been  built  up 
by  the  open-market  operations  of  the  System.  That  is  artificial.  fi 
the  price  of  money  or  the  interest  rate  is  an  artificially  low  one,  conse- 
quently the  prices  for  investment  in  securities  of  all  kinds  are 
artificially  high. 

Senator  Couzens.  And  that  covers  all  kinds  of  securities,  including 
Governments  and  all  the  rest  of  them  ? 

Mr.  Frost.  Assuming  that  they  are  absolutely  good  in  the  mind  of 
the  purchaser;  yes. 

Senator  Glass.  We  are  obliged  to  you  for  your  statement,  Mr. 
Frost 

(The  witness  withdrew  from  the  committee  table.) 

STATEMENT  OF  THOMAS  M.  STEELE,  MEMBER,  FEDERAL  ADVI- 
SORY COUNCIL,  REPRESENTING  THE  FIRST  FEDERAL  RESERVE 
DISTRICT;  PRESIDENT  FIRST  NATIONAL  BANE  A  TRUST  CO- 
NEW  HAVEN,  CONN. 

Senator  Glass.  Mr.  Steele,  we  are  here  to  consider  these  bank  bills, 
and  we  would  be  very  glad  to  have  you,  as  a  member  of  the  Advisory 
Council,  give  us  your  judgment  of  them. 

Please  state  your  full  name  and  occupation  to  the  reporter. 

Mr.  Steele.  My  name  is  Thomas  M.  Steele.  I  am  a  member  of  the 
Federal  Advisory  Council,  representing  the  first  Federal  Reserve  dis- 
trict, and  am  president  of  the  First  National  Bank  &  Trust  Co.  New 
Haven,  Conn. 

Senator  Couzenb.  Are  you  going  to  give  substantially  the  same 
testimony  as  the  other  members  of  the  Council  have  given) 

Mr.  Steele.  I  do  not  think  so,  Senator  Couzens.  There  is  a  little 
repetition  in  the  first  page  or  two  of  Mr.  Loeb's  statement,  but  there 
are  some  additional  things.  The  bulk  of  my  statement  is  not  parallel. 
Of  course,  these  statements  were  not  made  in  collaboration  at  all,  and 
they  all  differ. 

Senator  McAnoo.  It  might  be  well,  in  order  to  save  time,  to  have 
the  paper  put  into  the  record  as  a  whole,  and  then  you  bring  out 
such  specific  points  as  you  think  should  be  brought  out.  Will  it  be 
convenient  for  you  to  do  that?  Put  the  whole  thing  in  the  record 
and  then  proceed  to  elaborate  the  specific  points  you  have  in  mind 
that  you  want  to  emphasize. 

Mr.  Steele.  Yes;  of  course.    You  do  not  want  me  to  read  itt 
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Senator  McAdoo,  The  entire  statement? 

Mr.  Steele.  I  will  not  read  the  entire  statement,  but  there  are  some 
few  things  that  I  should  like  to  call  your  attention  to. 

(The  statement  of  the  witness  will  be  found  in  full  at  the  end  of 
lis  testimony.) 

On  April  22,  193d,  the  Federal  Advisory  Council  Bled  with  the 
Chairmen  of  the  Committees  on  Banking  and  Currency  of  the  Senate 
ind  the  House  of  Representatives  a  statement  on  the  Banking  Act 
if  1935  which  had  been  prepared  at  the  request  of  the  Federal  Reserve 
Board  and  previously  filed  with  its  Governor.  Before  preparing  its 
inal  draft  the  Council  had  conferred  at  length  with  the  Governor 
uid  adopted  some  of  his  suggestions,  but  in  many  important  re- 
spects had  found  itself  unable  to  concur  with  his  viewpoint  The 
report  so  filed  was  the  unanimous  report  of  the  Council. 

The  nest  two  pages  simply  contain  what  the  Council  states,  and 
therefore  I  will  omit  that. 

I  do  not  understand  that  the  council,  although  recommending  the 
changes  above  referred  to,  intends  to  be  understood  as  acquiescing 
in  the  general  principle  of  insurance  of  bank  deposits  which  was 
disapproved  by  it  prior  to  the  adoption  of  the  Banking  Act  of  1983. 
t  therefore  desire  at  this  point  to  subscribe  to  the  objections  to  per- 
manent insurance  made  by  the  Connecticut  Bankers  Association  in 
resolutions  which  have  been  filed  with  the  committee,  although  I  re- 
alize the  futility  of  detailed  argument  on  this  point  at  the  present 
stage  of  events.  And  I  do  not  deny  that  the  adoption  of  the  in- 
surance plan  during  an  extremely  critical  period  did  much  to  revive 
confidence  in  the  bunking  system,  but  I  think  that  it  should  be  a 
temporary,  not  a  permanent,  measure.  Moreover  it  is  generally 
recognized  that  deposit  insurance  was  inserted  in  the  Banking  Act 
of  1933  largely  as  a  device  to  force  all  banks  into  the  Federal  Re- 
serve System.  Without  arguing  the  desirability  or  the  undesir- 
ability  of  accomplishing  that  end,  the  plan  entirely  loses  its  justifica- 
tion on  this  ground  if  the  provisions  of  the  present  law  which  re- 
quire all  insured  banks  to  become  members  of  the  System  by  July  1, 
1937,  or  at  least  to  apply  for  such  membership,  are  to  be  eliminated. 
This,  of  course,  will  be  the  case  should  H.  R.  7617  become  law. 

There  are  certain  other  new  features  of  H.  R.  7617  to  which  at- 
tention may  be  called  at  this  point. 

It  oversimplifies  the  entrance  of  nonmember  banks  into  the  in- 
surance system.  It  is  unfair  to  forget  that  one-half  of  the  surplus 
of  the  Federal  Reserve  banks  was  taken  from  them  to  provide 
capital  for  the  Federal  Deposit  Insurance  Corporation;  that  this 
surplus  was  earned  on  capital  all  of  which  was  supplied  by  the 
member  banks,  and  on  deposits  belonging  to  the  member  banks. 
If  nonmember  banks  are  desirous  of  receiving  what  seem  to  them  to 
be  the  benefits  of  the  insurance  plan  without  putting  up  any  capital 
themselves,  the  standards  of  admission  surely  ought  not  to  be  low- 
ered. H.  R.  7617  distinctly  lowers  the  standards  set  b.v  S.  1715. 
This  invitation  to  State  banks  to  join  the  Federal  Reserve  System  or, 
as  nonmembers,  to  join  the  insurance  system  without  conforming 
to  the  standards  required  of  banks  which  are  already  members,  ap- 
pears at  numerous  points  in  H.  R.  7617  as,  for  example,  where  it 
omits,  at  the  end  of  title  II,  the  requirements  set  up  in  S.   1715 
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that  new  real-estate  loans  made  by  State  member  banks  conform 
to  the  requirements  for  national  banks.  It  appears  also  in  S.  1715, 
where  the  F.  D.  I.  C,  in  order  to  facilitate  the  entry  of  an  insured 
nonmember  bank  into  the  Reserve  System,  is  empowered  to  waive,  in 
whole  or  in  part,  the  requirements  of  the  section  as  to  capital.  This 
same  tendency  appears  at  various  points  throughout  title  III.  Why 
should  the  Comptroller,  for  example,  be  allowed  to  waive  the  require- 
ment of  a  20-percent  surplus  in  the  case  of  a  State  bank  converting 
into  a  national  bank  (as  provided  in  sec.  308,  p.  55  of  S.  1715), 
when  a  national  bank  cannot  commence  business  without  such  sur- 
plus? Why  should  the  Comptroller  permit  such  a  converting  bank 
to  retain  and  carry,  at  valuations  determined  by  him,  assets  of  such 
converting  bank  wnich  do  not  conform  to  national  bank  requirements 
(as  provided  by  sec.  311,  p.  57  of  S.  1715)  % 

A  careful  examination  and  comparison  of  S.  1715  and  H.  R.  7617 
will  show  the  lengths  to  which  H.  R.  7617,  particularly,  is  ready  to  go 
in  sacrificing  soundness  in  order  to  secure  unification. 

I  will  omit,  in  accordance  with  the  Senator's  suggestion,  what  I 
have  to  say  on  title  III. 

While  the  Council  has  reported  fully  on  the  provisions  of  title  II, 
in  compliance  with  the  request  of  the  Federal  Reserve  Board,  it  has 
prefaced  its  discussion  by  expressing  grave  doubt  whether  there  is 
any  emergency  existing  at  the  present  time  which  makes  it  necessary 
to  alter  profoundly  our  present  banking  system  without  further  care- 
ful consideration,  and  it  recommends  that  a  detailed  study  be  made 
analogous  to  the  one  which  preceded  the  enactment  of  the  Federal 
Reserve  Act. 

It  has  further  stated  in  its  report  that  if  title  II  is  proposed  for 
enactment  prior  to  the  proposed  study,  it  must  disapprove  it  in  its 
entirety  unless  certain  specified  amendments  are  adopted. 

It  is  a  vital  consideration  that  what  is  intended  here  is  permanent 
legislation,  devised  to  meet  not  only  the  present  situation  but  to 
shape  the  banking  system  of  the  country  for  years  to  come.  It  is 
true,  of  course,  that  conditions  have  changed  substantially  since  the 
Federal  Reserve  Act  was  adopted  in  1913,  but  no  impartial  study  has 
yet  been  made  of  just  what  those  changes  are,  how  permanent  they 
may  be,  and  what  effect  upon  accepted  banking  principles  they  are 
likely  to  have.  Neither  can  it  be  forgotten  that  an  enormous  mass  of 
emergency  legislation  of  various  types  has  been  enacted  during  the 
past  3  years. 

This  legislation  is  uncoordinated,  sometimes  confusing,  and  alto- 
gether undigested.  It  includes,  among  other  measures,  the  Banking 
Act  of  1933,  the  Glass-Steagall  emergency  banking  bill,  the  Federal 
Home  Loan  Bank  Act,  a  number  of  amendments  to  Section  5200  of 
the  Revised  Statutes,  the  Bank  Conservation  Act  of  1933,  the  so- 
called  "  Thomas  amendment  ",  numerous  changes  in  the  act  creating 
the  R.  F.  C,  various  amendments  to  the  Farm  Loan  Act,  and  numer- 
ous laws  creating  such  auxiliary  agencies  as  the  Home  Owners  Loan 
Corporation,  the  Agricultural  Credit  Corporation,  and  others.  The 
interplay  of  all  these  new  organizations  and  their  effect  upon  the 
Reserve  System  cannot  be  understood  or  intelligently  considered 
without  an  exhaustive  and  impartial  study  made  outside  of,  and 
apart  from  the  arenas  of  political  strife.    The  Federal  Reserve  Act 
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is  the  result  of  years  of  exhaustive  study  of  the  hanking  systems 
of  the  world,  as  well  as  of  this  country,  and  it  is  not  an  exaggera- 
tion to  say  that  the  situation  today  is  much  more  involved  and 
complex  than  was  the  situation  facing  the  Congress  in  1913.  To 
make  the  revolutionary  changes  in  title  II  proposed  without  a  com- 

Erehensive  and  impartial  study  such  as  suggested,  is  without  justi- 
cation. 

Then  I  refer  to  some  of  the  specific  recommendations,  but  I  will 
leave  that  part  out. 

As  to  the  liberalization  of  rediscount  privileges,  the  Council  recom- 
mends the  elimination  of  the  so-called  "  sound  assets  "  clause  pro- 
posed by  Section  206  of  S.  1715  and  proposes  that  section  10  (b)  ol 
the  Federal  Reserve  Act,  which  has  expired  by  limitation,  be  reen 
acted  as  permanent  legislation  with  one  change  in  phraseology  (p.  10 
of  its  report). 

Closely  allied  with  this  subject  is  the  proposal  of  S.  1715,  to  elimi- 
nate those  portions  of  the  Federal  Reserve  Act  which  require  the 
pledging  of  collateral  for  Federal  Reserve  notes.  The  council  objects 
to  the  elimination  of  the  requirement  for  collateral  and  urges  that  the 
present  provisions  of  the  act  in  this  respect  be  retained.  It  also 
recommends  that  the  present  emergency  provision  embodied  in  the 
proviso  of  the  second  paragraph  of  section  16  of  the  act,  under  which 
direct  obligations  of  the  United  States  may  be  accepted  as  collateral 
security  for  Federal  Reserve  notes  until  March  3, 1937,  be  amended  by 
inserting  a  provision  limiting  the  outstanding  volume  of  notes  so 
issued  to  $1,000,000,000  and  providing  for  a  tax  thereon  while  any 
part  of  such  amount  is  outstanding.  The  detailed  changes  necessary 
to  effect  such  amendments  are  set  out  on  pages  11  and  12  of  the 
council's  statement. 

I  will  eliminate  what  I  say  on  the  matter  of  real-estate  loans. 

Senator  McAdoo.  What  do  you  recommend  as  to  the  amount  of 
tax? 

Mr.  Steele.  Three  percent  of  the  amount  outstanding. 

Senator  McAdoo.  The  circulation  tax? 

Mr.  Steele.  Yes. 

Since  it  is  unlikely  that  the  convictions  which  have  impelled  the 
members  of  the  council  to  join  in  these  unanimous  recommendations 
are  precisely  the  same  in  the  case  of  each  member,  the  remaining 
portion  of  this  memorandum  must  be  regarded,  except  in  its  broad 
outlines,  as  an  individual  expression  of  opinion. 

Title  II  of  the  Senate  bill  as  drawn  and  the  House  bill  as  passed  by 
that  body  involves  a  complete  departure  from  the  idea  of  the  commer- 
cial banking  system  contemplated  by  the  Federal  Reserve  Act.  It 
encourages  the  rediscounting  of  nonliquid  assets  not  merely  in  times 
of  emergency,  to  which  no  one  objects,  but  as  a  regular  practice.  In 
so  doing  it  directly  invites  what  has  heretofore  been  considered 
unsound  commercial  banking;  this  partly  upon  the  theory  that  the 
insurance  of  deposits  makes  liquidity  of  minor  importance  and  partly 
upon  the  theory  that  rediscountability  is  equivalent  to  liquidity.  It 
makes  "  any  sound  assets  "  not  defined  except  as  a  remote  central 
body  inevitably  subject  to  political  influence,  may  from  time  to  time 
define  the  term,  "  eligible  to  serve  as  a  basis  for  the  Nation's 
currency." 
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It  makes  possible  the  issuance  of  currency  under  governmental  pres- 
sure through  the  forced  sale  of  bonds  by  the  Treasury  to  the  Reserve 
banks  to  meet  fancied  needs  of  Government  for  funds  which  it  is  not 
considered  expedient  to  raise  by  taxation  and  which  cannot  be  bor- 
rowed from  the  savings  of  the  people  in  a  free  market  at  rates  which 
the  Government  is  ready  to  pay.  It  ignores  the  fact  that,  aside  from 
the  preferred  stock  helcl  by  the  R.  F.  C,  which  it  is  proposed  under 
existing  law  to  retire  as  soon  as  possible,  the  capital,  surplus,  and 
undivided  profits  of  the  member  banks  is  private  capital  belonging 
to  tens  of  thousands  of  individual  stockholders;  and  that,  aside  from 
the  present  abnormal  Government  deposits,  the  billions  of  dollars  of 
deposits  in  these  banks  belong  to  individual  depositors. 

To  all  intents  and  purposes  it  socializes  all  these  funds.  It  ignores 
the  fact  that  the  member  banks,  by  virtue  of  having  supplied  all  the 
capital  of  the  Federal  Reserve  banks,  by  virtue  of  the  deposits  con- 
stituting their  legal  reserves,  through  their  liability  to  further  assess- 
ment for  capital  stock  and  through  their  double  liability  on  their 
stock  subscriptions,  have  a  vital  interest  in  the  soundness  of  manage- 
ment of  the  Reserve  banks  of  their  several  districts  and  a  right  to  a 
voice  in  the  management  of  the  resources  of  these  banks.  It  takes 
away,  by  various  devices,  all  real  voice  of  the  reserve  banks  in  open- 
market  operations  and  rediscount  rates,  places  these  vital  subjects, 
together  with  control  over  reserve  percentages  of  member  banks, 
entirely  in  the  Federal  Reserve  Board  and  at  the  same  time  tightens 
the  influence  of  the  executive  branch  of  the  Government  over  the 
conduct  of  the  affairs  of  the  Board  itself. 

It  is  submitted  that  even  though  one  grant  that  the  Federal 
Reserve  System  is  loosely  organized,  nevertheless  to  allow  the  mem- 
ber banks  and  the  12  Reserve  banks  to  safeguard  the  funds  in- 
trusted to  their  care  by  stockholders  and  depositors,  and  to  admin- 
ister them  according  to  the  varying  needs  of  their  customers  ami 
their  respective  localities,  is  far  more  likely  to  be  compatible  with 
business  stability,  the  interests  of  commerce,  industry,  and  agricul- 
ture, and  the  general  public  welfare  than  is  administration  by 
politically  appointed  agents  centralized  in  Washington.  Impartial 
administration  is  humanly  impossible  when  the  course  of  those  nomi- 
nally in  control  may  so  easily  be  influenced  by  considerations  of 
political  expediency  or  by  current  theories  as  to  political  or  social 
needs,  as  is  bound  to  be  the  case  under  any  system  dominated  !»y 
current  political  appointees. 

It  is  argued  that,  since  the  present  law  makes  the  chairmen  of  the 
Reserve  banks  representative  of  the  Federal  Reserve  Board,  therein 
no  tightening  of  control  or  loss  of  local  autonomy  when  the  office  of 
chairman  is  abolished  and  the  Governor  becomes  chairman  under 
similar  control  by  the  Board.  Under  the  provisions  of  existing  law. 
however,  the  chairman  of  each  Reserve  bank  must  have  been  at 
least  2  years  a  resident  of  his  district  and  must  be  "  a  person  of 
tested  banking  experience."  Under  section  201  of  S.  1715  neither  of 
those  requirements  is  now  to  be  applied  to  either  Governor  or  Vice 
Governor.  In  each  of  the  12  districts,  therefore,  the  Federal  Re- 
serve Board  might  have  power  to  control  the  installation  of  two  dom- 
inant representatives — both  strangers — with  no  practical  banking 
knowledge,  their  appointment  thus  dictated  by  a  Board  whose  mem- 
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bers  may  also  be  without  banking  experience,  and  whose  only  pre- 
scribed qualifications  are  capacity  to  participate  in  the  formulation 
of  national,  economic,  and  monetary  policies.  Under  existing  law, 
moreover,  the  regional  boards  of  directors  are  authorized  (Federal 
Reserve  Act  sec.  4)  to  appoint  their  own  officers  and  employees, 
with  a  limited  few  exceptions,  to  define  their  duties,  and  to  dismiss 
them  at  pleasure,  but  section  201  of  S.  1715  (p.  39,  lines  20  and  21) 
makes  all  officers  and  employees  of  the  regional  banks  directly  re- 
sponsible to  the  respective  governors  alone.  In  this  situation  it  can- 
not possibly  be  said  that  any  real  autonomy  is  left  with  the  regional 
banks.  Even  nominal  autonomy  is  greatly  restricted  by  the  pro- 
visions (S.  1715,  p.  40,  lines  17-32),  denying  class  A  and  class  B 
directors,  who  are  direct  representatives  of  the  member  banks,  the 
right  to  serve  for  more  than  two  consecutive  terms,  no  matter  how 
desirous  the  stockholding  member  banks  may  be  of  having  them 
continue  in  office. 

It  is  safe  to  say  thnt  almost  no  head  of  a  well-managed  bank  or  of 
any  other  business  would  wish  so  arbitrary  a  restriction  to  apply  in 
the  case  of  his  own  corporation.  The  reduced  status  of  the  directors 
of  the  regional  banks  in  the  minds  of  some,  at  least,  of  the  propo- 
nents of  this  legislation,  is  seen  in  the  interpretation  put  upon  the 
act  by  the  H.  B.  Report  No.  742  accompanying  H.  R.  7617.  In  com- 
menting upon  section  204,  S.  1715,  page  43,  line  24,  et  seq.,  which 
authorized  the  Reserve  Board  to  assign  to  "  representatives  of  the 
Board  "  the  performance  of  duties  under  rules  and  regulations,  H.  R. 
Report  No.  742  states,  at  the  bottom  of  page  8,  that  "one  of  the  im- 
portant consequences  of  these  provisions  would  be  that  the  Board 
would  have  authority  to  assign  to  the  Governor  or  Board  of  Directors 
of  a  Federal  Reserve  Bank"  certain  duties.  How  long,  it  may  be 
asked,  have  the  directors  of  the  Reserve  banks  been  regarded  as  repre- 
sentatives of  the  Reserve  Board? 

The  power  of  any  current  administration  to  dominate  completely 
the  personnel  of  the  Reserve  Board  under  the  provisions  of  S.  1715, 
page  43,  lines  11  to  21,  has  been  frequently  discussed  before  this  com- 
mittee. It  is  no  answer  to  say  that  the  drastic  power  conferred  would 
never  be  exercised.  It  is  axiomatic  that  a  legislative  body  should 
never  grant  to  an  executive  a  broad  authority  in  reliance  upon  a 
belief  that  he  will  be  too  benign  to  act  under  it 

The  possible  extension  of  political  control  is  further  seen  in  the 
proposed  provisions  governing  the  Open  Market  Committee.  S.  1715, 
section  205,  page  44,  gives  minority  representation  to  two  governors 
of  the  Reserve  banks  elected  for  1-year  terms  under  procedure  pre- 
scribed by  regulations  of  the  Reserve  Board.  Regardless  of  the  best 
intentions,  this  means  power  to  deprive  the  Reserve  banks  of  any  ef- 
fective representation.  H.  R.  7617,  section  205,  page  51  et  seq.,  gives 
the  Reserve  banks  merely  an  advisory  committee  of  four  governors 
with  no  voting  power,  real  authority  resting  solely  with  the  Board. 
Under  both  bills  this  committee  is  entrusted  with  vast  powers. 

Something  can  be  said  for  a  more  centralized  responsibility  for 
the  proper  performance  of  the  duties  now  performed  by  the  Open 
Market  Committee,  but  little  has  been  said,  or  can  be  said,  for  de- 
priving the  Reserve  banks  of  all  effective  voice  in  the  use  of  the  funds 
belonging  to  them  and  to  the  member  banks.    Any  investment  of 
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the  assets  of  a  Reserve  bank,  whether  in  Government  bonds  or  other- 
wise, is  an  investment  of  the  property  of  member  banks.  If  such 
investment  is  the  voluntary  act  of  the  board  of  directors,  representa- 
tives of  the  member  banks,  they  have  no  cause  of  complaint.  But 
if  such  investment  can  be  commended  by  a  central  board  upon  which 
member  banks  are  not  represented  and  contrary  to  the  will  of  their 
representatives  of  the  boards  of  the  Reserve  banks  it  is,  in  substance, 
taking  away  their  property  without  their  consent  and  is  contrary  to 
fundamental  American  concepts. 

The  plan  proposed  by  the  Advisory  Council  is  for  an  open-market 
committee  of  9,  5  being  the  members  of  the  smaller  Reserve  Board, 
which  is  proposed,  ana  4  being  governors  of  the  Reserve  banks  se- 
lected by  the  12  governors  in  accordance  with  procedure  prescribed 
by  them,  their  terms  being  so  arranged  as  to  give  real  continuity  of 
service.  It  is  a  sane  plan,  insuring  wise  administration  by  a  digni- 
fied and  powerful  body  worthy  of  public  confidence,  so  constituted 
as  to  enjoy  real  freedom  of  action,  to  which  the  vast  powers  pro- 
posed to  be  centralized  might  be  entrusted  with  safety,  alike  to  the 
interests  of  the  public,  the  Reserve  banks,  and  the  stockholders  and 
depositors  of  the  member  banks. 

Senator  Glass.  It  means  to  me  it  is  essentially  a  compromise  on 
principle.  You  are  proposing  to  permit  the  Board,  a  majority  of  the 
members  of  which  have  no  proprietary  interest  whatsoever  in  the 
funds  of  the  banks,  to  use  the  funds  in  the  banks.  The  only  differ- 
ence in  your  proposition  is  that  the  Senate  bill  proposes  to  remit  that 
whole  business  to  the  Federal  Reserve  Board,  and  you  propose  to 
let  a  majority  of  a  contemplated  committee  do  that. 

Mr.  Steele.  There  are  two  distinctions,  I  think,  Senator,  if  I  may 
say  so.  Our  plan  provides  for  10-year  terms  for  the  governors, 
which  will  give  thein  quite  a  bit  of  continuity  and  make  their  views 
a  great  deal  stronger ' 

Senator  McAdoo.  It  does  not  make  their  votes  any  stronger, 
though. 

Senator  Glass.  It  does  not  make  their  votes  any  stronger  and  it 
does  not  make  their  influence  any  stronger.  There  are  members  of 
the  Federal  Reserve  Board  now  who  have  served  since  the  founda- 
tion of  the  System,  nearly  21  years,  and  who  were  never  even  con- 
sulted about  the  bill  which  was  sent  up  here.  They  did  not  see  it 
until  after  it  was  set  up  and  printed. 

Mr.  Steele.  I  think  I  would  have  to  concede,  so  far  as  I  am  per- 
sonally concerned,  that  there  was  an  element  of  compromise  there, 
but  I  think  there  was  a  desire  on  our  part  not  to  ask  for  anything 
which  we  did  not  think  it  was  reasonable  to  hope  we  might  get,  ana 
there  was  a  desire  of  that  kind 

Senator  Glass.  Yes;  it  is  a  compromise  with  principle. 

Senator  McAdoo.  It  does  not  better  your  position  any  to  give  the 
same  identical  board  that  is  proposed  the  majority  here  instead  of  all 
of  it. 

Mr.  Steele.  I  think  we  felt — and  understand  that  the  reasons  are 
bound  to  lie  my  original  reasons — that  with  the  governors  making 
their  own  rules  of  procedure  as  to  how  their  four  representatives 
should  be  chosen,  and  putting  them  on  for  terms  of  10  years,  it  would 
be  fairly  likely  that  they  would  have  a  pretty  powerful  voice  and 
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fairly  apt  to  carry  some  of  that  at  least  to  the  members  of  the 
Board. 

It  is  stated,  and  it  must  be  believed  even  without  statement,  that 
there  is  no  desire  for  runaway  inflation  on  the  part  of  the  present 
administration.  Of  course  this  is  true.  No  government  ever  wil- 
fully brings  ruin  upon  its  own  people.  But  certain  courses,  if  fol- 
lowed too  long,  lead  to  conditions  under  which  no  government  can 
resist  the  temptation  to  try  this  desperate  course.  It  has  been  so 
in  all  history.  Economic  law  respects  no  age  or  era  and  no  inter- 
national boundaries.  If  we  follow  courses  which  in  all  human  ex- 
perience have  proved  disastrous,  disaster  is  likewise  inevitable  here. 
It  might  well  prove  tragic  for  Congress  to  create  machinery  so 
clearly  adapted  to  the  ends  of  inflation. 

It  cannot  be  forgotten  in  this  connection  that  the  so-called  "  state- 
ment of  objectives  "  which  has  been  made  a  part  of  section  24  of 
H.  R.  7617  as  it  passed  the  House,  page  51,  contemplates  a  profound 
change  in  the  considerations  which  are  henceforth  to  guide  the  Open 
Market  Committee.  I  understand  that  a  similar  amendment  has 
been  offered  to  the  Senate  bill.  A  comparison  between  this  state- 
ment of  objectives  and  the  governing  principles  of  the  present  law, 
as  expressed  in  clause  (c)  of  section  12-A  of  the  Reserve  Act  will 
clearly  indicate  the  far-reaching  possibilities  of  the  new  proposal. 
There  is  not  a  business  in  the  United  States;  there  is  not  a  man, 
woman,  or  child  who  has  a  dollar  of  his  own  or  who  is  working  for 
a  solvent  employer  who  is  not  potentially  affected  by  it.  Its  far- 
reaching  implications  could  not  be  overstated.  It  should  not  be 
tossed  lightly  into  legislation  enacted  under  pressure  either  of  time 
or  circumstances,  but  should  be  adopted,  if  at  all,  only  after  a  study 
of  the  type  which  the  council  has  recommended. 

With  respect  to  the  so-called  "  sound  assets  "  clause  (S.  1715,  sec 
206,  pp.  45-46)  but  little  argument  should  be  necessary.  It  is  naive 
to  profess  that  this  provision  would  not  encourage  banks  to  adopt — 
perhaps  quite  unconsciously — a  greater  laxity  in  loaning  policies, 
and  they  have  short  memories  indeed  who  do  not  recall  the  part 

{ilayed  in  bringing  on  the  banking  crisis  by  the  mass  of  frozen 
ong-term  loans  and  investments  which  had  crept  into  the  system. 
One  of  the  important  motives  behind  the  Banking  Act  of  1933  was 
to  rid  the  banks  of  just  that  character  of  assets.  We  are  dealing 
with  human  nature  and  it  is  a  certainty  that  with  this  provision  in 
the  law  it  would  not  only  be  more  difficult  for  individual  banks  to 
decline  to  make  slow  loans  which  they  would  hope  could  be  redis- 
eounted  if  necessary,  but  would  also  be  more  difficult  for  the  Reserve 
banks  to  decline  to  grant  such  rediscounts.  It  was  with  the  expe- 
rience of  the  banking  crisis  fresh  in  mind  that  the  Federal  Reserve 
Board,  in  making  its  annual  report  of  May  28,  1934,  just  a  year  ago, 
and  when  the  personnel  of  the  Board  was  exactly  the  same  as  at 
present,  with  the  exception  of  the  Governor,  recommended,  without 
a  dissenting  voice,  that  section  10  (b)  of  the  Reverse  act  be  re- 
enacted  in  permanent  form  and  stated  their  reasons  as  follows:  I 
quote  from  page  56  of  the  report : 

Id  view  of  tbe  tact  that  this  section  has  enabled  the  Federal  Reserve  batiks 
to  render  valuable  assistance  to  member  banks  In  difficulties,  without  Impair- 
ing the  liquidity  of  the  assets  of  tbe  Federal  Reserve  banks,  It  Is  believed  that 


582  BANKING   ACT   OF.   1935 

the  authority  of  the  section  should  he  made  permanent.  However,  It  Is  the 
view  of  the  Board  that  loans  should  not  lie  made  thereunder  except  during 
periods  of  a  banking  emergency  when  member  banks  may  be  in  unusual  need 
of  assistance  and  that  the  section  should  be  enacted  In  permanent  form  only 
if  an  appropriate  safeguard  Is  Incorporated  therein  to  enable  the  Board  to 
prevent  an  undue  use  of  such  credit  facilities.  The  Board  recommends,  there- 
fore, that  the  section  be  enacted  in  permanent  form  with  an  amendment  pro- 
viding that  loans  may  not  be  made  by  Federal  Reserve  banks  under  the  pro- 
visions of  the  said  section  except  pursuant  to  authority  granted  by  the  Federal 
Reserve  Board  upon  the  affirmative  vote  of  not  less  than  five  members  and 
under  rules  and  regulations  prescribed  by  the  Federal  Reserve  Board. 

This  recent  and  clear  recommendation  of  the  Federal  Reserve 
Board  for  the  reenactment  of  section  10  (b)  for  use  solely  in 
emergencies  the  Council  now  reiterates.  There  is  no  evidence  that 
the  Board  itself  has  changed  its  attitude. 

Closely  tied  in  with  the  question  of  rediscounting  "  any  sound 
assets  ",  is  the  recommendation  of  the  council  that  the  present  pro- 
visions of  law  respecting  collateral  behind  Federal  Reserve  notes  be 
retained.  The  act,  after  exhaustive  study,  adopted  the  principle 
that  Federal  Reserve  notes  were  to  have  definite  security  behind 
them.  The  literature  of  the  period  shows  conclusively  that  these 
notes  were  regarded  as  backed  by  specific  security  and  that  the  obli- 
gation of  theUnited  States  was  a  secondary  consideration. 

Senate  Document  No.  117  of  the  Sixty-third  Congress,  first  ses- 
sion, accompanying  the  currency  bill,  states  specifically  that  "the 
primary  security  "  of  the  currency  was  to  be  "  short-time  commercial 
notes  "  followed  by  the  resources  of  the  Reserve  banks,  the  double 
liability  of  the  member  banks,  the  gold  reserves,  and  finally  the 
credit  of  the  Government.  "  The  history  of  the  world  ",  it  is  stated, 
"offers  no  case  where  any  currency  note  ever  had  behind  it  such  a 
volume  of  security."  It  is  indeed  a  far  cry  from  this  situation  to 
one  where  Dr.  Kemmerer  can  say  that  the  Government  debt  is  se- 
cured by  notes  and  the  notes  secured  by  Government  debt.  It  is 
true  that  Reserve  notes  are  now  secured  by  a  lien  upon  all  the  assets 
of  the  Reserve  banks  and  that  therefore  the  pledge  of  specific  assets 
does  not  add  to  the  security  behind  them.  But  we  are  dealing  with 
human  nature  and  with  human  psychology  and  no  amount  of  logic 
can  alter  the  fact  that  the  necessity  of  setting  aside  definite  col- 
lateral does,  in  practice,  operate  as  a  check  and  a  caution  signal 
and  that  the  retention  of  these  safeguards  would  give  added  protec- 
tion against  an  expansion  of  currency  upon  the  basis  of  second-rate 
assets. 

I  shall  touch  briefly  on  but  two  more  points:  The  first  is  the  dis- 
quieting increase  in  bureaucratic  control  under  both  the  Senate  and 
the  House  bills,  although  vastly  greater  under  the  House  bill.  It  is 
true  that  amid  modern  complexities  of  government  a  certain  amount 
of  detail  must  necessarily  be  left  to  administrative  bodies,  but  the 
proper  limits  of  such  delegation  of  legislative  authority  were  care- 
fully defined  in  a  recent  case  by  the  United  States  Supreme  Court 
(Panama  Ilefimng  Co.  et  a!,  v.  Ryan  et  al.,  Supreme  Court  R.  241, 
decided  Jan.  7, 1935).  I  do  not  believe,  for  example,  in  the  soundness 
of  the  policy  under  which  in  S.  1715  the  board  of  directors  of  the 
F.  D.  I.  C,  who  are  not  required  to  have  had  banking  experience,  are 
given  the  power  to  define  "  unsafe  or  unsound  practices  "  in  banks, 
and,  in  addition  to  exercising  this  legislative  power,  are  made  investi- 
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gators,  prosecutors,  witnesses,  jury,  judge,  and  executioner.  I  do 
not  believe  in  the  broad  power  conferred  upon  this  same  board  of 
directors  on  page  18,  lines  5-7  of  S  1715,  to  make  any  rule  or  regula- 
tion which  it  may  think  necessary  to  carry  out  whatever  it  may  con- 
ceive to  be  the  meaning  of  any  provision  of  section  12  (A).  I  do 
believe  that  the  existing  provisions  of  the  sixth  and  seventh  clauses 
of  subsection  (J),  already  give  to  this  board  all  the  powers  in  those 
respects  which  it  is  necessary  and  proper  that  the  board  should  have. 
Both  bills  are  filled  with  provisions  of  this  character,  but  perhaps  the 
most  amusing  is  that  in  lines  15  and  17,  on  page  73,  of  H.  R.  7617, 
'where  the  Reserve  Board  is  authorized  to  define  the  United  States. 
This  is  not  a  fantastic  pleansantry,  but  an  actual  power  which  would, 
of  necessity,  be  exercised  if  the  bill,  as  passed  by  the  House,  becomes 
law. 

Senator  Glass.  To  define  what! 

Mr.  Steele.  The  United  States. 

Senator  Coitzens.  That  is  too  deep  for  me. 

Senator  McAnoo.  That  would  be  easy  to  do. 

Mr.  Steele.  It  is  on  page  73,  in  lines  16  and  17.    It  reads  [reading]  : 

In  estimating  the  reserve  balances  required  by  this  act,  member  banks  may 
deduct  from  the  amount  of  their  gross  demand  deposits  the  amounts  of  balances 
due  from  other  bants  (except  Federal  Beserve  banks  and  foreign  banks)  and 
cash  Items  In  process  of  collection  payable  Immediately  upon  presentation  In 
the  United  States  within  the  meaning  of  these  terms  as  defined  by  the  Federal 
Reserve  Board. 

They  must  decide  whether  Guam,  the  Philippine  Islands,  Puerto 
Rico,  the  District  of  Columbia,  and  so  forth,  are  parts  of  the  United 
States  or  not. 

The  final  point  to  which  I  shall  refer  is  the  argument  that  the  ex- 
ecutive department  and  the  Reserve  Board  already  have  most  of  the 
powers  to  which  objection  is  now  being  made.  The  obvious  inquiry 
instantly  arises  as  to  why  these  changes  are  sought  if  the  powers 
already  exist.  But  that  is  a  superficial  reply.  The  fact  is  that  the 
argument  suggested  is  not  based  upon  fact  and  is  completely  mislead- 
ing in  its  implications. 

It  is  true  that  the  Board,  under  clause  (f)  of  section  11  of  the 
Federal  Reserve  Act,  has  power  to  suspend  or  remove  any  officer 
or  director  of  any  Federal  Reserve  hank,  but  such  removal  can  be  only 
for  cause,  while  the  Board  and  the  officers  selected  by  them  administer 
the  bank's  affairs  with  the  aid  of  employees  whom  they  select  and 
who  are  responsible  to  them  alone. 

It  is  true,  as  has  been  pointed  out,  that  in  an  emergency  statutory 
provisions  as  to  reserves  may  be  suspended,  but  only  in  an  emergency 
the  existence  of  which  has  been  ascertained  in  a  manner  prescribed 
by  statute  and  only  for  its'  duration. 

It  is  true  that  the  Board  claims  the  power  to  initiate  changes  in 
rediscount  rates  and. to  compel  the  Reserve  banks  to  adopt  them, 
but  this  power  is  disputed  and  the  question  has  never  been  finally 
settled. 

It  is  probably  true  that  a  President  would  have  it  in  his  power  in 
divers  ways  to  compel  the  resignation  of  an  unsatisfactory  member 
of  the  Federal  Reserve  Board.  It  has  been  pointed  out  that  there 
is  a  decision  of  the  Supreme  Court  which  appears  to  justify  the 
claim  that  a  President  may  remove,  without  the  consent  of  the  Sen' 
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ate,  any  officer  he  has  appointed,  even  though  the  consent  of  the 
Senate  has  been  necessary  for  the  appointment,  but  neither  this  nor 
any  other  of  the  powers  just  mentioned  could,  under  present  law, 
be  arbitrarily  exercised  without  sharp  and  immediate  challenge, 
both  from  the  public  and  from  the  two  Houses  of  Congress.  It  is 
a  long  step  for  Congress  deliberately  to  adopt  amendments  which 
would  place  the  existence  of  powers  like  these  definitely  beyond 
question.    It  is  earnestly  to  be  hoped  that  it  will  not  do  so. 

Ten  years  ago  David  P.  Houston,  who  was  Secretary  of  Treasury  in 
the  Cabinet  of  Woodrow  Wilson,  wrote  a  book  entitled  "  Eight  Years 
With  Wilson's  Cabinet."  One  of  his  chapters  was  devoted  to  the 
Federal  Reserve  System,  which  was  one  of  Wilson's  great  achieve- 
ments.    In  closing  his  discussion  of  this  topic,  Mr.  Houston  said: 

Whether  the  System  will  survive  is,  of  course,  a  question.  Whether  it  can  be 
kept  out  of  politics  or  politics  can  be  kept  out  or  it  remains  to  be  seen.  The 
Ignorant  and  tbe  demagogues  we  still  have  with  us.  The  test  will  come  in  some 
period  of  great  stress.  If  prices  should  fait  and  many  people,  for  causes  over 
which  banks  have  no  control,  should  come  to  grief,  there  will  be  those  who  will 
ascribe  their  Ills  to  evil  designs  of  those  who  direct  the  System.  It  will  be 
pictured  as  the  monster  "who  plays  upon!  the  hopes  and  fears  of  the  masses 
of  the  plain  people."  We  shall  then  see  what  we  shall  see.  We  shall  see  whether 
we  have  developed  enough  popular  Intelligence  and  courageous  leadership  U> 
save  us  from  our  folly.  We  shall  see  whether  we  have  learned  anything  from 
experience. 

Senator  McAdoo.  We  have  12  Federal  Reserve  banks,  and  all  the 
note  issues  of  those  banks  run  in  the  name  of  the  United  States  of 
America,  which  is  responsible  primarily,  I  contend.  My  distin- 
guished colleague  here  [Senator  Glass]  does  not  agree  with  me.  All 
the  notes  now  run  in  the  name  of  the  United  States.  Suppose  the 
name  of  the  Government  of  the  United  States  was  not  on  any  Fed- 
eral Reserve  notes,  and  every  note  was  issued  by  the  Federal  Reserve 
banks,  secured  only  by  their  assets  or  a  gold-reserve  backing,  do  you 
think  those  notes  of  the  banks,  current  at  par  in  all  parts  of  the 
United  States,  would  be  iust  as  good  as  the  others! 

Mr.  Steele.  I  think  they  would,  so  long  as  we  had  a  gold  dollar 
of  fixed  and  unchanging  value. 

Senator  McAdoo.  I  know;  but  you  cannot  assume  ideal  condi- 
tions. I  am  talking  about  practical  things.  The  Government  of 
the  United  States  has  a  right  to  change  the  value  of  the  dollar  any 
time  it  pleases,  the  gold  content  of  the  dollar. 

Mr.  Steele.  It  has  the  power. 

Senator  Glass.  It  has  done  it  once  in  150  years.  It  might  do  it 
in  the  next  24  hours. 

Senator  McAnoo.  But  what  I  am  getting  at  is,  under  our  system 
of  government,  and  knowing  that  the  Congress  has  the  right  to 
exercise  that  power  from  time  to  time,  if  notes  were  issued  only  by 
Federal  Reserve  banks  upon  their  own  assets,  having  a  gold  re- 
serve prescribed  by  Congress,  do  you  think  they  would  pass  all  over 
the  country  at  full  value  equally  with  each  other? 

Mr.  Steele.  I  think  they  would. 

Senator  McAdoo.  Do  you  think  a  Federal  Reserve  bank  note,  for 
instance,  of  some  small  district  would  be  regarded  as  equally  strong 
as  the  note  of  the  New  York  district? 

Senator  Glass.  Under  the  existing  law  the  12  Federal  Reserve 
banks  are  equally  responsible  for  their  notes  issued  by  any  Federal 
Reserve  bank.     It  is  not  a  mere  regional  proposition. 
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Senator  MoAdoo.  I  understand  that;  but  I  am  asking  a  hypo- 
thetical question. 

Mr.  Steele.  Obviously,  Senator,  I  am  speculating,  but  my  belief 
is  that  they  would.  I  think  that  the  whole  history  of  the  original 
enactment  of  the  act  shows  that  that  provision  under  which  the  gov- 
ernment became  liable  was  put  in  late  and  put  in  to  satisfy  a  small 
group) 

Senator  MoAdoo.  I  know  about  the  history  of  that.  That  is  not 
quite  correct. 

Senator  Cottzens.  Do  you  not  think  it  is  advisable  that  the  Gov- 
ernment should  be  behind  this  currency? 

Mr.  Steele.  Yes;  I  think  I  would  say  advisable,  but  not  necessary. 

Senator  Couzenb.  I  am  not  talking  about  that.  I  am  talking  about 
the  advisability. 

Mr.  Steele.  I  think  it  simplifies  it. 

Senator  Glass.  I  think  it  is  the  only  blot  on  the  Federal  Reserve 
Act  as  enacted. 

Senator  McAnoo.  This  may  or  may  not  be  material,  but  here  is  the 
point  that  I  have  in  mind.  You  refer  to  the  banking  history  of  the 
United  States.  After  the  destruction  of  the  second  United  States 
Bank,  the  only  central  bank  we  had — we  had  one  and  then  we  had 
two,  and  that  was  destroyed  by  Jackson — we  had  banks  all  over  the 
country,  State  banks. 

As  to  the  currency  issued  by  those  banks,  you  always  had  to  have 
an  investigation  made  before  you  knew  whether  you  should  take  it  at 
par  or  not.  That  continued  up  to  the  time  we  had  the  National  Bank 
Act  during  the  Civil  War,  and  then  in  order  to  make  it  absolutely 
clear  to  the  people  that  every  note  in  the  form  of  money  which  they 
received  was  good,  no  matter  in  what  part  of  the  country  it  circu- 
lated, the  Government  of  the  United  States  put  its  credit  back  of  the 
currency.  Since  that  time  all  currencies  of  the  United  States  run 
in  the  name  of  the  Government  of  the  United  States,  so  that  our 
money  is  good  everywhere.  If  we  were  to  revert  to  the  old  system, 
inevitably,  especially  in  times  of  stress,  we  would  begin  scrutinizing 
bank  issues  and  we  would  not  know  whether  they  were  good  or  not. 
Therefore  I  regard  it  as  of  primary  importance  that  the  full  faith 
and  credit  of  the  United  States  should  be  on  all  currencies  of  the 
United  States  as  well  as  on  coin.  Coin,  of  course,  has  an  intrinsic 
value  to  a  certain  extent,  and  the  stamp  of  the  Government  shows 
that  it  is  of  the  requisite  weight  and  fineness.  So  I  would  always  be 
much  averse  to  having  any  kind  of  a  reversion  to  the  old  discredited 
system  of  letting  banks  issue  their  own  currency,  for  we  would  not 
know  what  sort  of  money  we  were  getting. 

Senator  Glass.  I  just  want  to  ask  one  question,  and  I  regret  that 
I  did  not  ask  it  of  every  witness  that  we  nave  had  before  the  com- 
mittee. 

Senator  McAdoo.  You  might  recall  them. 

Senator  Glass.  It  is  unnecessary  to  do  that.  I  know  what  the 
answer  would  be. 

Have  you  found  a  single  intelligent  banker  in  the  United  States 
or  a  single  business  man  who  understands  the  philosophy  and  the 
mechanism  of  banking  who  is  in  favor  of  this  bill? 
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Mr.  Steele.  Personally  I  have  not  talked  to  anybody  who  is  in 
favor  of  it. 

Senator  McAdoo.  Have  you  talked  to  any  intelligent  people? 

Mr.  Steele.  Surely  I  have.  I  have  talked  with  a  great  many 
bankers  up  in  my  district,  the  First  Federal  Reserve  District. 

Senator  Glass.  Have  you  found  any  of  them  in  favor  of  title  II  of 
this  bill? 

Mr.  Steele.  Not  one  that  I  have  talked  with. 

Senator  McAdoo.  Are  they  just  as  unanimously  against  this  b»U  u 
they  were  against  the  Federal  Reserve  Act? 

Mr.  Steele.  Oh,  no.  There  are  a  great  many  parte  of  title  III  that 
everybody  is  anxious  to  have  enacted. 

Senator  Glass.  I  confined  my  question  to  title  II. 

(The  statement  referred  to  and  submitted  by  the  witness  is  here 
printed  in  full,  as  follows:) 

Statement  op  Thomas  M.  Ktebi.b,  Memreii  of  Advisory  CoI'ncil  from   Fust 
Fedebai.  Reserve  District;  President  First  National  Bank  &  Tbtjbt  Co,  or 

New  Haven,  Conn. 

On  April  22,  1935,  the  Federal  Advisory  Council  filed  with  the  chairmen  of 
the  Committees  on  Banking  nod  Currency  of  the  Senate  and  the  House  of 
Representatives  n  statement  on  the  Ranking  Act  of  1935  which  bad  been  pre- 
pared at  the  ren.ue.st  of  the  Federal  Reserve  Board  unci  previously  Hied  with  la 
Governor,  lief  ore  preparing  Its  final  draft  the  Council  had  conferred  at  length 
with  the  Governor  and  adopted  some  of  his  suggestions,  but  In  many  Important 
respects  lind  found  itself  unable  to  concur  with  ills  viewpoint.  The  report  m 
(lied  was  the  unanimous  report  of  the  Council. 

Thereafter,  on  May  9,  a  radically  revised  draft  of  H.  R.  5357,  known  u 
"  H.  R.  7(517".  was.  with  some  minor  changes,  passed  hv  the  House  of  Repre- 
wntntivm 

The  Council  has  had  no  opportunity  to  meet  as  a  body  and  discuss  H.  R 
7617.  A  single  memlier,  in  commenting  upon  new  matter  contained  in  this  bllL 
or  upon  portions  of  the  earlier  draft  materially  amended  before  passage,  must 
speak  only  as  an  Individual.  The  same  Is  true  of  any  comment  with  respect  to 
matters  in  the  two  earlier  drafts  not  touched  upon  In  the  Council's  statement 

So  far  as  title  I  is  concerned,  the  Council  has  expressed  approval,  but  hti 
revoiiunewled  a  limited  number  of  amendments,  largely  in  the  Interest  of  clarity 
and  certainty.  The  reasons  for  them  are  fully  set  forth  in  the  report.  Briefly 
stated,  they  are  as  follows; 

(1)  Instead  of  an  assessment  on  insured  banks  based  on  aggregate  deposits 
as  of  the  close  of  business  on  the  last  days  of  June  and  December,  as  provided 
In  S.  1715  (p.  10,  lines  10  and  11),  it  recommends  (pp.  1  and  2  of  its  report) 
th;il:  assessments  be  based  on  the  daily  average  of  each  C  months.  The  prn- 
visions  of  H.  R.  7017  (p.  11.  lines  22  [n2.'il.  basing  Hie  assessment  on  the  average 
for  1  day  of  each  of  H  or  inore  months,  as  designated  by  the  directors  of  the 
Federal  Detsisit  Insurance  Corporation,  Is  only  a  slight  improvement  and  does 
not  seem  to  meet  the  i-ouneil's  suggestion. 

(2)  The  council  suggests  (p.  1  of  Its  report)  the  insertion  of  a  definition  of 
total  deposits  to  conform  to  the  definition  in  section  :V£\  of  title  III  (S.  1715.  p. 
64.  line  25  Pt  sea.).     This  proposal  is  not  met  In  H.  R.  7C17. 

(3)  The  council  asks  (p.  1  of  Us  report)  that  the  directors  of  the  Federal 
Peixislt  Insurance  Corporation  lie  given  power  from  lime  to  time  to  determine 
that  there  need  !>e  no  assessment.  II.  R.  7UIT  not  only  falls  to  adopt  this  sug- 
gestion, but  eliminates  the  provisions  of  S.  1715  (p.  1",  lines  11-13)  which  silo" 
either  n  lower  rate  or  a  refund  when  Hie  Federal  Deposit  Insurance  Corpora- 
tion finds  this  warranted,  and  it  increases  the  rate  of  assessment  from  one- 
twelfth  of  1  percent  to  one-eighth  of  1  percent.  At  the  present  perilously  1»« 
rale  of  current  earnings  for  banks  In  general,  this  Increase  of  50  percent  In  the 
assessment  rate  would  be  a  serious  matter.  The  rate  of  one-twelfth  of  1  percent 
In  JS.  1715  was  arrived  at  after  careful  Investigation  and  should  stand. 

Hi  The  council  recommends  (p.  2  of  Its  report)  a  change  In  the  language  of 
3.  1715   (p.  12,  line  24  et  seq.)   to  bring  the  provisions  concerning  trust  funds 
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deposited  In  other  In  mi  red  banks  into  line  with  its  suggestion  to  base  assess- 
ments mi  dully  average  deposits.     This  point  is  not  covered  ill  H.  R.  7617. 

(5)  The  council  proposes  (p.  2  of  Its  rei>ort)  that  change*  be  mude  in  linos  1ft 
and  24  oo  page  30  of  S.  1715  so  as  to  give  an  insured  debitor  2  years,  Instead 
of  1  year,  in  which  to  make  his  claim.  This  suggestion  is  only  partially  met  by 
II.  R.  7«17  (p.  34,  line  10,  and  p.  35,  line  2),  which  provides  for  a  period  of  IS 
months. 

(til  The  Council  recommends  (p.  3  of  Its  report)  that  to  avoid  duplication 
of  examination,  the  rights  of  the  Hoard  of  Directors  or  the  Federal  Deposit 
Insurance  Corporation  be  somewhat  restricted  by  striking  out  in  S.  1715  (p.  34, 
lines  17  and  18)  the  word  "  management  "  and  the  phrase  "  adequacy  of  service 
lo  borrowers."  It  would  seem  that  this  suggestion  is  met  by  H.  R.  7617,  which 
eliminates  the  entire  paragraph. 

(71  The  Council  objects  to  the  provision  of  8.  1715  (p.  36,  Hues  3  to  7), 
which  imposes  heavy  criminal  liability  ui>on  an  officer  or  director  who,  with  or 
without  guilty  knowledge,  participates  in  the  declaration  of  a  dividend  while 
his  hank  is  in  default  in  the  payment  of  an  assessment.  II.  R.  7617  (p.  41), 
lines  8-17)  substitutes  an  entirely  new  paragraph  which  eliminates  tliis  objec- 
tionable provision. 

(»)  The  Council  asks  that  the  apparent  intent  of  S.  1715  (sec.  22,  clause  5, 
p.  36)  which  requires  injured  hanks  to  carry  certain  Insurance  under  regula- 
tions by  the  directors  of  the  Federal  Deposit  Insurance  Corporation,  be  clarified 
by  Inserting  in  line  21  the  words  "In  such  amounts"  after  the  word  "losses." 
Although  H.  R.  7617  (p.  41,  lines  5-11)  changes  the  language  of  8.  1715,  it  does 
not  meet  the  Council's  point. 

I  do  not  understand  that  the  Council,  although  rec ■on unending  the  changes 
above  referred  to,  intends  to  lie  understood  as  acquiescing  in  the  general  prin- 
ciple of  Insurance  of  hank  deposits  which  was  disapproved  by  it  prior  to  the 
adoption  of  the  Banking  Act  of  1933.  I  therefore  desire  at  this  point  to  suli- 
scrilaj  to  the  objections  to  permanent  insurance  made  by  the  Connecticut 
Hunkers'  Association  in  resolutions  which  have  been  tiled  with  the  committee, 
although  I  realize  the  futility  nf  detailed  argument  on  this  point  at  the  present 
stage  of  events.  And  1  do  not  deny  that  the  adoption  of  Hie  insurance  plan 
during  an  extremely  critical  period  did  much  to  revive  confidence. in  the  hank- 
ing system,  but  I  think  that  It  should  he  a  temporary,  not  a  permanent,  measure. 
Moreover,  It  is  generally  recognized  that  deposit  insurance  was  Inserted  In  the 
Banking  Act  of  1933  largely  as  a  device  to  force  all  banks  into  the  Federal 
Reserve  System.  Without  arguing  the  desirability  or  the  mi  desirability  of 
accomplishing  that  end,  the  plan  entirely  loses  its  Justification  on  this  ground 
if  the  provisions  of  the  present  law  which  require  all  insured  banks  to  become 
inemliers  of  the  System  hy  July  1,  1B37,  or  at  least  to  apply  for  such  member- 
ship, are  to  be  eliminated.  This,  of  course,  will  be  the  case  should  II.  K.  7617 
become  law. 

There  ore  certain  other  new  features  of  H.  R.  7617  to  which  attention  may 
he  called  at  this  point. 

It  oversimplifies  the  entrnnce  of  nonmember  banks  Into  the  Insurance  system. 
It  is  unfair  to  forget  that  one-half  of  the  surplus  of  the  Federal  Reserve  banks 
was  taken  from  them  to  provide  capital  for  the  Federal  Deposit  Insurance  Cor- 
poration, that  this  surplus  was  earned  on  capital,  all  of  which  was  supplied 
by  the  member  hanks,  and  on  deposits  belonging  to  the  member  banks.  If  non- 
member  hanks  are  desirous  of  receiving  what  seem  to  them  to  lie  the  benefits 
of  the  Insurance  plan  without  putting  up  any  capital  themselves,  the  standards 
of  admission  surely  ought  not  to  be  lowered.  II.  II  7617  (p.  11,  lines  1-12) 
distinctly  lowers  the  standards  set  by  S.  1715  (p.  1>.  lines  17-28).  This  Invita- 
tion to  State  banks  to  join  the  Federal  Reserve  System  or,  as  nonmemhers,  to 
Join  the  Insurance  system  without  conforming  to  the  standards  required  of 
bunks  which  are  already  members,  appears  at  numerous  points  in  H.  It.  7617 
nn.  for  example,  where  It  omits,  at  the  end  of  title  II.  Ihe  requirements  set  up 
in  S.  1715  (p.  51,  lines  3-8),  that  new  real-estate  loans  made  by  State  nn-mlier 
banks  conform  to  the  requirements  for  national  banks.  It  appears  also  In 
S.  171B  (sec.  202,  p.  41).  where  the  Federal  De]s>slt  Insurance  Corporation,  in 
order  to  facilitate  the  entry  of  nn  insured  nonmember  bank  Into  Ihe  Reserve 
System,  la  empowered  to  waive,  in  whole  or  In  part,  the  requirements  of  the 
tectum  as  to  capital.  This  same  tendency  appears  at  various  points  through- 
out title  III.  Why  should  the  Comptroller,  for  example,  lie  allowed  to  waive 
the  requirement  of  n  20-percent  surplus  in  the  case  of  a  Slate  bank  converting 
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Into  a  national  bank  (as  provided  In  sec.  308,  p.  S5  of  8.  1715) ,  when  a  national 
bank  cannot  commence  business  without  such  surplus?  Why  should  the  Comp- 
troller permit  such  a  converting  bank  to  retain  and  carry,  at  valuations  deter- 
mined by  him,  assets  of  such  converting  bank  which  do  not  conform  to  national 
bank  requirements  (as  provided  by  sec.  311,  p.  57  of  S.  1715)  7  A  careful  exam- 
ination and  comparison  of  S.  1715  and  B.  B.  7617  will  show  the  lengths  to 
which  II.  B.  7617  particularly  is  ready  to  go  in  sacrificing  soundness  in  order  to 
secure  unification. 

With  respect  to  title  III,  the  Federal  Advisory  Council  has  given  its  cordial 
endorsement  and  has  expressed  the  view  that  the  enactment  of  thia  title  into 
law  will  cure  many  operating  defects  at  present  existing.  It  has  suggested  bat 
two  changes. 

(1)  It  has  suggested  (p.  15  of  Its  report)  that  section  314  (p.  50,  of  8.  1715) 
be  altered  by  the  addition  of  a  proviso  that  amounts  paid  Into  a  fund  for  the 
retirement  of  preferred  stock  out  of  net  earnings  be  deemed  an  addition  to  the 
surplus  fund  which  must  be  built  up  prior  to  the  declaration  of  dividends. 

(2)  The  Council  asks  (p.  15  of  its  report)  that  at  the  end  of  the  paragraph 
which  is  proposed  by  S.  1715  (sec.  328,  p.  73)  as  a  substitute  for  section  8-A  of 
the  Clayton  Act,  there  be  added  words  which  will  permit  the  Reserve  Board  to 
allow  bank  directors,  officers,  or  employees  to  serve  certain  other  financial  In- 
stitutions— not  only  when  such  classes  of  institutions  are  not  in  substantial  com- 
petition, but  also  when,  for  other  reasons,  "  such  service  Is  not  Incompatible  with 
the  public  Interest."  The  wording  of  this  proposed  alteration  Is  taken  direct 
from  the  present  section  8  of  the  Clayton  Act  and  seems  a  reasonable  addition. 
Neither  of  the  Council's  suggestions  Is  met  by  H.  B.  7617. 

While  the  Council  has  reported  fully  on  the  provisions  of  title  II,  in  com' 
pliance  with  the  request  of  the  Federal  Reserve  Board,  It  has  prefaced  its  dis- 
cussion by  expressing  grave  doubt  whether  there  is  any  emergency  existing  at 
the  present  time,  which  makes  It  necessary  to  alter  profoundly  oor  present 
banking  system  without  further  careful  consideration  and  it  recommends  that 
a  detailed  study  be  made  analogous  to  the  one  which  preceded  the  enactment  of 
the  Federal  Reserve  Act. 

It  lias  further  stated  in  its  report  (p.  5)  that  if  title  II  is  proposed  for  enact- 
ment prior  to  the  proposed  study,  it  must  disapprove  it  In  its  entirety  certain 
specified  amendmens  are  adopted. 

It  is  a  vital  consideration  that  what  is  Intended  here  is  permanent  legisla- 
tion, devised  to  meet  not  only  the  present  situation  but  to  shape  the  banking 
system  of  the  country  for  years  to  come.  It  is  true,  of  course,  that  conditions 
have  changed  substantially  since  the  Federal  Reserve  Act  was  adopted  In  1913. 
But  no  impartial  study  has  yet  been  made  of  just  what  these  changes  are, 
how  permanent  they  may  be,  and  what  effect  upou  accepted  banking  principles 
they  are  likely  to  have.  Neither  can  It  be  forgotten  that  an  enormous  mass 
of  emergency  legislation  of  various  types  has  been  enacted  during  tbe  past 
3  years.  This  legislation  is  uncoordinated,  sometimes  confusing,  and  alto- 
gether undigested.  It  includes,  among  other  measures,  tbe  Banking  Act  of 
1933,  tbe  Glass-Steagall  emergency  banking  bill,  the  Federal  Home  Loan  Bank 
Act,  a  number  of  amendments  to  sectlou  5200  "f  the  Revised  Statutes,  the 
Bank  Conservation  Act  of  1933,  tbe  so-called  "Thomas  Amendment",  numer- 
ous changes  In  the  act  creating  the  Reconstruction  Finance  Corporation,  va- 
rious amendments  to  the  Farm  Loan  Act,  and  numerous  laws  creating  such 
auxiliary  agencies  as  the  Home  Owners'  Loan  Corporation,  tbe  Agricultural 
Credit  Corporation,  and  others.  The  interplay  of  nil  these  new  organization! 
and  their  effect  upon  tile  Reserve  System  cannot  be  understood  or  intelligently 
considered  without  an  exhaustive  and  impartial  study  made  outside  of. 
and  apart  from,  the  arenas  of  political  strife.  Tbe  Federal  Reserve  Act  Is 
the  result  of  years  of  exhaustive  study  of  the  banking  systems  of  the  world. 
as  well  as  of  this  country,  and  It  la  not  an  exaggeration  to  say  that  the  situa- 
tion today  is  much  more  Involved  and  complex  than  was  tbe  situation  facing 
the  Congress  in  1913.  To  make  the  revolutionary  changes  in  title  II  proposed 
without  a  comprehensive  and  impartial  study  such  as  suggested,  is  without 
justification. 

In  Its  discussion  the  council  1ms  divided  title  II  Into  three  general  subjects: 

(1)  Tbe  control  of  money.  Including  tbe  organizations  set  up  to  exercise 
this  control  and  the  powers  to  be  employed  by  them. 

12)  The  liberalization  of  rediscount  privileges. 

(3)  Real-estate  loans. 
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e  control  of  money,  the  recommendation  a  are: 

it  the  Secretary  of  tbe  Treasury  and  the  Comptroller  cease  to  be 
1  tbe  Federal  Reserve  Board. 

t  the  number  of  the  Board  be  reduced  to  Are  upon  the  occurrence 
t  vacancy. 

t  tbe  Governor  and  members  of  the  Board  be  appointed  for  16- 
!  with  compulsory  retirement  at  the  age  of  70  years. 
it  Governors  of  tbe  Reserve  banks  be  appointed  subject  to  tbe  ap- 
the  Reserve  Board  for  their  first  term  and  thereafter  be  subject  to 
very  3  years.  I  Join  with  the  witnesses  who  have  preceded  me  In 
it  tbe  approval  of  the  Board  be  required  only  at  the  time  of  the 
ipointment 

t  the  Open-Market  Committee  consist  of  0  members  of  the  Reserve 
4  of  the  Governors  of  the  Reserve  banks  selected  by  the  12  Gov- 
ler  procedure  prescribed  by  them,  and  tbat  this  Committee  be  given 
9x  discount  rates,  fix  reserve  percentages  varying  within  statutory 
I  direct  open-market  policies.  Various  amendments  for  the  purpose 
g  these  proposals  are  detailed  on  pages  6  to  10  of  the  Council's 

le  liberalization  of  rediscount  privileges,  tbe  Council  recommends 
ltlnn  of  the  so-called  "  sound-assets  "  clause  proposed  by  section  206 
8.  1715)  and  proposes  that  section  10  (b)  of  the  Federal  Reserve 
i  has  expired  by  limitation,  be  reenacted  as  permanent  legislation 
hango  in  phraseology  (p.  10  of  Its  report). 

illied  with  thin  subject  is  (be  proposal  of  S.  1715  (sec.  208,  p.  46,  et 
mlnatc  those  portions  of  the  Federal  Reserve  Act  which  require  the 
'.  collateral  for  Federal  Reserve  notes.  The  Council  objects  to  tbe 
i  of  the  requirement  for  collateral  and  urges  that  the  present  provi- 
e  act  In  this  respect  l>e  retained.  It  also  recommends  that  the  present 
provision  embodied  in  the  proviso  of  the  second  paragraph  of  see- 
the net,  under  which  direct  obligations  of  the  United  States  may  be 
3  collateral  security  for  Federal  Reserve  notes  until  March  8,  1GS7, 
1  bv  Inserting  a  provision  limiting  the  outstanding  volume  of  notes 

0  $1,000,000,000,  and  providing  for  a  tax  thereon  while  any  part  of 
lit  is  outstanding.  The  detailed  changes  necessary  to  effect  such 
:a  are  set  out  on  pages  11  to  12  of  the  Council's  statement. 
il-estate  loans,  tbe  Council  has  recognlied  the  need  of  some  effective 
■ney  to  finance  real-estate  requirements,  but  objects  to  the  degree  of 
on  provided  for  in  section  210,  pages  49  and  50,  of  8.  1715.  The 
s  recoil i n i ended  tbat  loans  be  permitted  up  to  50  percent  of  actual 
;or  a  term  not  to  exceed  &  years :  Provided,  hoiccver.  That  loans  may 
l>  to  60  percent  of  actual  value  If  they  are  made  payable  within  12 
if  they  provide  for  a  reduction  of  principal  In  the  amount  of  not  less 
cent  per  year.  It  recommends,  bowever,  that  the  Federal  Reserve 
Iven  somewhat  broad  discretionary  power  to  restrict  real-estate  loans 
r  respective  districts,  but  only  within  fixed  statutory  limits.  Detailed 
a  which  would  effect  these  recommendations  are  set  out  on  page  18  of 
1's  report. 

in  unlikely  that  the  convictions  which  have  impelled  the  members  of 

1  to  Joint  in  these  unanimous  recommendations  are  precisely  the 
e  case  of  each  member,  the  remaining  portion  of  this  memorandum 
garded,  except  In  its  broad  outlines,  as  nn  Individual  expression  of 

of  the  Senate  bill  as  drawn  and  the  House  bill  as  passed  by  that 
-es  a  complete  departure  from  tbe  idea  of  the  commercial  banking 
ltemplated    by    the    Federal    Reserve   Act.     It    encourages    tbe    re- 

of  nonllquld  assets  not  merely  In  times  of  emergency,  to  which  no 
,  but  as  a  regular  practice.  In  so  doing  It  directly  invites  what 
ore  been  considered  unsound  commercial  banking;  this  partly  upon 
that  the  insurance  of  deposits  makes  liquidity  of  minor  Importance, 

upon  the  theory  tbat  red iscounta bill ty  Is  equivalent  to  liquidity. 
'  any  sound  assets ",  not  defined  except  as  a  remote  central  body, 
subject  to  political  influence,  may  from  time  to  time  define  tbe 
le  to  serve  as  a  basis  for  the  Nation's  currency, 
i  possible  the  Issuance  of  currency  under  governmental  pressure 
e  forced  sale  of  bonds  by  the  Treasury  to  the  Reserve  banks  to 
jd  needs  of  Government  for  rands  which  It  Is  not  considered  ex- 
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pedient  to  raise  by  taxation  and  which  cannot  be  borrowed  from  the  saviup 
of  the  people  In  a  free  market  at  rates  which  the  Government  is  ready  to 
pay.  It  ignore*  the  fact  that,  aside  from  the  preferred  stock  held  by  the 
Reconstruction  Finance  Corporation,  which  it  is  proposed  under  existing  law 
the  retire  as  soon  as  possible,  the  capital,  surplus,  and  undivided  pronto  of 
the  member  banks  is  private  capital  belonging  to  tens  of  thousands  of  Indi- 
vidual stockholders ;  and,  aside  from  the  present  abnormal  Government  de- 
posits, ttie  billions  of  dollars  of  deposits  in  these  banks  belong  to  Individual 
depositors.  To  all  intents  and  purposes  it  socializes  all  these  funds.  It  ignore! 
the  fact  that  the  member  banks,  by  virtue  of  having  supplied  all  the  capital 
of  the  Federal  Reserve  banks,  by  virtue  of  the  deposits  constituting  their 
legal  reserves,  through  their  liability  to  further  assessment  for  capital  stock 
and  through  their  double  liability  on  their  stock  subscriptions,  have  a  vital 
Interest  in  the  soundness  of  management  of  the  Reserve  batiks  of  their  sev- 
eral districts  and  a  right  to  a  voice  In  the  management  of  the  resources  of 
these  banks.  It  takes  away,  by  various  devices,  all  real  voice  of  tbe  Reserve 
banks  in  open-market  operations  and  rediscount  rates,  places  these  vital  sub- 
jects, together  with  control  over  reserve  percentages  of  member  banks,  en- 
tirely in  the  Federal  Reserve  Board  and  at  the  same  time  tightens  the 
Influence  of  the  executive  branch  of  the  Government  over  tbe  conduct  of  ti 
affairs  of  the  Board  Itself. 

It  Is  submitted  that  even  though  one  grant  that  the  Federal  Reserve  System 
Is  loosely  organized,  nevertheless  to  allow  the  member  banks  and  the  12  Reserve 
banks  to  safeguard  the  funds  entrusted  to  their  care  by  stockholders  and  de- 
positors, and  to  administer  them  according  to  the  varying  needs  of  their  cus- 
tomers and  their  respective  localities,  Is  far  more  likely  to  he  compatible  with 
business  stability,  the  interests  of  commerce,  Industry,  and  ngrlculture  and  the 
general  public  welfare  than  is  administration  by  politically  appointed  agents 
centralized  in  Washington.  Impartial  administration  Is  humanly  Impossible 
when  the  course  of  those  nominally  in  control  may  so  easily  be  influenced  by 
considerations  of  political  expediency  or  by  current  theories  as  to  political  or 
social  needs,  as  is  bound  to  be  the  case  under  any  system  dominated  by  current 
political  appointees. 

It  is  argued  that  since  the  present  law  makes  the  chairmen  of  the  Reserve 
banks  representatives  of  the  Federal  Reserve  Board,  there  is  no  tightening  of 
control  or  loss  of  local  autonomy  when  the  office  of  chairman  is  abolished  and 
the  governor  becomes  chairman  under  similar  control  by  the  Board.  Under 
the  provisions  of  existing  law,  however  (Federal  Reserve  Act.  sec.  41 ,  the  chair- 
man of  each  Reserve  bank  must  have  been  at  least  2  years  a  resident  of  his 
district  and  must  be  "  a  person  of  tested  banking  experience."  tinder  section 
201  of  S.  1H5  (p.  38,  lines  21-23),  neither  of  those  requirements  la  now  to  be 
applied  to  either  governor  or  vice  governor.  In  each  of  the  12  districts,  there- 
fore, tbe  Federal  Reserve  Board  might  have  power  to  control  tbe  Installation 
of  two  dominant  representatives — both  strangers — with  no  practical  banking 
knowledge,  their  appointment  thus  dictated  by  a  board  whose  members  may 
also  be  without  banking  experience,  nnd  whose  only  prescribed  qualifications 
are  capacity  to  participate  in  the  formulation  of  national,  economic,  and 
monetary  policies. 

Under  existing  law,  moreover,  the  regional  boards  of  directors  are  authorised 
(Federal  Reserve  Act,  sec.  4)  to  appoint  their  own  officers  and  employees,  with 
a  limited  few  exceptions,  to  define  their  duties,  anil  to  dismiss  them  at  pleasure; 
hut  section  201  of  S.  1715  (p.  30,  lines  20  and  21)  makes  all  officers  and  em- 
ployees of  the  regional  banks  directly  responsible  to  the  respective  governors 
alone.  In  this  situation  It  cannot  possibly  be  said  that  any  real  autonomy  is  left 
with  the  regional  banks.  Even  nominal  autonomy  Is  greatly  restricted  by  the 
provisions  (S.  1715.  p.  40.  lines  17-32)  denying  class  A  and  class  B  director*, 
who  are  direct  representatives  of  the  memher  hanks,  the  right  to  serve  for  more 
than  two  consecutive  terms,  no  matter  how  desirous  the  stockholding  member 
banks  may  be  of  having  them  continue  in  office.  It  is  safe  to  say  that  almost 
no  head  of  a  well -managed  bank  or  of  any  other  business  would  wish  so  arbi- 
trary a  restriction  to  apply  in  the  case  of  his  own  corporation.  The  reduced 
status  of  the  directors  of  the  regional  banks  in  the  minds  of  some,  at  least,  of 
the  proix>nents  of  this  legislation  is  seen  in  the  interpretation  pnt  upon  the  act 
by  tbe  H.  R.  Report  No.  742  accompanying  H.  R.  7617.  In  commenting  n™ 
section  204  (8.  1715,  p,  43,  line  24,  et.  seq.) ,  which  authorises  the  Reserve  F 
to  assign  to  "  representatives  of  the  Board  "  the  performance  «  "   " 
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rales  mm!  rpjnilatlems,  H.  R.  Report  No.  742  Mates,  at  the  bottom  of  page  B, 
that  "une  of  the  Important  consequences  of  these  provisions  would  lie  that  the 
Board  would  have  authority  to  assign  to  the  governor  or  board  of  directors  of 
a  Federal  Reserve  bank  "  certain  duties.  How  long,  it  may  lie  naked,  have  the 
directors  of  the  Reserve  banks  been  regarded  as  representatives  of  the  Reserve 
Board! 

The  power  of  any  current  administration  to  dominate  completely  the  per- 
sonnel of  the  Reserve  Board  under  the  provisions  of  8.  1715  (p.  43,  line  11-21) 
haa  been  frequently  discussed  before  this  committee.  It  is  no  answer  to  sny 
that  the  drastic  power  conferred  would  never  be  exercised.  It  Is  axiomatic 
thnt  a  legislative  body  should  never  grant  to  an  executive  a  broad  authority  In 
reliance  upon  a  belief  that  he  will  be  too  benign  to  act  under  It. 

The  possible  extension  of  political  control  Is  further  seen  in  the  proposed 
provisions  governing  the  open-market  committee.  SS.  1715  (sec.  205,  p.  44)  gives 
minority  representation  to  two  governors  of  the  Reserve  banks  elected  for 
1-year  terms  under  procedure  prescribed  by  regulations  of  the  Reserve  Board. 
Regardless  of  the  best  intentions,  this  means  power  to  deprive  the  Reserve 
banks  of  any  effective  representation.  II.  R.  7617  (sec.  205,  p.  51  et  seq.)  gives 
the  Reserve  banks  merely  an  advisory  committee  of  four  governors  with 
no  voting  power,  real  authority  resting  solely  with  the  Board.  Under  both 
bills  this  committee  Is  entrusted  with  vast  powers. 

Something;  can  be  said  for  a  more  centralized  responsibility  for  the  proper 
performance  of  the  duties  now  performed  by  the  open-market  committee,  but 
little  has  been  said,  or  can  be  said,  for  depriving  the  Reserve  banks  of  all 
effective  voice  in  the  use  of  the  funds  belonging  to  them  and  to  the  memlier 
lianks.  Any  investment  of  the  assets  of  a  Reserve  bank,  whether  in  Govern- 
ment bonds  or  otherwise,  is  an  Investment  of  the  property  of  member  banks. 
If  such  Investment  is  the  voluntary  act  of  the  board  of  directors,  representa- 
tives of  the  member  banks,  they  have  no  cause  of  complaint.  But  If  such 
investment  can  be  commanded  by  a  central  board  upon  which  memlier  banks 
are  not  represented  and  contrary  to  the  will  of  their  representatives  on  the 
boards  of  the  Reserve  bunks  it  Is,  in  substance,  taking  away  their  property 
without  their  consent  and  is  contrary  to  fundamental  American  concepts. 

The  plan  proposed  by  the  Advisory  Council  Is  for  an  open-market  com- 
mittee of  0:  5  being  the  members  of  the  smaller  Reserve  Bonrd  which  is  pro- 
posed and  4  being  governors  of  the  Reserve  banks  selected  by  the  12  governors 
In  accordance  with  procedure  prescribed  by  them,  their  terms  being  so  ar- 
ranged as  to  [rive  real  continuity  of  service.  It  Is  a  sane  plan.  insuring  wise 
administration  by  a  dignified  and  powerful  body  worthy  of  public  confidence, 
so  constituted  us  to  enjoy  real  freedom  of  action,  to  which  the  vast  powers 
proposed  to  be  centralized  might  he  entrusted  with  safety,  alike  to  the  Interests 
of  the  public,  the  Reserve  banks  and  the  stockholders  and  depositors  of  the 
member  banks.  No  satisfactory  reason  has  been  advanced  why  this  sugges- 
tion should  not  be  compiled  with.  The  only  apparent  result  of  either  the 
Senate  plan  or  the  House  plan  would  be  to  turn  the  banking  system  of  the 
country  Into  machinery  for  making  the  issue  of  flat  money  so  simple  as  to 
In viie  disaster. 

It  Is  stated,  and  It  must  be  believed  even  without  statement,  thnt  there  Is  no 
desire  for  runaway  inflation  on  the  part  of  the  present  administration.  Of 
course  this  Is  true.  No  government  ever  willfully  brings  ruin  upon  its  own 
people.  But  certain  courses.  If  followed  too  long,  lend  to  conditions  under 
which  no  government  ran  resist  the  temptation  to  try  this  desperate  course. 
It  has  been  so  In  nil  history.  Economic  law  respects  no  age  or  era  and  no 
International  boundaries.  If  we  follow  courses  which  in  all  human  exjierlenee 
have  proved  disastrous,  disaster  is  likewise  Inevitable  here.  It  might  well 
prove  tragic  for  Congress  to  create  machinery  so  clearly  adapted  to  the  ends 
of  Inflation. 

It  cannot  be  forgotten  in  this  connection  that  the  so-called  "statement  of 
objectives'"  which  has  been  made  n  part  of  section  24  of  H.  R.  7G17  as  It 
passed  the  House  (p.  51)  contemplates  n  profound  change  in  the  considera- 
tions" which  are  henceforth  to  guide  the  open-market  committee.  I  under- 
stand that  a  similar  amendment  has  been  offered  to  the  Senate  bill.  A  com- 
parison between  this  statement  of  objectives  and  the  governing  principles  of 
the  present  law.  ns  expressed  in  clause  (c)  of  section  12-A  of  the  Reserve 
Act   will  clearly  indicate  the  far-reaching  possibilities  of  the  new  proposal. 
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child  who  has  a  dollar  of  his  own  or  who  Is  working  for  a  solvent  employer 
who  Is  not  potentially  affected  by  It  Its  far-reaching  Implications  could  not 
be  overstated.  It  should  not  be  tossed  lightly  Into  legislation  enacted  onto 
pressure  either  of  time  or  circumstances,  but  should  be  adopted,  if  at  all,  only 
after  a  study  of  the  type  which  the  Council  has  recommended. 

With  respect  to  the  so-called  "sound  assets"  clause  (S.  1715,  sec.  206, 
pp.  45-46)  but  little  argument  should  be  necessary.  It  la  naive  to  profess 
that  this  provision  would  not  encourage  banks  to  adopt — perhaps  quite  un- 
consciously— a  greater  laxity  In  loaning  policies,  and  they  have  short  mem- 
ories indeed  who  do  not  recall  the  part  played  in  bringing  on  the  banking 
crisis  by  the  mass  of  frozen  long-term  loans  and  Investments  which  bad  crept 
Into  the  system.  One  of  the  Important  motives  behind  the  Banking  Act  of 
1933  was  to  rid  the  banks  of  lust  that  character  of  assets.  We  are  dealing 
with  human  nature  and  It  Is  certainty  that  with  this  provision  in  the  law 
it  would  not  only  be  more  difficult  for  individual  banks  to  decline  to  make 
slow  loans  which  they  would  hope  could  be  rediscount ed  If  necessary,  bat 
would  also  be  more  difficult  for  the  Reserve  banks  to  decline  to  grunt  sues 
rediscounts.  It  would  with  the  experience  of  the  banking  crisis  fresh  in  mind 
that  the  Federal  Reserve  Board,  In  making  its  annual  report  of  May  28,  IBM- 
just  a  year  ago— and  when  the  personnel  of  the  Board  was  exactly  the  same 
as  at  present,  with  the  exception  of  the  Governor,  recommended,  without  a 
dissenting  voice,  that  section  10  (b)  of  the  Reserve  act  be  reenacted  in  per- 
manent form  and  stated  their  reasons  as  follows :  I  quote  from  page  56  of 
the  report : 

"  In  view  of  the  fact  that  this  section  has  enabled  the  Federal  Reserve 
banks  to  render  valuable  assistance  to  member  banks  In  difficulties,  without 
impairing  the  liquidity  of  the  assets  of  the  Federal  Reserve  banks,  it  Is  be- 
lieved that  the  authority  of  the  section  should  be  made  permanent.  However. 
It  is  the  view  of  the  Board  that  loans  should  not  be  made  thereunder  except 
during  periods  of  a  banking  emergency  when  member  banks  may  be  In  unusual 
need  of  assistance  and  that  the  section  should  be  enacted  In  permanent  form 
only  if  an  appropriate  safeguard  is  incorporated  therein  to  enable  the  Board 
to  prevent  an  undue  use  of  such  credit  facilities.  The  Board  recommends. 
therefore,  that  the  section  be  enacted  In  permanent  form  with  uu  amendment 
providing  that  loans  may  not  be  made  by  Federal  Reserve  banks  under  tbe 
provisions  of  the  said  section  except  pursuant  to  authority  granted  by  the 
Federal  Reserve  Board  upon  the  affirmative  vote  of  not  less  than  five  members 
and  under  rules  and  regulations  prescribed  by  the  Federal  Eeserve  Board." 

This  recent  and  clear  recommend  a  I  ion  of  the  Federal  Reserve  Board  for  the 
reenactment  of  section  10  (b)  for  use  solely  in  emergencies  tbe  Council  now  re- 
iterates.    There  Is  no  evidence  that  tbe  Board  itself  has  clianged  Its  attitude. 

Closely  tied  in  with  tbe  question  of  red iscouti ting  "  any  sound  assets  ",  is  the 
recommendation  of  the  Council  that  the  present  provisions  of  law  respecting 
collateral  behind  Federal  Reserve  uotes  be  retained.  The  act,  after  exhaus- 
tive study,  adopted  the  principle  that  Federal  Reserve  notes  were  to  have 
definite  security  behind  them.  The  literature  of  the  period  shows  conclusively 
that  those  notes  were  regarded  as  backed  by  specific  security  and  that  tbe 
obligation  of  tbe  United  States  was  a  secondary  consideration.  Senate  Docs' 
tnent  No.  117  of  the  Sixty-third  Congress,  first  session,  accompanying  the  cur- 
rency bill,  states  specifically  that  "  the  primary  security  "  of  the  currency  wis 
to  be  "  short-time  commercial  notes"  followed  by  the  resources  of  the  Respire 
banks,  the  double  liability  of  the  member  banks,  the  gold  reserves  and  finally 
the  credit  of  the  Government.  "  The  history  of  the  world  ",  it  Is  stated.  "  offers 
no  case  "here  any  currency  note  ever  had  behind  It  sueli  a  volume  of  security," 
It  Is  Indeed  a  far  cry  from  this  situation  to  one  whore  Dr.  Kemmerer  can 
say  that  the  Government  debt  Is  secured  by  notes  and  the  notes  secured  br 
Government  debt.  It  Is  true  that  Reserve  notes  are  now  secured  by  a  Ilea 
upon  all  tbe  assets  of  the  llesprve  banks  and  that  therefore  the  pledge  of 
specific  assets  does  not  add  to  the  security  behind  them.  But  we  are  deal- 
ing with  human  nature  and  with  human  psychology  and  no  amount  of  logic 
can  alter  the  fact  that  the  necessity  of  setting  aside  definite  collateral  does,  la 
practice,  operate  as  n  check  and  a  caution  signal  and  that  tbe  retention  of 
these  safeguards  wonld  give  added  protection  against  an  expansion  of  currency 
upon  the  basis  of  second-rate  assets. 

I  shall  touch  briefly  on  but  two  more  points:  The  first  Is  the  disquieting  In- 
crease In  bureaucratic  control  under  both  the  Senate  and  the  House  bill), 
although  vastly  greater  under  the  House  bill.     It  Is  true  that  amid  modern 
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complexities  of  Government  a  certain  amount  of  details  must  necessarily  be 
left  to  administrative  bodies,  but  the  proper  limits  of  such  delegation  of 
legislative  authority  were  carefully  defined  1m  a  recent  case  by  the  United 
States  Supreme  Court  (Panama  Refining  Go.  et  al.  v.  Ryan  et  al..  Sup.  Ct. 
R.  241,  decided  Jan.  7,  1935).  I  do  not  believe,  for  example.  In  the  sound- 
ness of  the  policy  under  which  in  S.  1715  (p.  13,  line  15  et  sea.)  the  board 
of  directors  of  the  Federal  Deposit  Insurance  Corporation,  who  are  not 
required  to  have  had  banking  experience,  are  given  the  power  to  define 
"unsafe  or  unsound  practices"  in  banks,  and,  In  addition  to  exercising  this 
legislative  power,  are  made  investigators,  prosecutors,  witnesses,  jury,  judge, 
and  executioner.  I  do  not  believe  Id  the  broad  power  conferred  upon  this 
same  board  of  directors  on  page  18,  lines  6-7  of  8,  1715,  to  make  any  rule 
or  regulation  which  It  may  think  necessary  to  carry  out  whatever  It  may  con- 
ceive to  be  the  meaning  of  any  provision  of  sec.  12-A.  I  do  believe  that  the 
existing  provisions  of  the  sixth  and  seventh  clauses  of  subsection  (J),  already 
give  to  this  board  all  the  powers  in  those  respects  which  it  Is  necessary  and 
proper  that  the  board  should  have.  Both  bills  are  filled,  with  provisions  of 
this  character  but  perhaps  the  most  amusing  is  that  in  lines  15  and  17  on 
page  73  of  H.  K.  7617  where  the  Reserve  Board  Is  authorized  to  define  the 
United  States.  This  is  not  a  fantastic  pleasantry  but  an  actual  power  which 
would,  of  necessity,  be  exercised,  If  the  bill,  as  passed  by  the  House,  becomes 
law. 

The  final  point  to  which  I  shall  refer  Is  the  argument  that  the  Executive 
Department  and  the  Reserve  Board  already  have  most  of  the  powers  to  which 
objection  Is  now  being  made.  The  obvious  Inquiry  Instantly  arises  as  to  why 
these  changes  are  sought  If  the  powers  already  exist.  But  that  is  a  super- 
ficial reply.  The  fact  is  that  the  argument  suggested  is  not  based  upon  fact 
and  is  completely  misleading  In  Its  implications. 

It  Is  true  that  the  Board,  under  clause  (f)  of  section  11  of  the  Federal  Re- 
serve Act,  has  power  to  suspend  or  remove  any  officer  or  director  of  any  Fed- 
eral Reserve  bank,  but  such  removal  can  be  only  for  cause,  while  the  Board  and 
the  officers  selected  by  them  administer  the  bank's  affairs  with  the  aid  of  em- 
ployees whom  they  select  and  who  are  responsible  to  them  alone. 

It  is  true,  as  has  been  pointed  out,  that,  in  an  emergency,  statutory  provisions 
as  to  reserves  may  be  suspend  Id,  but  only  In  an  emergency,  the  existence  of 
which  has  been  ascertained  in  a  manner  prescribed  by  statute  and  only  for  its 
duration. 

It  is  true  that  the  Board  claims  the  power  to  initiate  changes  in  rediscount 
rates  and  to  compel  the  Reserve  banks  to  adopt  them,  but  this  power  Is  dis- 
puted and  the  question  has  never  been  finally  settled. 

It  is  probably  true  that  a  President  would  have  It  In  his  power  In  divers 
ways  to  compel  the  resignation  of  an  unsatisfactory  member  of  the  Federal 
Reserve  Board.  It  has  been  pointed  out  that  there  Is  a  decision  of  the  Supreme 
Court  which  appears  to  justify  the  claim  that  a  President  may  remove,  without 
the  consent  of  the  Senate,  any  officer  he  has  appointed,  even  though  the  consent 
of  the  Senate  has  been  necessary  for  the  appointment,  but  neither  this  nor  any 
other  of  the  powers  just  mentioned  could,  under  present  law,  be  arbitrarily 
exercised  without  sharp  and  immediate  challenge — both  from  the  public  and 
from  the  two  Houses  of  Congress.  It  is  a  long  step  for  Congress  deliberately  to 
adopt  amendments  which  would  place  the  existence  of  powers  like  these  defi- 
nitely beyond  question.    It  is  earnestly  to  be  hoped  that  it  will  not  do  so. 

Ten  years  ago  David  F.  Houston,  who  was  Secretary  of  the  Treasury  in  the 
Cabinet  of  Woodrow  Wilson,  wrote  a  book  entitled  "  Eight  Years  with  Wilson's 
Cabinet."  One  of  his  chapters  was  devoted  to  the  Federal  Reserve  System, 
which  was  one  of  Wilson's  great  achievements.  In  closing  his  discussion  of 
this  topic,  Mr.  Houston  said :  "  Whether  the  System  will  survive  is,  of  course, 
a  question.  Whether  It  can  be  kept  out  of  politics  or  politics  can  be  kept  out 
of  It  remains  to  be  seen.  The  Ignorant  and  the  demagogues  we  still  have  with 
us.  The  test  will  come  in  some  period  of  great  stress.  If  prices  should  fall 
and  many  people,  for  causes  over  which  banks  have  no  control,  should  come  to 
grief,  there  will  be  those  who  will  ascribe  their  ills  to  erll  designs  of  those  who 
direct  the  System.  It  will  be  pictured  as  the  monster  '  who  plays  upon  the 
hopes  and  fears  of  the  masses  of  the  plain  people.'  We  shall  then  see  what 
we  shall  see.  We  shall  see  whether  we  have  developed  enough  popular 
Intelligence  and  courageous  leadership  to  save  us  from  our  folly.  We  shall 
see  whether  we  have  learned  anything  from  experience"  (vol.  I,  p.  92). 
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Senator  Glass.  The  subcommittee  will  adjourn,  now,  until  tomor- 
row morning  at  10 :  30.  We  will  meet  in  the  committee  room  of  the 
Senate  Committee  on  Banking  and  Currency,  in  the  Senate  Office 
Building. 

(Whereupon,  at  8 :  40  p.  m.,  the  subcommittee  adjourned  until  to- 
morrow, Tuesday,  May  21,  1935,  at  10 :  35  a.  m.,  to  meet  in  the  com- 
mittee room  of  the  Senate  Committee  on  Banking  and  Currency  in 
the  Senate  Office  Building.) 
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tuesday,  mat  21,  1935 

United  States  Senate, 
Subcommittee  of  the  Committee  on 

Banking  and  Currency, 

Washington,  t>.  C. 

The  subcommittee  met.  pursuant  to  adjournment  on  yesterday, 
at  10:30  a.  m.,  in  room  301,  Senate  Office  Building,  Senator  Carter 
Glass  presiding. 

Present:  Senators  Glass  {chairman  of  the  subcommittee),  Bulk- 
ley,  McAdoo,  Townsend,  and  Couzens. 

Senator  Glass.  The  committee  will  come  to  order.  Gentlemen 
of  the  committee,  we  are  to  hear  this  morning  representatives  of 
the  United  Sates  Chamber  of  Commerce. 

Mr.  Sweet,  will  you  please  come  forward  and  take  a  seat  at  the 
table,  opposite  the  committee  reporter! 

Mr.  Sweet.  Yes,  sir. 

Senator  Glass.  Mr.  Sweet,  as  you  know,  we  have  under  con- 
sideration the  banking  bill,  S.  1715,  and  I  have  understood  that 
representatives  of  the  United  States  Chamber  of  Commerce  desired 
to  present  the  views  of  the  chamber.  We  will  be  very  glad  to 
hear  from  you. 

STATEMENT  OF  WILLIAM  L.  SWEET,  TREASURER  AND  GENERAL 
MANAGES  OF  THE  RTTMFORD  CHEMICAL  WORKS,  RUMFORD, 
R.  I.;  CHAIRMAN  OF  A  SPECIAL  COMMITTEE  ON  BANKING 
LEGISLATION  OF  THE  UNITED  STATES  CHAMBER  OF  COMMERCE 

Mr.  Sweet.  Mr.  Chairman :  My  name  is  William  L.  Sweet.  I  am 
treasurer  and  general  manager  of  the  Rumford  Chemical  Works, 
Rumford,  R.  I.  My  appearance  today  is  as  chairman  of  a  special 
committee  of  the  Chamber  of  Commerce  of  the  United  States,  upon 
banking  legislation. 

The  special  committee  was  established  by  the  directors  of  the 
chamber  to  study  and  present  its  findings  upon  the  proposals  for 
changes  in  the  Federal  Reserve  Act  that  are  contained  in  title  II 
of  the  pending  banking  act  of  1935. 

It  is  my  desire  to  state  very  briefly  the  steps  which  the  chamber 
has  taken  looking  toward  the  improved  functioning  of  the  American 
banking  system  and  to  present  a  statement  outlining  in  general 
terms  its  position  upon  the  pending  banking  act  of  1935.  With 
your  permission  I  should  like  to  introduce  at  the  close  of  my  remarks 
another  member  of  the  special  committee,  Mr.  Frederic  S.  Snyder, 
to  discuss  in  some  detail  the  findings  of  the  committee  upon  certain 
provisions  of  title  II. 
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The  interest  of  the  Chamber  of  Commerce  of  the  United  States 
in  matters  pertaining  to  the  Federal  Reserve  and  commercial  bank- 
ing systems  is  of  long  standing.  One  of  the  chamber's  earliest 
rereranda  was  upon  the  question  of  the  establishment  of  the  Federal 
Reserve  System.  As  a  result  of  that  referendum  the  support  of  the 
business  community  was  shown  clearly  to  he  back  of  the  then  pending 
Glass-Owen  bill.  You  will  recall  that  the  business  community  took 
this  position  at  a  time  when  banking  support  of  the  measure  was 
by  no  means  unanimous.  Indeed,  it  is  not  too  much  to  say  that  by 
cooperation  with  the  National  Citizens  League  much  public  appre- 
ciation was  developed  by  business  men  of  the  fundamental  principles 
which  you,  Senator  Glass,  and  your  associates  maintained  should 
be  written  into  the  law.  Since  the  passage  of  the  Reserve  Act 
numerous  features  of  the  hanking  system  hav»  been  the  subject  of 
public  reports  by  the  national  chamber.  Many  recommendations 
for  improvement  of  banking  laws  and  practices  have  had  its  strong 
support. 

Shortly  after  the  introduction  of  the  proposed  banking  act  of 
1935  the  finance  department  committee  of  the  chamber  reported  to 
the  board  of  directors  upon  title  I  of  the  bill  that  relates  to  insur- 
ance of  bank  deposits  and  title  III  that  relates  to  technical  revisions 
of  banking  laws.  The  finance  department  committee  indicated  that 
the  provisions  of  titles  I  and  III  of  the  banking  bill,  in  the  main, 
reflected  the  considered  judgment  of  public  and  hanking  officials  as 
to  desirable  legislation.  It  expressed  the  opinion,  however,  that 
the  significance  of  the  proposals  contained  under  title  II  were  under- 
stood in  commercial  and  industrial  circles  only  to  a  limited  extent 
and  that  these  proposals  would  affect  the  interest  of  all,  the  cus- 
tomers of  banks  no  less  than  the  banks  themselves. 

The  board  of  directors  of  the  chamber  accordingly  urged  that 
the  commercial  and  industrial  interests  of  America  study  the  pend- 
ing proposals  without  delay  so  as  to  be  prepared  to  register  their 
opinions  upon  the  measure  and  upon  the  announced  purposes 
underlying  it.  To  aid  such  study  the  chamber  distributed  to  its 
members  and  others  a  comprehensive  analysis  of  the  proposed 
banking  act  of  1935.  I  submit  a  copy  of  this  analysis  for  inser- 
tion into  the  record,  if  your  committee  desires.  It  presents  the  gis* 
of  the  main  proposals  of  title  II,  the  gist  of  pertinent  provisions  of 
present  law,  explanatory  comment  upon  both  sides  of  the  contro- 
versial aspects,  and  modifications  of  the  bill  that  had  been  advanced 
by  others  than  the  national  chamber.  The  document  also  sum- 
marizes briefly  the  provisions  of  titles  I  and  III. 

Senator  Glass.  That  may  be  included  in  our  record. 

(The  pamphlet  entitled  "  The  Proposed  Banking  Act  of  19&>. 
Analysis  of  Title  II,  and  Summary  of  Other  Provisions,"  will  be 
found  at  the  end  of  the  day's  proceedings.) 

Mr.  Sweet.  The  subsequent  report  of  our  special  committee,  en- 
titled "Proposed  changes  in  the  Federal  Reserve  System",  was 
sent  to  the  members  of  your  committee  and  widely  distributed.  I 
shall  submit  a  copy  now,  for  insertion  in  the  record,  if  your  com- 
mittee should  desire  it. 

Senator  Glass.  That  will  be  received  for  the  record. 

(The  pamphlet  entitled  "  Proposed  changes  in  the  Federal  Ik- 
serve  System :  The  provisions  of  Title  II  of  the  pending  banking 
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act  of  1935,  report  of  special  committee  ",  will  be  found  at  the  end 
of  the  day's  proceedings.) 

Mr.  Sweet.  Based  upon  the  committee's  report  and  discussions  of 
the  pending  banking  bill  at  its  annual  meeting,  the  membership  of 
the  chamber  adopted  a  statement  of  the  chamber's  position  upon 
the  bill.  This  statement  is  contained  in  a  resolution  adopted'  on 
May  2,  a  copy  of  which  I  shall  submit  for  the  record  also  if  your 
committee  desires. 

Senator  Glass.  We  will  be  glad  to  have  it  for  our  record. 

Mr.  Sweet.  I  hand  it  to  the  committee  reporter. 


FKDEEAL   fiESEKVK   SYSTEM 

The  Federal  Reserve  System  from  its  Inception  has  received  the  steadfast 
support  of  the  Chamber  of  Commerce  of  the  United  States.  We  reaffirm 
our  confidence  In  its  fundamental  principles.  We  urge  that  no  change  be 
made  In  the  Federal  Reserve  Act  except  such  as  will  supply  further  strength 
and  usefulness  to  the  present  plan.  It  Is  vital  that  every  necessary  safe- 
guard exlBt  against  partisanship  in  the  control  and  operations  of  the  System. 

Proposals  for  substantial,  even  radical,  changes  in  the  Federal  Reserve 
System  are  contained  in  title  II  of  the  pending  banking  legislation.  These 
proposals  are  not  based  upon  the  collective  Judgment  of  the  officials  of  the 
System  or  supported  by  a  body  of  authoritative  banking  and  business  opinion. 
In  the  aggregate,  the  effects  of  their  adoption  in  the  form  before  the  Senate 
or  as  reported  to  the  House  of  Representatives  would  be  to  subject  the  opera- 
tions of  the  System  to  a  greatly  increased  danger  of  political  domination. 
The  measure  provides  for  such  concentration  of  power  over  reserve  and  com- 
mercial banking  as  would  mean  the  establishment  of  a  central  bank  mechanism 
that,  under  political  control  and  influence,  would  necessarily  destroy  the  pres- 
ent plan,  which  was  approved  by  both  political  parties  and  the  public  and  is 
based  upon  the  maintenance  of  a  system  of  regional  reserve  banks  possessing 
a  high  degree  of  autonomy.  The  centralized  control  of  credit  resulting 
from  such  a  fundamental  change  would  amount  to  little  short  of  political 
dictatorship  over  the  individual  deposits  and  credit  of  our  people.  The  bill 
as  drawn  does  not  so  much  affect  bankers  as  the  depositors  in  banks. 

Quickly  conceived  and  hurriedly  enacted  changes  of  Important  features  of 
our  Federal  Reserve  System  are  profoundly  disturbing.  It  is,  therefore,  urged 
that  Congress  at  this  session  provide  for  a  thoroughgoing  consideration  of  the 
Federal  Reserve  System  ana  for  ascertainment  of  any  changes  which  should 
be  made  for  its  improvement. 


With  the  elimination  from  the  pending  bill  of  the  provisions  of  title  II, 
which  we  so  earnestly  believe  should  not  be  enacted,  there  would  remain  in 
the  proposed  Banking  Act  of  1965  the  sections  relating  to  insurance  of  bank 
deposits  (contained  in  title  I)  and  the  sections  that  relate  to  a  number  of 
technical  changes  of  banking  law  (contained  in  title  III).  The  subject  matter 
of  the  deposit-insurance  provisions  and  of  the  technical  amendments,  having 
been  evolved  by  officials  of  the  Federal  Deposit  Insurance  Corporation  and  the 
office  of  the  Comptroller  of  the  Currency  in  consultation  with  men  of  prac- 
tical experience  in  banking  and  in  business,  are  based  upon  demonstrated 
needs.  The  adoption  of  these  provisions  of  the  bill,  with  such  minor  modifica- 
tions as  congressional  Investigation  may  warrant,  is  reccommended. 

Mr.  Sweet.  The  chamber  has  been  in  receipt  of  many  statements 
of  opinion  from  business  organizations  and  business  men  in  support 
of  its  position  and  has  received  none  in  opposition  to  it. 

With  the  permission  of  the  committee,  I  should  like  now  to  intro- 
duce Mr.  Frederic  S.  Snyder,  of  Boston,  a  member  of  the  chamber's 
special  committee  on  banking  legislation,  who  will  present  our  opin- 
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ions  and  recommendations  upon  the  more  important  provisions  of 
title  II. 

I  thank  you. 

Senator  Glass.  All  right,  Mr.  Sweet ;  we  are  glad  to  have  had  your 
views. 

(Thereupon  Mr.  Sweet  left  the  committee  table.) 

Senator  Glass.  Mr.  Snyder,  will  you  come  forward  to  the  com- 
mittee table  and  take  a  seat  opposite  the  committee  reporter  i 

STATEMENT  OF  FBEDERIC  S.  SNYDER,  BOSTON,  MASS.,  A  MEMBER 
OF  THE  SPECIAL  COMMITTEE  ON  BANKING  LEGISLATION  OF 
THE  CHAMBEB,  OF  COMMEHCE  OF  THE  UNITED  STATES 

Mr.  Sntdek.  Mr,  Chairman,  I  am  Frederic  S.  Snyder,  a  resident 
of  Boston,  recently  retired  after  40  years  of  active  business,  mainly 
in  food  packing  and  processing.  If  it  be  of  moment,  I  might  men- 
tion that  for  3  years  I  was  chairman  of  the  board  of  the  Institute  of 
American  Meat  Packers  and  for  a  similar  period  president  of  the 
Boston  Chamber  of  Commerce.  I  have  never  been  an  officer  of  a 
bank,  although  I  have  held  directorships  and  now  am  a  trustee  of 
two  savings  banks  and  of  a  few  estates  and  trusts. 

I  appear  here  primarily  as  a  member  of  the  special  committee  of 
representatives  of  commerce,  agriculture,  and  industry,  which  was 
appointed  by  the  Chamber  of  Commerce  of  the  United  States  to  gm 
consideration  to  the  proposals  in  title  II  of  the  proposed  Banking 
Act  of  1935  in  the  form  it  was  introduced  and  as  now  pending  before 
your  committee.  I  shall  make  some  references,  however,  to  the 
provisions  of  this  title  as  passed  by  the  House. 

I  desire  to  make  it  clear  that  I  am  a  business  man  who  happens 
to  have  given  some  thought  to  banking  questions  generally,  with 
special  attention  to  some  of  the  main  features  of  title  II  of  this  bill. 
In  other  words,  I  am  not  a  technician  in  banking,  a  money  theorist, 
nor  an  administrator  of  banking  affairs.  On  the  other  hand,  I  have 
had  many  years  of  experience  as  a  depositor,  customer,  and  borrower 
of  banks  and  have  been  called  upon  to  consider  with  bankers  and 
legislators  at  times  the  businessman's  conception  of  good  banking. 
While  I  profess  no  profound  knowledge  of  the  technique  of  the 
operations  of  Reserve  banks,  for  more  than  20  years  I  have  followed 
the  development  of  thought  in  business  circles  upon  a  number  of 
phases  of  reserve  banking. 

My  main  presentation  will  be  addressed  to  some  of  the  principal 
features  of  title  II.  It  will  develop  the  inadvisability  of  approving 
them  if  the  credit  needs  of  commerce,  agriculture,  and  industry  are 
to  be  met  in  a  proper  manner,  and  if  confidence  in  our  monetary 
and  credit  mechanism  is  to  be  felt  in  business  circles,  and  thus  fur- 
nish the  basis  for  decisions  to  venture  in  business  enterprise  in  sic" 
of  economic  recovery. 

We  have  come  to  regard  certain  features  of  the  structure,  powers, 
policies,  und  practices  of  reserve  banking  as  fundamentals.  These 
would  be  seriously  affected  by  more  than  1  of  the  10  sections  of  title 
II,  many  of  the  provisions  of  which  are  interrelated.  For  ease  of 
reference,  however,  and  with  a  minimum  review  of  these  features,  my 
presentation  will  follow  the  order  of  the  provisions  of  the  bill. 
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First,  with  reference  to  officers  of  Reserve  banks:  In  section  201 
the  principal  points  to  which  we  wish  to  address  some  attention 
concern  the  selection  of  the  governors  of  the  Reserve  banks  and  the 
prohibition  upon  directors  of  these  banks  serving  more  than  6  con- 
secutive years. 

It  is  provided  in  the  Senate  bill  that  before  taking  office  the  gov- 
ernor of  a  Reserve  bank,  elected  annually  by  the  local  board,  must 
have  the  approval  each  year  of  the  Federal  Reserve  Board.  In  the 
bill  as  passed  by  the  House  such  approval  would  be  required  each 
3  years. 

The.  minor  circumstances  that  the  offices  of  governor  and  chairman 
in  each  bank  would  be  combined  and  that  the  duties  of  the  Federal 
Reserve  agent  would  be  assigned  to  a  person  designated  by  the  Fed- 
eral Reserve  Board  instead  of  placed  with  the  present  chairman  and 
agent  are  insufficient  justification,  in  our  judgment,  for  bringing  the 
governor  and  vice  governor  of  each  Reserve  bank  closely  under  the 
domination  of  the  Board  at  Washington. 

Any  man  worthy  of  the  office  of  governor  of  a  Reserve  bank,  par- 
ticularly if  a  form  of  career  service  is  to  be  developed,  would  be 
selected'  by  the  directors  of  a  Reserve  bank  with  a  view  to  his  fitness 
for  serving  for  a  period  of  years.  If  the  governor  is  to  be  simply 
an  agent  of  the  Federal  Reserve  Board  and  his  tenure  of  office  de- 
pends upon  his  continuing  to  satisfy  that  Board,  it  will  tend  to 
make  him  supine  and  a  mere  subordinate. 

With  respect  to  district  matters  or  questions  affecting  the  Federal 
Reserve  System  generally,  he  would  be  looking  over  his  shoulder  at 
Washington  in  endeavoring  to  decide  what  effect  his  opinions  and 
actions,  during  the  year  or  during  the  3-year  period,  would  have 
upon  his  ability  to  retain  his  office.  He  would  have  two  immediate 
groups  of  bosses,  one  the  local  board  of  directors  which  elects  him 
annually,  and  the  Washington  board  which  would  have  the  power 
each  year  or  each  3  years  to  disapprove  of  his  continuing  in  office. 

This  feature  of  the  bill,  combined  with  certain  others  which  I 
shall  mention  later,  would  tend  to  interfere  with  or  destroy  the  exer- 
cise of  reasonable  autonomy  by  the  directors  of  the  Reserve  banks 
if,  as  would  seem  inevitable,  the  governor  would  become  in  fact  the 
agent  of  the  Federal  Reserve  Board. 

We  strongly  urge  that  it  would  be  preferable  to  make  no  change 
in  the  present  set-up  in  this  respect,  than  to  adopt  either  the  provi- 
sions as  passed  by  the  House  or  the  one  in  the  Senate  bill.  If  the 
Congress,  however,  is  determined  upon  a  change,  we  recommend 
that  the  directors  of  the  Reserve  bank  be  permitted  freedom  to  select 
the  governor,  as  the  chief  executive  officer,  the  vice  governor,  and 
subordinates,  and  any  requirement  that  the  governor  and  vice  gov- 
ernor selected  by  such  directors  must  be  approved  by  the  Federal 
Reserve  Board  at  Washington  should  apply  only  to  any  new  incum- 
bents of  those  offices. 

As  to  the  limitation  that  directors  of  Reserve  hanks  may  serve 
only  6  consecutive  years,  in  our  judgment,  it  would  operate  as  a 
practical  matter,  mainly  to  curtail  effective  representation  in  the 
Reserve  banks  of  the  commercial,  agricultural,  and  industrial  inter- 
ests of  the  respective  districts. 

It  has  been  asserted  that  some  of  the  Reserve  banks  now  limit 
the  periods  of  service  of  the  class  B  directors.    We  do  not  find  that 
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lo  be  the  case.  It  is  true  that  in  some  of  the  districts  the  class  A 
or  banker  directors  are  limited  to  one  or  two  terms  of  3  years.  The 
class  B  or  business  directors,  however,  are  no  so  limited  and,  in  our 
judgment,  should  not  be. 

It  will  be  recalled  that  under  the  law  these  men  may  not  be  officers, 
directors,  or  employees  of  any  bank.  Because  of  the  nature  of  the 
operations  of  the  Reserve  banks  and  the  complex  business  and  credit 
situations  in  the  Reserve  districts,  these  representatives  of  business 
and  agriculture  require  a  considerable  service  upon  the  board  of  > 
Reserve  bank  to  fit  them  to  represent  adequately  the  business  and 
agricultural  interests  of  their  sections  in  a  manner  that  will  regard 
public  welfare  regionally  and  nationally. 

Under  the  present  arrangement  of  three  classes  of  directors  there  is 
a  balanced  plan  of  representation  in  each  Reserve  bank.  It  requires 
substantial  agreement  between  the  appointees  of  the  Federal  Govern- 
ment, the  locally  elected  representatives  of  commerce,  agriculture, 
and  industry,  and  the  locally  elected  representatives  of  the  member 
banks.  We  do  not  accept  the  reasoning  that,  since  the  Federal  Re- 
serve Board  would  relinquish  the  appointment  of  the  chairman,  and 
since  the  governor  would  be  elected  by  the  local  board,  this  would  in 
fact  increase  the  autonomy  of  the  regional  Reserve  banks.  If  the 
chief  executive  officers  who  are  given  control  under  the  bill  of  all 
the  bank's  employees  become  in  fact  the  agents  of  the  Washington 
Board,  and  if  the  familiarity  with  System  affairs  and  the  independent 
spirit  of  the  business  directors  as  a  class  are  lessened  through  rela- 
tively short  periods  of  service,  the  whole  regional  bank  could  he- 
come  in  fact  a  mere  subordinate  agency  of  the  Federal  Reserve  Board. 

As  will  be  developed  later  with  reference  to  the  power  of  the 
regional  banks  with  respect  to  open-market  operations,  rediscount 
rates  and  other  matters,  the  principal  features  of  the  bill  would 
tend  to  make  the  System  a  central  bank,  in  fact,  with  the  regional 
Reserve  banks  relegated  to  the  status  of  branches.  It  would  be  i 
central  bank  with  a  mere  facade  of  a  system  of  regional  branches 
and  subbranches. 

We  urge  the  Congress,  even  if  it  limits  the  service  of  class  A  direc- 
tors, to  permit  the  class  B  directors  to  serve  without  limitations  on 
the  number  of  terms  they  may  be  elected.  It  would  seem  that  any 
necessary  adjustments  in  the  Reserve  banks  with  respect  to  class  B 
directors,  or,  for  that  matter,  with  respect  to  the  class  A  directors, 
should  and  could  be  made  without  statutory  limitation.  In  any  event 
it  is  to  be  hoped  that  the  experience  and  wise  counsel  of  class  B 
directors  who  have  served  most  usefully  over  a  period  of  years  will 
not  be  sacrificed. 

With  reference  to  requirements  for  membership  in  the  Reserve 
System :  In  section  202,  the  Federal  Reserve  Board  would  be  granted 
discretion  to  waive  in  whole  or  in  part  the  capital  requirements  of 
banks  for  membership  in  the  Federal  Reserve  System,  in  the  case 
of  any  nonmember  bank  with  deposits  insured  by  the  Federal 
Deposit  Insurance  Corporation,  provided  the  bank  made  applica- 
tion for  membership  prior  to  July  1,  1937.  The  bank,  however, 
would  be  obliged  to  comply  with  the  present  capital  requirements 
within  such  period  after  its  admission  as  might  be  designated  by 
the  Federal  Reserve  Board. 
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Under  the  bill  as  passed  by  the  House  complete  discretion  would 
be  granted  to  the  Federal  Reserve  Board  to  waive  all  requirements 
imposed  by  statute  or  otherwise  as  a  condition  to  admitting  insured 
nonmember  banks  to  membership  in  the  Federal  Reserve  System. 
The  Board,  however,  would  be  authorized  to  require  such  a  bank 
to  increase  its  capital  to  such  amount  as  the  Board  might  deem 
necessary,  but  not  to  exceed  the  amount  required  by  the  National 
Banking  Act,  within  such  period  as  the  Board  might  prescribe. 
The  House  bill,  moreover,  omits  any  requirement  that  all  insured 
banks  must  become  members  of  the  Federal  Reserve  System. 

It  is  to  be  recognized  that  many  of  the  insured  banks  do  not 
now  possess  sufficient  capital  to  meet  present  requirements  for  admis- 
sion into  the  Federal  Reserve  System.  These  requirements  are  that 
an  applying  bank  must  have  paid-up,  unimpaired  capital  sufficient 
to  enable  it  to  become  a  national  bank  in  the  place  in  which  it  is 
situated — the  minimum  being  $50,000 — except  as  to  certain  State 
banks  and  trust  companies  located  in  communities  of  6,000  popula- 
tion or  less,  which  possess  capital  of  $25,000  or  more.  At  the  same 
time  there  is  some  demand  in  Congress  and  elsewhere  that  there 
be  omitted  any  requirement  that  nonmember  banks  must  joint  the 
Federal  Reserve  System  as  a  requirement  for  deposit  insurance,  or 
else  that  the  time  limit  be  extended  somewhat  beyond  July  1,  1937. 
If  such  views  should  prevail  in  Congress,  the  urgency  of  changing 
the  present  requirements  for  admission  into  the  Federal  Reserve 
System  would  not  exist. 

We  support  the  proposition  that  every  bank  doing  a  commercial 
business  should  ultimately  become  a  member  of  the  Federal  Re- 
serve System.  It  is  believed  that  this  would  serve  to  produce  de- 
sirable uniformity  in  commercial  bank  policies  and  practices  and 
greater  safety  for  depositors.  As  desirable  as  it  may  be,  however, 
to  have  all  commercial  banks  come  into  the  membership  of  the  Fed- 
eral Reserve  System,  proper  standards  of  membership  must  be 
maintained  if  the  benefits  of  a  uniform  system  are  not  to  become 
illusory. 

If  banks  are  once  admitted  with  no  statutory  provisions  that  they 
must  reach  specified  standards  as  to  capital  and  surplus  within  a 
reasonable  period,  it  will  be  difficult  to  compel  them  to  increase  then- 
capital  funds  after  admission  to  the  System.  It  is  of  considerable 
importance  to  note  at  this  point  that  under  another  provision  of  the 
pending  bill  member  banks  of  the  Reserve  System  could  be  per- 
mitted to  present  for  rediscount  longer-term  loans  than  allowed  at 
present.  If  the  assets  of  the  member  banks  should  more  generally 
change  in  character  to  longer  maturities,  conservative  practice  would 
require  that  many  banks  increase  their  capital  funds  above  the 
amounts  now  possessed. 

We  feel  it  to  be  advisable,  therefore,  that  Congress  insist  upon  the 
maintenance  of  the  standards  for  admission  to  the  System  that  are 
set  out  in  the  Federal  Reserve  Act.  If  some  discretion  be  allowed 
for  a  period  to  admit  insured  banks  without  complying  with  these 
standards,  the  statute  should  prescribe  that  the  standards  be  met 
within  a  reasonable  period,  say  a  few  years. 

"With  reference  to  membership  of  the  Federal  Reserve  Board :  In 

section  203  we  desire  to  direct  attention  to  four  main  provisions: 

First,  those  affecting  qualifications  of  appointive  members  of  the 

Federal  Reserve  Board:   second,  the   salaries  ot  Boax&  metrit*^-. 
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third,  retirement  allowances  for  Board  members;  and  fourth,  the 
term  of  offices  of  Governor  and  Vice  Governor  of  the  Federal  Reserve 
Board. 

MEMBERSHIP  QUALIFICATIONS 

As  to  the  qualification  provisions  it  is  to  be  noted  that  the  bill 
would  replace  the  present  requirement  of  law  that  the  six  appointive 
members  of  the  Federal  Reserve  Board  must  be  chosen  with  due 
regard  to  "  fair  representation  of  the  financial,  agricultural,  and 
commercial  interests,  and  geographical  divisions  of  the  country.1' 
In  place  of  that  such  Board  members  must  be  "  well  qualified  lay 
education  or  experience,  or  both,  to  participate  in  the  formulation 
of  national  economic  and  monetary  policies." 

This  change  would  seem  to  be  unwise.  It  tends  to  magnify  the 
emphasis  to  be  placed  upon  economic  and  monetary  policies  and  to 
subordinate  what  obviously  should  be  a  principal  concern  of  the 
Federal  Reserve  Board  and  Reserve  banks,  namely,  desirable  credit 
conditions.  There  should  be  even  greater  emphasis  than  under  pres. 
ent  law  upon  the  requirement  that  Board  members  be  men  of  ripe 
practical  experience.  The  Board  has  adequate  resources  and  author- 
ity to  engage  such  economic,  monetary,  and  statistical  experts  as  it 
may  require.  Such  men  as  a  rule  would  lack  practical  knowledge  of 
credit  conditions,  the  operations  of  the  banking  system,  and  the  needs 
of  commerce,  agriculture,  and  industry,  and  the  needs  of  the  various 
divisions  of  the  country. 

Under  the  proposed  amendment  a  board  of  theorists  could  be 
appointed,  a  board  composed  of  farmers  could  be  appointed,  or  » 
board  composed  wholly  of  bankers  could  be  appointed.  While  it 
is  not  to  be  supposed  that  this  power  would  be  abused  to  such  an 
extent,  there  would  appear  to  lie  no  wisdom  in  providing  the  power. 

Even  if  it  be  granted  that  it  is  advisable  to  place  greater  emphasis 
upon  Board  members  being  well  qualified  by  education  to  partici- 
pate in  the  formulation  of  national  economic  and  monetary  policies, 
it  would  seem  that  the  present  requirements  of  law  would  permit 
the  application  of  judgment  with  respect  to  those  matters,  instead 
of,  with  other  provisions  of  the  bill,  opening  the  door  to  over- 
emphasis upon  theoretical  knowledge  of  monetary  policy. 

Salaries:  As  to  increased  salaries  for  future  members  of  the  Board, 
it  is  to  be  noted  that  the  House  bill  omits  any  increase  in  the  salaries. 
The  Senate  bill  would  provide  that  future  appointive  members  be 
given  compensation  annually  at  the  same  rate  as  members  of  the 
President's  Cabinet,  which  now  is  $15,000. 

We  represent  the  point  of  view  that  an  increase  in  the  salary  of 
Board  members  is  desirable  and  believe  that  such  salaries  should 
compare  more  favorably  with  those  paid  to  the  administrative 
officers  of  the  Reserve  banks,  some  of  whom  receive  $25,000  per  ye«r 
or  more.  It  is  obvious,  however,  that  if  provision  is  made  for  liberal 
retirement  allowances,  the  salary  schedule  should  be  in  proportion 
thereto. 

We  sec  nothing  urgent,  however,  in  providing  $3,000  a  year  addi- 
tional salary  for  future  members  of  the  Reserve  Board.  Ttiat  would 
accomplish  little.    It  would  be  better  to  leave  this  question,  together 
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with  the  proposal  as  to  the  qualification  for  membership  upon  the 
Board,  the  size  of  the  Board,  the  methods  of  selecting  its  members, 
and  other  important  modifications  of  the  Reserve  Act,  to  study  of  a 
thoroughly  representative  and  bipartisan  agency  established  to  give 
adequate  consideration  to  all  proposals  for  changes  in  the  Federal 
Reserve  System. 

Senator  Glass.  On  that  point  let  me  ask  you  a  question :  Are  not 
the  Banking  and  Currency  Committees  of  the  respective  Houses  of 
Congress  bipartisan  committees? 

Mr.  Snyder,  To  a  degree  they  are,  Senator  Glass,  but  in  view  of 
the  history  of  investigations  of  the  past,  those  upon  which  the  Fed- 
eral Reserve  Act  was  founded,  and  others,  included  a  study  by  many 
agencies,  all  of  which  finally  culminated  in  the  Congress,  and  the 
result  was  the  eventual  Federal  Reserve  Act  without  being  able  to 
exactly  trace  it. 

Senator  Glass.  Well,  do  you  think  we  could  get  a  commission — 
but  perhaps  I  ought  not  to  ask  you  the  question. 

Mr.  Snyder.  I  shall  be  glad  to  try  to  answer  any  questions,  Sen- 
ator Glass,  after  I  have  finished  my  statement. 

Senator  Glass.  I  was  going  to  ask  if  you  thought  we  could  get 
a  commission  more  competent  to  deal  with  these  questions  than  the 
members  of  this  committee,  who  have  had  contact  with  and  observa- 
tion of  the  Federal  Reserve  System  since  its  foundation  almost. 

Mr.  Snyder.  I  think  my  answer  to  that  question  would  be  this: 
All  the  best  minds  of  the  country,  using  that  term  in  its  proper 
sense,  are  glad  to  contribute  all  they  have  upon  this  subject  to  your 
committee,  and  as  you  know  our  legislative  procedure  has  been  for 
many  years  to  have  committees  that  heard  everybody  who  was  com- 
petent to  be  heard,  and  some  perhaps  who  were  not  competent  to  be 
heard,  upon  the  subject,  and  sift  the  evidence  thus  secured,  and  add 
their  own  judgment,  and  thereupon  to  attempt  to  found  sound  finan- 
cial policies.  I  conceive  that  to  be  practically  the  history  of  the 
Federal  Reserve  Act  as  it  now  exists. 

Senator  Glass.  And  you  think  that  ought  to  be  done  in  this  in- 
stance, do  you? 

Mr.  Snyder.  I  think  we  should  take  time  enough,  in  view  of  the 
very  radical  proposals  for  a  change  in  the  Federal  Reserve  System, 
to  assemble  the  views  of  the  best  minds  of  the  country,  and  get  the 
best  judgment  we  have  upon  the  entire  subject,  and  then  finally  act 
upon  it  in  the  Congress.  To  the  most  of  us  who  represent  business 
it  does  not  seem  humanly  possible  to  do  this  work  properly  in  the 
time  remaining  of  this  session  of  Congress. 

Senator  Glass.  That  is  what  I  have  been  trying  to  do  as  far  as 
this  subcommittee  is  concerned  up  to  the  present  time.  I  quite  agree 
with  you  that  it  would  take  a  longer  time  if  full  consideration  were 
given  to  the  subject. 

Mr.  Snyder.  It  would  seem  that  the  present  need  is  not  great 
enough  with  respect  to  title  II  of  the  bill,  Senator  Glass  and 
members  of  the  subcommittee,  to  hurry  the  matter  to  the  point  of 

Senator  Glass  (interposing).  What  is  the  need  of  it  at  all? 

Mr.  Snyder.  Do  you  mean  of  title  II  of  the  bill? 
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Senator  Glass.  Yes. 

Mr.  Snyder.  There  does  not  at  the  moment  appear  to  be  u 
urgency  that  is  great,  but  at  the  same  time  it  has  always  seemed 
to  me  that  after  every  5-  or  10-year  period  we  should  reexamine  the 
structure  and  ascertain  whether  or  not  anything  of  importance 
should  be  done.  I  think  there  is  general  approval  of  titles  I  and  III 
of  the  bill,  but  that  so  far  as  title  II  of  the  bill  is  concerned  it 
should  be  given  further  consideration. 

May  I  now  proceed  ? 

Senator  Glass.  Yes. 

Senator  McAdoo.  Is  the  suggestion  that  a  special  commission  be 
appointed  to  examine  this  title  and  make  a  report  on  it? 

Mr.  Snyder.  I  think  the  suggestions  we  have  to  make  are  com- 
pletely embodied  in  the  statement  I  am  now  reading  to  you,  and 
that  it  will  cover  the  entire  situation  if  I  may  be  permitted  to 
continue. 

Senator  McAdoo.  You  mean  that  you  will  discuss  that  matter  as 
you  go  along  ? 

Mr.  Snyder.  Yes;  I  think  it  is  fully  covered  in  this  prepared 
statement.  And  I  am  afraid  I  will  waste  your  time  by  a  double 
discussion  in  trying  to  answer  questions  in  this  way. 

Senator  McAdoo.  All  right.    Go  ahead. 

Mr.  Snyder.  As  to  retirement  allowances :  We  support  in  principle 
the  idea  of  adequate  retirement  allowances.  It  is  to  be  noted,  how- 
ever, that  the  provisions  of  the  Senate  bill  would  operate  to  permit 
or  induce  the  retirement  of  some  of  the  present  Board  members. 
Combined  with  other  amendments,  such  as  the  proposed  changes  in 
the  qualifications  for  appointment  of  Board  members  and  the  exten- 
sive increase  that  would  be  made  in  the  powers  of  the  Federal  Re- 
serve Board,  it  would  probably  operate  to  permit  of  the  early  selec- 
tion of  a  Board  composed  mainly  of  members  in  avowed  sympathy 
with  present  directions  of  policy.  The  original  act  carefully  pro- 
vided for  a  staggering  of  the  terms  of  the  members  of  the  first  Board 
and  full  terms  for  their  successors,  in  contemplation  of  a  majority,  at 
least,  holding  office  beyond  the  4-year  term  of  the  Executive. 

With  reference  to  term  of  officers  of  the  Federal  Reserve  Board: 
Under  the  present  bill  the  Governor  and  Vice  Governor  of  the  Fed- 
eral Reserve  Board  would  be  appointed  with  a  definite  provision 
that  they  could  hold  those  offices  only  as  long  as  would  be  permitted 
by  the  President  of  the  United  States.  Upon  the  termination  of  his 
designation  as  Governor,  the  incumbent  would  be  deemed  to  have 
served  his  full  term  as  a  Board  member. 

Under  the  provisions  of  the  House  bill,  the  Governor,  after  resign- 
ing or  being  removed  from  that  office,  would  be  given  the  option  to 
complete  his  term  as  a  member  of  the  Board  or  to  retire  from  the 
Board  without  being  subjected  to  the  limitation  that  he  may  not  re- 
enter the  banking  business  within  2  years.  It  would  seem  that  of 
these  two  methods  the  House  provision  is  preferable. 

We  believe,  however,  that  it  is  highly  inadvisable  to  provide  in 
the  Federal  Reserve  Act  that  the  Governor  of  the  Federal  Reserve 
Board  shall  hold  office  only  at  the  pleasure  of  the  President.  It 
would  he  clearly  a  symbol,  in  fact  almost  a  requirement,  that  during 
his  incumbency  of  the  position  of  Governor  of  the  Federal  Reserve 
Board  the  man  must  please  the  President  of  the  United  States.  Since 
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the  System  has  been  established  it  appears  that  every  President  has 
taken  the  position  that  the  six  appointive  members  of  the  Reserve 
Board,  including  the  Governor,  while  naturally  expected  to  regard 
the  opinion  of  the  President,  are  not  compelled  by  any  circumstance 
to  follow  that  opinion  with  respect  to  Federal  Reserve  matters. 

Senator  Glass.  That  has  not  always  been  the  case  at  all.  Mr. 
Wilson  refused  to  discuss  Federal  Reserve  matters  with  the  Federal 
Reserve  Board.  He  said  he  had  appointed  a  Board  that  he  thought 
capable  of  considering  these  matters,  and  he  refused  to  have  them 
bring  to  him  any  problem  that  they  had  to  consider. 

Mr.  Sktdeb.  And  we  hope,  Mr.  Chairman,  that  will  continue. 

Senator  MoAdoo.  Well,  it  has  not  continued,  although  it  would  be 


a  good  thing  if  it  had. 
Mr.  Sntdeb.  May  ' 
Senator  Glass,   it 


Sntdeb.  May  I  resume  my  statement! 


.  Sntdeb.  It  must  be  noted  that  in  the  Banking  Act  of  1933 
there  was  omission  of  the  previous  provision  of  law  that  the  ap- 
pointive members  of  the  Federal  Reserve  Board  could  be  removed 
only  for  cause.    We  believe  this  provision  should  be  restored. 

Senator  Glass.  Somebody  slipped  it  through,  but  I  do  not  know 
who  it  was. 

Senator  McAdoo.  Oh,  they  were  always  removable  anyway.  The 
President  could  remove  anybody. 

Senator  Glass.  I  know;  but  the  original  act  required  that  they 
should  be  removed  for  cause. 

Senator  McAdoo.  Yes;  but  the  case  could  be  the  judgment  of  the 
President  as  to  competency. 

Senator  Glass.  Certainly.    You  may  continue,  Mr.  Snyder. 

Mr.  Snyder.  We  believe  further  that  in  the  interest  of  the  Presi- 
dent, of  the  Federal  Reserve  Board,  and  of  the  Governor  of  that 
Board,  the  latter  should  not  be  given  a  status  identical  to  that  of  a 
member  of  the  President's  Cabinet.  If  given  that  status  he  will  come 
to  be  considered  a  political  adviser  and  one  amenable  to  other  politi- 
cal advisers.  He  and  the  President  may  be  subjected  to  greater 
pressure  from  political  and  sectional  interests  to  have  them  favor  or 
oppose  the  adoption  of  particular  policies  in  the  System. 

As  a  matter  of  practice,  the  Governors  of  the  Federal  Reserve 
Board  who  have  differed  strongly  or  believed  they  might  differ 
strongly  with  the  general  trend  or  policy  of  an  incoming  adminis- 
tration have  been  willing  to  make  way  for  new  appointees.  There  is 
no  practical  necessity  for  the  amendment  at  this  time,  and  its  adop- 
tion could  easily  lead  to  grave  abuses  in  the  operations  of  the  Federal 
Reserve  System. 

Senator  Glass.  Some  years  ago,  under  an  administration  that  I 
need  not  specify,  the  President  undertook  to  designate  a  Federal 
Reserve  agent  at  Federal  Reserve  banks.  I  do  not  know  how  many 
he  would  have  undertaken  to  designate  had  he  been  permitted  to 
proceed,  but  I  do  know  that  he  undertook  to  designate  the  agent  at 
one  of  the  Federal  Reserve  banks.  Under  this  bill  I  ask  you.  Mr. 
Snyder,  if  it  would  not  be  possible  for  the  Federal  Reserve  Board 
to  designate  every  employee  of  Federal  Reserve  banks?  And  might 
that  not  result  in  tremendous  political  pressure  of  a  partisan  nature 
to  fill  the  banks  with — well,  with  what  you  can  guess! 
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Mr.  Sntdeb.  Senator  Glass,  we  think  the  word  is  stronger  thin 
"  might."  We  think  the  word  is  more  nearly  "  would."  And  in 
that  connection  I  should  like  to  support  that  statement  by  citing 
something  which  occurred  in  Washington  and  that  bears  upon 
that  point,  when  I  finish  reading  my  statement. 

Senator  Glass.  You  may  proceed. 

Mr.  Sntder.  We  believe  that  the  present  method  of  selecting  the 
Governor  of  the  Federal  Reserve  Board  from  among  the  appointive 
members  of  the  Board  and  giving  him  as  a  member  of  the  Board 
a  12-year  term  of  office  should  be  continued. 

As  to  delegation  of  duties :  We  are  disposed  to  pass  over  the  minor 
section  204  which  would  permit  the  Federal  Reserve  Board  to  assign 
to  designated  members  of  the  Board,  or  its  officers  or  representa- 
tives, the  performance  of  specific  duties  or  functions  of  the  Board 
that  do  not  include  the  determination  of  policy  or  the  exercise 
of  powers  which  the  law  requires  be  exercised  by  a  specified  num- 
ber of  members  of  the  Board.  We  comment,  however,  that  the 
Federal  Reserve  Board  has  been  operating  for  more  than  20  years 
without  such  an  amendment  in  the  law,  and  although  the  detail 
placed  upon  the  Board  may  have  increased  somewhat  in  recent 
years,  this  amendment  is  not  of  sufficient  importance  in  itself  to 
justify  the  adoption  of  title  II. 

As  to  open-market  committee :  We  come  in  section  205  to  one  of 
the  major  features  of  the  bill.  It  proposes  far-reaching  changes 
in  the  structure  and  powers  of  the  open-market  committee.  It  pro- 
vides a  committee  composed  of  the  Governor  of  the  Federal  Reserve 
Board,  two  members  of  that  Board  selected  annually  by  it,  and 
2  governors  of  the  Reserve  banks  selected  annually  by  the  governors 
of  the  12  banks,  in  accordance  with  procedure  to  be  prescribed  by 
the  Federal  Reserve  Board.  This  committee  would  be  empowered 
to  state  in  resolutions  the  policies  that  in  its  judgment  should  be 
followed  with  respect  to  purchases  and  sales  of  Government  secur- 
ities, bankers'  bills,  and  other  eligible  paper  by  the  Reserve  banks, 
and  those  banks  would  be  required  to  conform  with  the  proposals. 
Such  a  committee  would  be  empowered  also  to  make  recommenda- 
tions regarding  the  rediscount  rates  of  the  Reserve  banks. 

As  questionable  as  we  believe  this  proposal  to  be  in  the  Senate  bill, 
w©  remark  in  passing  that  the  provisions  of  the  House  bill  which 
would  place  in  the  Federal  Reserve  Board  itself  those  nnd  greater 
powers,  not  only  with  respect  to  the  open-market  operations  of  the 
Reserve  hanks  but  with  respect  to  changes  in  the  rediscount  rates 
and  changes  in  the  reserves  required  of  member  banks,  would  be 
still  more  questionable. 

The  Under  Secretary  of  the  Treasury,  who  apparently  is  dis- 
charging the  function  of  fiscal  officer,  indicated  to  the  House  com- 
mittee his  objections  to  placing  control  of  open-market  operations 
in  the  Federal  Reserve  Bonrd.  He  called  attention  to  the  fact  that 
the  Reserve  banks  are  responsible  for  the  funds  employed  in  the 
open  market  and  stated  that  they  should  be  represented  effectively 
upon  a  controlling  committee  by  governors  of  their  choice.  It 
appears  that  the  Secretary  of  the  Treasury  has  since  made  a  quali- 
fied endorsement  of  the  idea  that  the  open-market  powers  should  rest 
in  an  independent  board. 
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The  proposed  amendment  provides  one  of  the  main  grounds  of 
controversy.  In  addition  to  making  the  decisions  of  such  an  open- 
markt  committee,  as  proposed  in  the  Senate  bill,  or  of  the  Federal 
Reserve  Board,  as  proposed  in  the  House  bill,  mandatory  upon  the 
Reserve  banks,  rather  than  advisory  to  them,  the  amendment  would 
omit  the  present  requirement  of  law  that  the  time,  character,  and 
volume  of  open-market  transactions  must  be  "  governed  with  a  view 
to  accommodating  commerce  and  business  and  with  regard  to  their 
bearing  upon  the  general  credit  situation  of  the  country."  In  our 
judgment,  the  latter  requirement  should  be  maintained. 

In  view  of  official  statements  respecting  the  intent  to  control  the 
volume  of  money  and  credit  through  open-market  operations, 
respecting  the  advisability  of  more  conscious  central  direction  of 
monetary  and  credit  policies,  and  especially  the  desire  to  assure  sup- 
port of  the  Government's  borrowing,  concern  is  being  expressed  in 
business  and  in  other  circles  in  regard  to  the  proposed  amendment 
upon  a  number  of  grounds. 

Under  the  Senate  bill  a  majority  of  the  members  of  the  open- 
market  committee  would  be  members  of  the  Federal  Reserve  Board 
and  the  two  governors  of  the  Reserve  banks  would  be  men  whose 
annual  election  as  governors  would  be  subject  to  the  approval  of 
that  Board.  In  effect,  the  proposal  would  provide  an  additional 
means  by  which  the  views  of  a  few  men  in  Washington  would  con- 
trol some  of  the  principal  operations  of  the  Reserve  banks.  It 
could  mean,  in  fact,  governmental  control  of  the  policies  and  opera- 
tions of  those  banks  and  therefore  in  a  large  measure  over  credit  ex- 
tensions throughout  the  country.  It  is  widely  accepted  that  outside 
domination  of  the  System's  operations  by  any  agency  of  the  Gov- 
ernment would  be  detrimental  to  the  general  interest  of  the  public. 

If  the  two  governors  of  the  Reserve  banks  should  consider  them- 
selves in  effect  delegates  from  all  the  Reserve  banks  with  a  duty  to 
reflect  the  position  of  these  institutions,  they  could  be  a  minority 
jpon  the  committee,  or  the  Governor  of  the  Federal  Reserve  Board 
with  the  two  governors  of  the  Federal  Reserve  banks  could  overturn 
the  views  of  the  Federal  Reserve  Board,  or  three  members  of  the 
Federal  Reserve  Board  could  set  at  naught  major  policies  agreed  to 
ay  a  majority  of  the  Federal  Reserve  Board.  * 

In  our  judgment  the  open-market  operations  should  be  mainly  the 
;oncern  of  the  Reserve  banks,  the  funds  of  which  make  such  opera- 
tions possible.  Beyond  that,  who  owns  these  funds!  They  belong 
;o  the  member  banks,  but  in  the  last  analysis  they  belong  to  the  de- 
positors of  the  member  banks,  namely,  the  business  men,  firms,  and 
rthers  who  possess  sufficient  assets  to  be  depositors  in  banks. 

No  arrangement  with  respect  to  open-market  operations  would  be 
correct,  in  our  judgment,  that  fails  to  regard  the  banking  situation 
in  the  respective  Reserve  districts  in  relation  to  the  national  situa- 
tion. The  reposal  of  open-market  powers  in  the  Federal  Reserve 
Board  with  the  device  of  an  advisory  committee  would  serve  to  dis- 
franchise the  boards  of  the  Reserve  hanks  with  respect  to  major 
policies  that  vitally  concern  the  business  of  the  country. 

Senator  Glass.  Let  me  ask  you  right  there,  if  I  may,  if  it  will  not 
interrupt  the  course  of  your  remarks  I 

Mr.  Snyder.  Certainly. 
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Senator  Glass.  Do  you  contend  that  the  credit  conditions,  for  ex- 
ample, in  the  regional  Reserve  district  of  Dallas,  or  of  Minneapolis, 
or  of  Richmond,  have  any  controlling  influence  on  credit  conditions 
of  the  entire  country  f 

Mr.  Snyder.  Yes;  I  do;  and  in  this  sense:  These  centers  are  sub- 
ject to  local  conditions.  For  instance,  we  had  an  earthquake  in  San 
Francisco,  and  conditions  were  changed  instantly  in  that  region^and 
it  affected  the  entire  country.  But  the  situation  surrounding  the  Fed- 
eral Reserve  bank  in  that  region  was  totally  different  for  a  period  of 
time,  at  least,  than  that  of  any  other  Federal  Reserve  district  of 
the  country. 

Senator  Glass.  But  I  am  not  talking  about  earthquakes.  I  am 
talking  about  normal  conditions.  I  have  been  unable  to  see  how  the 
credit  conditions,  the  discount  rate,  for  instance,  in  the  Dallas  Re- 
serve district  could  affect  credit  conditions  throughout  the  Nation. 

Mr.  Sntdeb.  Only  in  the  broad  sense,  Senator  Glass,  that  we  are 
so  closely  interrelated  that  they  affect  them.  We  do  know  that  there 
are  different  rediscount  rates  in  different  regions  for  reasons  that 
seem  to  be  good  to  Federal  Reserve  banks  in  those  regions.  While 
the  weight  of  the  effect  is  local,  yet  I  suppose  we  must  reason  that  the 
effect  is  transmitted  eventually  throughout  the  entire  Nation,  just  ts 
in  the  case  of  a  stone  falling  into  water  and  making  a  big  splash  it 
some  point,  it  will  make  some  effect  upon  the  remote  edges  of  the  lake. 

Senator  Glass.  Yes;  I  suppose  on  the  theory  that  if  you  drop  ■ 
pebble  into  the  ocean  it  has  an  effect  over  on  the  other  side  of  the 
ocean. 

Mr.  Snyder.  Yes,  sir:  but  you  must  remember  that 

Senator  Glass  (continuing).  That  is  just  about  the  effect  these 
regional  credits  in  the  smaller  regional  Reserve  districts  have  upon 
the  general  credit  of  the  country. 

Senator  Coozens.  Might  I  ask  the  witness  at  this  point  if  it  is 
a  fact  that  the  rediscount  rate  may  be  very  low  in  New  York  and 
very  high  in  Dallas  or  Richmond,  and  therefore  have  an  effect  on 
competitive  conditions  of  industry  in  those  localities? 

Mr.  Snyder.  I  think  the  effect  of  the  difference  in  rates  would 
be  relatively  slight  so  far  as  that  is  concerned,  because  the  difference 
in  any  set  of  rates  varies  quite  widely  with  conditions  as  to  Federal 
Reserve  banks.  For  instance,  one  concern  with  a  high  credit  rating 
may  borrow  at  a  smaller  rate.  There  is  a  wide  variation  in  ratal 
within  any  district  itself. 

Senator  Codzens.  Then  notwithstanding  credit  conditions  of  in- 
dustry in  Richmond  or  Dallas,  it  is  your  judgment  that  the  rate 
should  be  higher  there  than  in  New  York,  where  the  credit  condi- 
tions may  be  the  same? 

Mr.  Snyder.  I  should  like  to  modify  my  answer  by  saying  tJut 
conditions  might  be  such  as  to  make  it  wise  to  have  a  higher  or 
lower  rate,  and  if  that  is  the  judgment  of  the  local  board  of  nine, I 
should  conclude  that  that  is  sound.  Of  course,  the  effect  of  thlif 
judgment  is  modified  by  the  advice  of  the  Federal  Reserve  Boari 
and  taking  the  two  together  I  should  say  the  judgment  of  the  co*  ■ 
bined  group  would  be  one  that  would  be  well  to  follow,  even  thong 
there  might  be  some  differences. 

Senator  Glass.  You  know  perfectly  well  that  the  initial  discottt 
rate  in  the  member  banks  varies,  that  in  the  various  Federal  Resent  _ 
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districts  it  is  materially  different.  For  example,  the  current  discount 
rate  by  statute  in  Michigan  is  5  percent,  but  if  you  take  some  of  the 
western  States,  it  is  as  high  as  8  and  9  percent. 

Senator  McAdoo.  You  mean  interest  rate  instead  of  discount  rate, 
do  you  not! 

Senator  Glass.  No.  I  mean  the  discount  rate  but  not  the  redis- 
count rate. 

Senator  McAdoo.  You  mean  in  the  member  banks. 

Senator  Glass.  Yes. 

Senator  McAdoo.  Weil,  that  is  the  interest  rate. 

Senator  Glass.  In  other  words,  the  statute  of  Virginia  prohibits 
any  member  bank  or  any  bank  at  all  from  charging  a  higher  dis- 
count rate,  that  is,  interest  rate  on  a  note,  than  6  percent. 

Mr.  Snyder.  Yes. 

Senator  Glass.  It  prohibits  any  higher  contract  rate  than  6  per- 
cent. But  in  some  States  the  contract  rate  goes  as  high  as  18  per- 
cent. In  your  own  State,  Mr.  Snyder,  the  contract  rate  on  small 
loans  goes  as  high  as  18  percent. 

Mr.  Snyder.  It  does. 

Senator  Couzens.  But  that  was  not  what  I  particularly  had  refer- 
ence to.  I  had  reference  to  the  fact  that  if  money  was  much  cheaper 
in  New  York  than  in  Richmond  or  Dallas,  there  would  be  a  natural 
inclination  on  the  part  of  concerns  with  a  high  credit  rating  to  go 
to  New  York  to  get  their  money  rather  than  to  get  it  in  Dallas  or 
Richmond. 

Mr.  Snyder.  Well,  to  a  degree  that  is  done,  but  it  is  very  small  in 

groportion  to  the  total  credits  of  the  country.  May  I  resume,  Mr. 
hairmant 

Senator  Glass.  Yes. 

Mr.  Sntdeh.  The  test  as  to  what  is  a  correct  national  policy  must 
rest  upon  effective  representation  of  the  views  of  all  sections  of  the 
country  and  of  the  true  interests  of  the  country.  The  body  in  control 
should  be  large  enough  to  avoid  any  provincialism  and  to  insure  that 
it  is  truly  representative  in  a  national  way. 

No  evidence  has  been  produced  that  the  Reserve  banks  acting  inde- 
pendently have  failed  to  conform  adequately  to  an  open-market 
policy.  We  believe  that  no  group  should  be  given  power  to  compel 
the  Reserve  banks  to  engage  in  specific  open-market  operations  unless 
the  program  meets  with  the  approval  of  a  majority,  at  least,  of  the 
12  Federal  Reserve  banks.  We  believe,  further,  that  effective  repre- 
sentation of  the  boards  of  directors  of  those  banks,  which  are  ulti- 
mately charged  with  the  operations  of  the  institutions,  should  be 
provided  for  in  the  determination  of  decisions  to  buy  or  not  to  buy 
3overnment  securities  or  other  eligible  paper. 

Senator  Glass.  It  has  been  suggested  by  some  that  a  Federal  Re- 
serve bank  might  be  exempted  from  participation  in  an  open-market 
operation  by  a  majority  vote  of  Federal  Reserve  banks,  and  by  others 
that  by  a  two-thirds  vote  of  the  Federal  Reserve  banks  that  might 
be  done.    What  would  you  have  to  say  as  to  that! 

Mr.  Snyder.  Expressing  my  own  personal  view,  and  you  will  un- 
derstand that  this  is  the  judgment  of  the  committee  tor  whom  I 
am  speaking,  I  should  favor  that  exemption,  because  conditions  do 
occur  in  different  sections  of  the  country  from  time  to  time  in  which 
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they  need  all  their  funds  and  reserves,  and  may  need  help  from  other 
Federal  Reserve  banks. 

Senator  Glass.  And  except  for  that  one  privilege  open-market  op- 
erations may  be  carried  on  only  under  rules  and  regulations  adopted 
by  the  Federal  Reserve  Board,  I  mean  under  the  existing  statute. 
Mr.  Sntder.  Yes,  sir. 

Senator  Glass.  That  is  the  only  remaining  right  to  the  Federal 
Reserve  hanks  now.  And  the  question  will  arise  as  to  whether  t 
limitation  should  be  put  upon  that  right  by  a  majority  or  two-think 
of  the  banks  agreeing  to  exempt  Federal  Reserve  banks. 

Mr.  Sntder.  I  think  the  judgment  of  the  Federal  Reserve  banks 
with  respect  to  a  particular  bank  would  be  pretty  acceptable  to  almost 
all  interests. 
Senator  Glass.  All  right.  You  may  resume  your  statement 
Mr.  Sntdeb.  Through  permitting  an  inflationistic  device  that  has 
wrecked  other  countries  why  run  the  risk  of  further  unsettlement  of 
confidence  and  unwillingness  of  people  to  apply  their  resources  and 
energies,  and  I  underscore  that,  in  aid  of  economic  recovery  ?  We  do 
not  favor  any  method  that  could  operate  to  permit  the  Government  to 
force  its  debts  into  the  central  banking  mechanism.  That  was  the 
method  which  impoverished  the  people  of  Germany  and  of  France. 
Evidence  has  been  presented  to  this  committee  and  the  facts  are 
plain  in  the  laws  of  other  countries  that  their  central  banking  system; 
contain  safeguards  against  the  ability  of  the  governments  to  compel 
the  banks  to  carry  the  deficits  of  the  Government.  There  is  enough 
compulsion  in  this  respect  normally  when  the  Government  goes  to  the 
capital  market  for  its  funds. 

Such  theoretical  views  are  current  concerning  monetary,  credit, 
and  govern  mental  spending  policies  as  to  lead  to  the  belief  among 
many  that  the  Federal  Reserve  Board,  or  the  Open  Market  Com- 
mittee provided  in  the  Senate  bill,  would  be  subjected  to  pressure 
to  assist  in  the  execution  of  these  theories. 

Senator  Bulkley.  Do  you  think  the  law  as  it  exists  today  pro- 
vides an  adequate  safeguard  against  pressure  by  way  of  forcing 
Government  issues  onto  Federal  Reserve  banks! 

Mr.  Sntder.  I  think  if  you  maintain  in  essence  the  principle  that 
the  governing  bodies  of  the  banks  and  of  the  Federal  Reserve  Board 
shall  be  as  independent  of  administrative  influence  or  authority  as 
the  superior  courts  and  the  Supreme  Court,  we  will  then  be  on 
safe  ground. 

Senator  Bulkley.  But  do  you  think  we  are  safe  under  existing 
law? 

Mr.  Snyder.  I  think  the  existing  law  is  vastly  safer  than  the 
one  proposed  here. 

Senator  Couzens.  That  does  not  quite  answer  Senator  Bulkley's 
question.    Could  you  answer  his  question  directly? 

Mr.  Snyder.  I  think  if  it  could  be  improved  as  to  just  what 
would  be  reasonable,  with  the  hope  to  proceed  as  we  are  by  passing 
titles  I  and  III,  and  without  passing  title  II,  we  would  get  along 
very  well  indeed.  But  that  does  not  mean  that  we  should  not 
progress.  I  think  we  should  reexamine  the  situation  carefully. 
I  think  we  should  reexamine  it  now  to  see  what  can  be  done  to 
improve  it. 
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Senator  Glass.  Well,  you  do  not  have  to  go  very  far  to  determine 
that  it  was  never  intended  by  the  existing  law  that  the  Federal 
Reserve  banking  system  should  be  compelled  to  finance  the  United 
States  Government. 

Mr.  Sktder.  The  weight  of  our  entire  argument  is  directed  to 
that  statement. 

Senator  Glass.  That  does  not  admit  of  any  argument  When  the 
open-market  provision  of  the  bill  was  adopted  there  were  less  than 
200  million  dollars  of  United  States  bonds  available  for  purchase. 

Senator  Couzens.  I  still  go  back  to  Senator  Bulkley  s  question, 
and  should  like  to  get  an  answer  to  it. 

Senator  Bulklet.  I  should  like  to  go  back  to  it,  too. 

Senator  Couzens.  Senator  Bulkley,  suppose  you  repeat  your  ques- 
tion. 

Mr.  Sktder.  I  will  be  glad  to  try  to  answer  it. 

Senator  Bulkley.  The  question  is  whether  you  think  the  law  as  it 
exists  today  provides  an  adequate  safeguard  against  the  Treasury 
forcing  Government  issues  into  Federal  Reserve  banks. 

Mr.  Sktder.  I  cannot  answer  that  question  as  an  expert,  but  ex- 
pressing my  own  personnl  opinion  I  would  state  that  if  my  view  is 
correct  that  would  be  substantially  true. 

Senator  Bui.klet.  What  would  be  substantially  true! 

Mr.  Snyder.  That  you  could  not  force  upon  the  Government  the 
purchase  of  their  securities. 

Senator  Bulklet.  You  mean  they  could  not  force  upon  the  banks 
the  purchase  of  Government  securities? 

Mr.  Sntder.  Yes,  sir;  force  upon  the  banks  the  purchase  of  Gov- 
ernment obligations. 

Senator  Glass.  I  am  not  an  expert  either,  but  I  think  I  could 
give  a  more  definite  answer  than  that  to  Senator  Bulkley's  question. 

Senator  Couzens.  We  would  like  to  have  it  in  order  to  see  if  the 
witness  agrees  with  you. 

Senator  Glass.  Well,  I  think  you  will  agree  with  me,  Senator 
Couzens.  You  do  not  always  agree  with  me,  Dut  I  think  maybe  you 
will  agree  with  me  this  time :  The  fact  is  that  there  has  been  put 
upon  the  Federal  Reserve  banks  the  enormous  sum  of  two  and  a 
quarter  billion  United  States  bonds  for  which  they  have  no  use.  Is 
not  that  so ! 

Mr.  Sntder.  Yes. 

Senator  Couzeks.  Do  you  think  that  was  done  willingly  or  by 
governmental  power  or  influence} 

Mr.  Snydeb.  Well,  it  was  done  in  effect  willingly  because  they 
did  not  have  other  use  for  their  funds.  But  they  would  have  pre- 
ferred commercial  paper,  naturally. 

Senator  Couzens.  So  that  your  answer  is,  in  effect,  that  those 
securities  were  not  forced  upon  the  banks  by  the  Federal  Govern- 
ment; is  that  it! 

Mr.  Sktder.  I  should  say  they  were  not  forced  upon  the  banks, 
but  I  should  think  the  pressure  of  the  necessity  for  putting  their 
funds  into  something  was  best  answered  at  the  time  by  taking  that 
which  was  available;  that  with  business  knocked  down  about  50  per- 
cent at  one  stage,  there  was  not  sufficient  commercial  paper. 

Senator  Glass.  Well,  I  am  not  that  charitable.  But  you  may 
resume  your  statement. 
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Mr.  Snyder.  If  so,  there  would  be  subordination  of  the  true  fane- 
tions  of  the  Federal  Reserve  System  to  the  fiscal  and  other  operation 
of  the  Government  without  independence  of  decision  or  means  «f 
protection  short  of  such  public  disturbance  as  would  shatter  coa- 
fidence. 

We  strongly  urge  that  open-market  policies  should  continue  as  it 
present  to  be  formulated  by  a  committee  representing  the  12  Fed- 
eral Reserve  banks.  If  the  authority  is  given  to  any  agency  of  the 
Federal  Reserve  System  to  enforce  compliance  by  the  Reserve  banks 
with  a  stated  open-market  policy,  the  exercise  of  such  authority 
should  be  made  contingent  upon  its  acceptance  by  at  least  a  majority 
of  the  Reserve  banks. 

With  respect  to  changes  in  rediscount  rates:  We  record  speciil 
objection  to  any  proposal  that  an  open-market  committee  be  given 
power  to  compel  changes  in  rediscount  rates.  It  has  been  suggested 
that  this  power  should  be  centralized  as  a  means  of  controlling  spec- 
ulation. The  record  of  reserve  operation  warrants  the  belief  that 
the  Reserve  banks  are  fully  as  alert,  if  not  more  alert,  than  is  the 
Federal  Reserve  Board  in  guarding  against  speculative  excesses. 
The  Reserve  banks  now  have  extraordinary  powers  under  the  Bank- 
ing Act  of  1935  to  place  effective  checks  upon  speculation.  Further- 
more in  the  Act  of  May  12,  1933  (Thomas  amendment  to  the  Agri- 
cultural Adjustment  Act),  the  Federal  Reserve  Board  is  given  the 
power,  to  be  exercised  with  approval  of  the  Secretary  of  the  Treas- 
ury, to  "  require  the  Federal  Reserve  banks  to  take  such  action  as 
may  be  necessary,  in  the  judgment  of  the  Board  and  of  the  Secre- 
tary of  the  Treasury,  to  prevent  undue  credit  expansion."  In  an- 
other provision  of  law  the  Federal  Reserve  Board  with  the  approval 
of  the  President  is  given  the  power  to  raise  or  lower  the  reserves  to 
be  required  of  member  banks.  We  believe  that  changes  in  the  redis- 
count rates  should  continue  to  be  initiated  by  the  Federal  Reserve 
hanks  and  be  subject  to  the  approval  of  the  Federal  Reserve  Board. 

As  to  rediscounts  and  loans  to  member  banks:  Section  206  of  the 
bill  before  the  Senate  provides  that,  subject  to  the  regulation  of 
the  Federal  Reserve  Board  as  to  maturities  and  other  matters,  any 
Federal  Reserve  bank  would  be  permitted  to  rediscount  for  a  mem- 
ber bank,  upon  its  endorsement,  any  commercial,  agricultural,  or  in- 
dustrial paper  and  to  make  advances  to  a  member  bank  on  its 
promissory  notes  secured  by  any  sound  assets  of  such  member  bank. 

This  broad  grant  of  power  would  destroy  the  careful  limitations 
prescribed  by  the  Federal  Reserve  Act  with  respect  to  the  types  of 
advances  which  may  be  made  by  Reserve  banks  to  member  Danks 
and  its  meticulous  provisions  respecting  the  types  and  maturities  of 
paper  made  eligible  for  rediscount  which  places  preponderant 
emphasis  upon  short-term  commercial  paper. 

This  provision  of  the  bill  would  mean  a  change  in  the  fundi- 
mental  conception  of  the  Reserve  System  that  has  prevailed  since 
its  establishment  and,  in  our  judgment,  should  be  continued. 

It  clearly  is  not  the  function  of  a  central  banking  system  to  accept 
illiquid  or  long-term  paper  and  proper  safeguards  against  the  ac- 
ceptance of  such  paper  should  be  specified  by  statute. 

It  may  be  recognized  that  the  character  of  assets  of  member 
banks  has  undergone  some  changes  in  recent  years  and  that  sn 
increasing  percentage  of  such  assets  is  represented  by  securities  and 

».™=.Google 


BANKING   ACT   OF   1938  613 

advances  upon  collateral  loans  of  types  not  generally  considered 
suitable  for  rediscount.  In  our  judgment,  however,  a  substantial 
upturn  in  business  activity  will  bring  forth  a  greatly  increased 
volume  of  eligible  paper  and  certainly  meanwhile  the  system  should 
not  be  encouraged  or  permitted  to  load  up  with  slow  paper. 

There  would  not  appear  at  this  time  to  be  any  great  need  of  the 
amendment.  It  has  been  pointed  out  by  the  Federal  Reserve  Board 
in  a  recent  annual  report  that  the  use  made  by  the  member  banks 
of  the  emergency  power  to  borrow  upon  assets  not  otherwise  eligible 
for  rediscount  was  availed  of  by  relatively  few  banks.  If  the 
eligibility  requirements  for  rediscounts  and  advances  should  be  modi- 
fied, it  should  be  after  a  thorough  examination  and  without  a  broad 
grant  of  authority  to  the  Federal  Reserve  Board  to  determine  these 
requirements. 

Attention  might  be  directed  to  the  temporary  restoration  of  the 
emergency  provision  of  the  Federal  Reserve  Act  (sec.  10b)  which 
lapsed  March  3,  1935,  and  which  provided  that  a  member  bank  with 
no  further  eligible  and  acceptable  assets  available  to  enable  it  to 
obtain  adequate  credit  accommodations,  through  rediscounting  at  a 
Reserve  bank  or  any  other  method  provided  by  the  Reserve  Act, 
could  secure  advances  from  the  Reserve  bank  on  time  and  demand 
notes  secured  to  the  satisfaction  of  the  Reserve  bank,  but  at  1  percent 
higher  rate  of  interest  than  the  rediscount  rate. 

With  respect  to  purchase  and  sale  of  guaranteed  obligations:  In 
section  207  all  obligations  guaranteed  as  to  principal  and  interest 
by  the  Federal  Government  would  be  eligible  for  open-market  pur- 
chases by  the  Reserve  banks  upon  the  same  basis  as  direct  obligations 
of  the  Government  and  without  regard  to  maturities. 

This  proposal  serves  to  focus  attention  upon  the  increasing  number 
of  Federal  agencies  which  have  access  to  the  moneymarkets  and  to 
the  resources  of  the  Reserve  and  member  banks.  We  believe  there 
should  be  resistance  to  the  trend  toward  making  the  Reserve  System 
the  repository  of  innumerable  types  of  securities  which  are  not  suit- 
able for  investment  by  Reserve  banks.  It  is  not  a  proper  function 
of  the  Reserve  System  and  it  should  not  be  called  upon  to  provide 
the  guaranteed  obligations  with  greater  attractiveness  by  supplying 
a  market  for  them.  As  has  been  earlier  stated,  in  well-conceived  cen- 
tral banking  systems,  conservative  policies  are  in  force  in  relation  to 
the  amount  of  Government  paper  that  they  acquire.  Considerable  in- 
dependence of  decision  is  given  to  them  with  respect  to  extensions  of 
credit  to  the  primary  banks  upon  the  security  of  Government  obliga- 
tions. Such  extensions  may  be  required  to  bear  higher  rates  of  in- 
terest than  are  extensions  on  the  security  of  commercial  paper.  We 
cannot  bring  ourselves  to  support  the  proposal  that,  without  limit  as 
to  volume  or  maturity,  the  guaranteed  obligations  might  be  bought 
and  sold  by  the  Reserve  banks,  particularly  in  view  of  the  opinions 
that  we  have  presented  concerning  the  open-market  machinery  that 
would  be  set  up  by  the  bill. 

As  to  the  basis  for  Federal  Reserve  notes :  In  section  208  the  Fed- 
eral Reserve  banks  would  be  permitted  to  issue  currency — Federal 
Reserve  notes — under  the  present  requirement  of  law  that  they  be 
secured  by  a  first  and  paramount  lien  on  all  the  assets  of  the  Reserve 
banks.    These  notes,  however,  need  have  no  specific  cover  except  a 
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minimum  of  40  percent  reserves  in  gold  certificates  for  the  notes  in 
actual  circulation. 

Since  we  maintain  that  there  would  be  considerable  danger  under 
other  provisions  that  the  assets  of  the  Reserve  banks  would  be 
changed  from  short-term  to  long-term  or  less  liquid  paper,  we 
cannot  but  believe  that  the  amendment  would  mean  a  deterioration 
of  the  quality  of  the  Federal  Reserve  currency.  If  the  assets  of 
the  Reserve  banks  should  be  composed  more  largely  of  Government 
securities  and  various  kinds  of  long-term  or  illiquid  paper,  the 
Federal  Reserve  note  would  become  less  desirable.  We  would  ban 
neither  an  elastic  Federal  Reserve  note  nor  a  redeemable  one. 

It  may  be  recognized  that  this  proposal  would  be  more  acceptable 
if  there  were  safeguards  as  to  the  quality  and  maturity  of  the  assets 
of  the  Reserve  banks  and  safeguards  as  to  the  independence  of  their 
management.  If,  however,  the  eligibility  requirements  for  redis- 
counts and  advances  are  left  to  the  Federal  Reserve  Board  and  the 
holdings  of  Government  and  Government-guaranteed  obligations 
are  increased,  disturbing  questions  will  arise  concerning  the  volume 
and  quality  of  future  Reserve  note  circulation. 

The  fear  will  appear  that  under  the  two  proposed  changes,  namely, 
in  the  eligibility  requirements  for  rediscounts  and  in  the  collateral 
requirements  for  Federal  Reserve  notes,  practices  would  develop 
which  are  not  generally  recognized  as  being  desirable  in  central 
banks. 

The  adoption  of  this  provision  of  section  208,  combined  with  the 
changes  in  the  eligibility  requirements  for  rediscounts  and  advances, 
would  mark  a  set-back  to  the  Nation's  effort  to  evolve  an  elastic 
currency  that  would  expand  and  contract  in  accordance  with  the 
flow  of  business.  They  would  present  to  business  men  the  likelihood 
of  arbitrary  determinations,  subject  to  rapid  change,  as  to  the 
nature  and  quality  of  the  assets  that  would  be  placed  back  of  the 
currency  and  as  to  the  volume  of  money  permitted  to  be  outstand- 
ing. The  fear  of  currency  debasement  is  one  of  the  most  positive 
forces  that  can  operate  against  the  employment  of  credit  in  a 
constructive  manner. 

With  respect  to  reserves  against  deposits  of  Reserve  banks:  In 
section  208  there  is  a  provision  for  the  elimination  of  gold  certifi- 
cates as  required  reserves  against  deposits  of  the  Reserve  banks. 
Reserves  of  35  percent  in  lawful  money — other  than  Federal  Re- 
serve notes  or  Federal  Reserve  bank  notes — would  be  the  only  re- 
quirement. This  would  constitute  another  step  away  from  the  "prin- 
ciple that  the  structure  of  both  the  note  issues  and  the  deposits  of 
a  Reserve  bank  should  be  placed  firmly  upon  a  basis  of  gold  reserves. 
There  is  no  emergency  which  requires  the  passage  of  this  amendment. 

With  respect  to  reserves  of  member  banks:  In  section  209  there 
would  be  provided  a  new  basis  for  the  determination  of  the  reserves 
to  be  required  of  member  banks.  The  Federal  Reserve  Board  would 
be  permitted  to  change  by  regulation  the  requirements  as  to  reserves 
to  be  maintained  against  demand  or  time  deposits,  or  both,  by  mem- 
ber banks  in  any  or  all  of  the  Reserve  districts  and  in  any  or  all 
of  the  three  Reserve  classes  of  cities. 

Even  the  proponents  of  this  amendment  have  believed  it  necessary 
to  modify  it  and  the  House  changed  it  to  grant  authority  to  the 
Federal  Reserve  Board  to  alter  the  reserves  required  of  member 
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banks  by  two  classes,  namely,  one  class  to  be  composed  of  the  member 
banks  in  the  central  Reserve  and  Reserve  cities,  and  the  other  class 
to  be  composed  of  the  banks  in  country  areas. 

This  matter  is  of  great  importance  not  merely  to  the  member  banks 
of  the  Federal  Reserve  System  but  to  commerce,  agriculture,  and 
industry  as  the  Reserve  requirements  have  a  distinct  bearing  upon 
the  availability  of  bank  credit. 

We  take  the  position  that,  based  upon  recommendations  of  admin- 
istrative officials  of  the  Reserve  System,  there  should  be  submitted  to 
Congress  a  definite  plan  outlining  the  extent  of  change  that  could  be 
permitted  anil  presenting  the  method  of  computing  the  reserves  to  be 
required  of  member  banks.  We  believe  the  legislation  should  state 
the  definite  percentage  of  deposits  within  which  required  reserves 
could  be  changed  by  action  of  an  administrative  authority.  We 
perceive  no  immediate  need  for  such  legislation,  and  no  change  at  all 
would  be  preferable  to  such  a  delegation  of  power  to  the  Federal 
Reserve  Board  as  would  be  provided  by  the  amendment  in  the  Senate 
bill  or  the  amendment  in  the  House  bill.  There  is  existing  an  emer- 
gency provision  of  the  law  which  provides  a  sufficient  power  to 
change  the  reserve  requirements.  We  cannot  bring  ourselves  to 
nccept  the  idea  that  the  Federal  Reserve  Board  should  be  permitted 
by  such  a  power  to  force  great  changes  in  the  banking  system.  Under 
this  power  the  door  would  be  open,  for  instance,  to  furthering  a 
theory  which  a  few  persons  have  advanced,  that  a  hundred-percent 
reserve  should  be  established  against  demand  deposits.  Arbitrary 
decisions  in  such  matters  by  a  small  group  of  persons  with  power  to 
act  would  create  considerable  disturbance. 

As  to  loans  on  real  estate :  In  section  210,  the  last  section  of  title  II, 
there  would  be  substantial  modification  of  the  powers  of  national 
banks  to  make  loans  upon  improved  real  estate. 

Briefly,  we  believe  that  member  banks  should  be  permitted  to  make 
5-year  unamortized  loans;  that  the  percentage  of  a  loan  in  relation  to 
the  nppraised  value  of  the  property,  even  though  the  loan  be  required 
to  be  amortized,  should  not  be  greater  than  60  percent. 

We  believe  that  the  aggregate  volume  of  real-estate  loans  should 
bear  a  more  conservative  relationship  to  capital  and  surplus  and  to 
time  and  savings  deposits  than  is  proposed,  that  is,  a  more  con- 
servative relationship  than  1  percent  of  the  capital  and  surplus, 
in  place  of  the  present  25  percent,  or  than  60  percent  of  time  and 
savings  deposits,  in  place  of  the  present  50  percent  of  savings 
deposits. 

We  believe  the  real-estate  loans  insured  under  the  provisions  of 
the  National  Housing  Act  should  be  restricted  in  the  same  manner 
as  other  loans  upon  the  security  of  amortizable  mortgages  and  that 
the  existing  territorial  limitations  upon  real-estate  loans,  or  some- 
what similar  limitations,  should  be  retained  in  the  law. 

The  banks  in  recent  years  have  been  severely  criticized  for  tying 
up  their  deposits  in  what  proved  to  be  illiquid  paper.  The  pro- 
visions of  the  bill  before  the  Senate  committee  provide  for  the  re- 
laxation of  statutory  standards  which  in  the  past  have  not  proved 
too  high. 

If  the  requirement  of  present  law  that  insured  banks  must  join 
the  Federal  Reserve  System  by  a  particular  time  is  not  maintained, 
or  if  the  time  is  postponed,  we  believe  the  mortgage-loan  limits- 
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tion  should  be  established  with  sole  attention  to  the  situation  of 
the  banks  now  in  the  membership  of  the  Reserve  System. 

It  must  be  recognized  that  if  the  idea  back  of  the  proposed 
change  in  the  requirements  is  that  the  Reserve  banks  would  increase 
the  liquidity  of  the  assets  of  the  member  banks  by  making  them 
advances  upon  the  security  of  real-estate  loans,  in  the  event  of 
trouble  arising,  the  Reserve  banks  will  depart  further  from  a  proper 
sphere  of  operation  of  central  reserve  institutions.  Their  own  assets 
would  become  less  liquid  and  real  estate  mortgages  could  enter  into 
the  cover  of  Federal  Reserve  notes.  Any  such  development  would 
be  more  likely  to  intensify  rather  than  to  relieve  the  uneasiness  of 
the  country  with  respect  to  the  credit  situation. 

Now,  as  a  summation:  In  this  presentation  it  is  apparent  that 
we  see  a  mere  modicum  of  possible  benefit  in  the  proposals  in  title  II 
mixed  into  a  very  great  deal  of  real  and  potential  injury  to  our 
banking  system  and  to  business  and  agriculture. 

Even  those  proposals  for  which  some  basis  of  merit  may  be  dis- 
cerned are  not  urgent.  These  are  the  possible  combinations  of  offices 
of  governor  and  chairman  of  the  Reserve  banks,  possible  increase 
in  salaries  of  members  of  the  Federal  Reserve  Board,  the  institution 
of  a  system  of  retirement  allowances,  the  power  to  delegate  routine 
duties  to  members  or  employees  of  the  Board,  the  selection  of  the 
Governor  of  the  Federal  Reserve  Board  without  a  geographical  lim- 
itation, and  some  powers  to  adjust  the  requirements  for  membership 
in  the  Federal  Reserve  System  if  the  insured  banks  are  compelled 
to  become  members  by  a  stated  time. 

On  the  other  hand,  the  requirement  of  the  approval  annually 
or  triennially  by  the  Federal  Reserve  Board  of  the  governors  of  the 
Reserve  banks,  the  limitations  upon  the  length  of  service  of  the 
class  B  directors,  the  broad  power  to  waive  eligibility  requirements 
for  admission  of  banks  into  the  System,  the  change  in  the  eligibility 
qualifications  of  the  appointive  members  of  the  Federal  Reserve 
Board,  the  provision  that  the  Governor  of  that  Board  should  be 
permitted  to  hold  office  only  during  the  pleasure  of  the  President 
of  the  United  States,  the  placing  of  the  complete  power  over  open 
market  operations  in  the  Federal  Reserve  Board  or  a  committee 
composed  of  3  of  its  members  and  2  governors  of  Reserve  banks, 
the  power  to  change  the  reserves  to  be  required  of  member  banks 
without  limitations  as  to  percentages,  the  admission  to  open-market 
operations  of  guaranteed  obligations  without  limit  as  to  volume  or 
maturity,  the  change  in  the  basis  of  Federal  Reserve  notes,  tie 
change  in  the  eligibility  requirements  for  rediscounts  and  advances, 
the  centralization  of  power  over  rediscount  rates,  and  the  undue  lib- 
eralization of  powers  to  make  real-estate  loans  or  the  power  given 
to  the  Federal  Reserve  Board  to  control  the  making  of  such  loans, 
when  taken  together,  raise  very  serious  and  disturbing  questions 
that  lead  us  to  urge  the  elimination  of  title  II  from  the  bill  and  to 
urge  that  Congress  in  the  present  session  provide  for  subsequent 
and  thorough -going  consideration  of  these  and  all  other  proposals 
for  fundamental  changes  in  the  Federal  Reserve  System. 

In  conclusion,  the  aggregate  t>h"ects,  in  our  judgment,  of  the  adop- 
tion of  these  provisions  of  title  II.  to  which  we  have  found  serious 
objection,  would  be — 
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It  would  mean  the  virtual  creation  of  a  central  bank  of  an  unde- 
sirable type,  in  violation  of  the  established  principle  that  the  Federal 
Reserve  System  should  consist  of  locally  directed  regional  Reserve 
banks  possessing  a  high  degree  of  autonomy  in  relation  to  conditions 
in  their  own  districts. 

It  would  mean  that  the  Congress  would  court  the  danger  that  ac- 
commodation of  the  real  credit  needs  of  commerce,  agriculture,  and 
industry  would  be  subordinated  to  the  spending  plans  of  the  Govern- 
ment, with  departures  from  the  established  principle  that  the  quality 
of  credit  extensions  in  the  accommodation  of  short-term  transactions 
should  be  the  main  guide  to  Federal  Reserve  credit  policy. 

It  would  mean  that  there  would  be  constant  fear  that  there  would 
be  disturbing,  even  misguided,  efforts  to  control  the  level  of  produc- 
tion, prices,  and  employment  through  adjustments  of  the  mere  vol- 
ume of  money  and  credit  by  a  Washington  agency  permitted  to  ex- 
periment with  a  most  dangerous  form  of  so-called  "  central  planning." 
It  would  mean  that  power  would  be  granted  to  the  Federal  Reserve 
Board  that  would  be  broad  enough  to  permit,  if  not  encourage,  the 
conversion  of  the  resources  of  the  Reserve  banks  into  slow  and 
illiquid  assets. 

It  would  menu  that  inflationists  influences  could  be  given  broader 
fwav,  and  inflation  or  deflation  or  the  expansion  and  contraction  of 
credit  could  be  largely  determined  by  a  few  men  in  Washington,  with 
less  rather  than  more  independence  from  outside  pressure.  They 
would  possess  the  power  to  precipitate  disastrous  inflation  or  defla- 
tion, with  no  substantial  safeguards  against  their  mistakes  or  abuse 
of  authority. 

It  would  mean  that  there  would  be  a  setback  to  the  Nation's  efforts 
to  evolve  an  elastic  currency  that,  in  fact,  would  expand  and  contract 
in  accordance  with  the  flow  of  business.  Instead  there  could  be  arbi- 
trary determinations,  Subject  to  rapid  change,  as  to  the  nature  and 
quality  of  the  assets  placed  back  of  the  currency  and  as  to  the  volume 
of  money  permitted  to  be  outstanding.  There  would  be  no  real  assur- 
ance that  the  debasement  of  the  currency  must  be  avoided. 

It  would  mean  that  there  would  be  great  danger  that  our  whole 
banking  structure  would  be  weakened  rather  than  strengthened  and 
that  banking  standards  would  be  lowered  rather  than  raised. 

It  would  mean  the  development  and  continuation  of  such  uncertain- 
ties in  the  minds  of  business  men,  concerning  credit  and  money,  as 
would  interfere  with  the  making  of  decisions  and  commitments  to 
apply  their  resources  and  energies  that  must  be  applied  constructively 
if  we  are  to  obtain  economic  recovery. 

I  thank  you,  gentlemen  of  the  committee. 

Senator  Couzens.  Mr.  Chairman,  have  you  any  more  witnesses  for 
today? 

Senator  Glass.  Not  for  today.  Do  any  members  of  the  subcom- 
mittee wish  to  ask  Mr.  Snyder  any  questions? 

Senator  Coozens.  Mr.  Snyder,  do  you  believe  in  the  N.  R.  A.? 

Mr.  Snyder.  I  believe  in  certain  things  about  it  and  I  should  like  to 
see  them  continued.  Massachusetts  led  the  way  in  the  original  move- 
ment, and  but  for  the  N.  R.  A.  we  would  have  been  compelled  to 
change  our  own  State  laws  in  regard  to  child  labor,  maximum  hours 
of  labor,  minimum  wages,  and  so  forth. 

Senator  Couzeks.  Is  that  all  now,  Mr.  Chairman,  for  this  morning? 
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Senator  Glass.  I  should  like  to  ask  one  question :  If  these  things 
which  you  have  so  graphically  described  in  the  summary  of  your 
testimony  should  come  to  pass  by  reason  of  the  enactment  of  this  bill, 
what  inducement  would  remain  now  that  the  circulation  privilege  is 
to  be  abolished  for  any  bank  to  remain  a  member  of  the  Federal 
Reserve  System  and  subject  itself  to  such  subservience  as  is  here 
proposed  ? 

Mr.  Snyder.  We  have  given  that  question  consideration  and  it  is 
a  very  important  one.  I  think  if  banking  legislation  of  the  type  now 
proposed  should  go  through,  it  might  force  upon  banking  and  busi- 
ness interests  of  the  country  to  act  under  State  powers  ana  to  develop 
independent  action  for  the  purpose  of  protecting  their  own  interests 
and  the  business  interests  of  the  country.  That  is  not  impossible, 
and  I  think  it  a  very  important  question  to  have  in  mind. 

Senator  Glass.  Of  course  it  is  not  impossible.  And  I  do  not  want 
to  ask  you  to  predict,  but  my  own  thought  is  that  it  is  very  probable. 

Mr.  SNTDEn.  Well,  I  am  trying  to  be  conservative  in  my  statement 
But  I  will  add  to  that 

Senator  Glass  (interposing).  Well,  I  am  rather  radical  instead  of 
conservative.  We  are  greatly  indebted  to  you  for  your  statement 
To  me  it  is  a  very  illuminating  statement. 

Mr.  Snyder.  Might  I  add  just  a  word  on  that  particular  point? 

Senator  Glass.  Certainly. 

Mr.  Snyder.  I  served  as  State  chairman  of  the  antihoarding  com- 
mittee in  the  State  of  Massachusetts,  and  we  did  a  lot  of  work  and 
spent  a  lot  of  money  trying  to  educate  the  entire  public  to  the  evil? 
of  hoarding.  And  I  woke  up  to  the  fact  that  90  percent  of  all  our 
business  was  based  upon  these  expressions  of  confidence  which  we 
call  checks,  drafts,  and  bills  of  exchange,  and  that  only  10  percent  nf 
the  deposits  we  placed  in  banks  were  currency.  I  realized  how  enor- 
mously important  it  was  that  everything  be  done  to  maintain  that 
confidence.  I  want  to  emphasize  the  statement  that  there  is  nothing 
that  could  possibly  occur,  at  least  according  to  my  personal  judgment. 
which  would  so  retard  recovery  as  to  put  ourselves  in  the  position 
where,  in  view  of  the  fact  that  90  percent  of  our  business  is  done 
now  on  trust  and  credit,  that  we  had  to  have  doubts  in  the  miml* 
of  business  interests  of  the  country  regarding  the  structure  of  our 
Federal  Reserve  System.  It  would  have  the  effect  in  my  opinion  nf 
keeping  the  energies  and  initiative  and  resources  of  our  people  lnckeil 
up,  because  they  would  not  dare  invest  their  capital  in  new  ventures 
in  many  fields.  With  a  situation  in  which  the  very  basis  of  tb* 
limited  amount  of  currency  available,  only  about  forty-odd  dollars 
per  person,  might  be  subject  to  great  changes,  and  with  the  vert 
deposits  we  have  now.  which  are  twice  as  great  as  required  by  statute 
in  Reserve  banks,  might  be  required  to  remain  at  that  figure,  and  the 
assets  of  the  public  might  be  required,  and  that  of  the  banks,  to  absorb 
Government  obligations,  I  cannot  think  of  anything  that  would  be  so 
destructive  in  character.  And  if  that  should  go  through  we  would  be 
nearer  to  Russia  in  the  matter  of  our  banking  system  than  almost  any 
other  country  on  earth.  There  is  only  one  State  bank  now,  and  tbit 
is  in  Sweden,  and  that  is  controlled  by  the  King  and  the  Rikstag,  and 
then  it  remains  as  independent  as  we  would  like  to  see  ours  remain 
independent.    In  Japan  one-half  of  the  stock  of  the  bank  may  be 
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'    owned  by  the  Government,  but  it  is  not.     There  is  no  embarrassment 

that  would  he  equal  to  that. 
:       Senator  Glass.  Do  you  know  of  any  central  bank  on  earth  that  is 
\  arbitrarily  authorized  to  spend  other  people's  deposits  and  that 
would  have  no  deposits  of  its  own? 

Mr.  Snyder.  Of  course,  there  is  none.     Even  Germany  after  its 
experience  set  up  a  protective  ordinance  so  that  that  thing  could  not 
:   happen  there  again.     And  so  have  most  European  countries. 

Senator  Glass.  Well,  I  think  your  statement  made  before  this 
committee  ought  to  be  broadcast.  I  think  every  business  man  in 
the  United  States  ought  to  have  the  opportunity  to  hear  it. 

Mr.  Snyder.  Senator  Glass,  the  fact  is  that  business  men  trust  the 
central  government  a  great  deal  and  give  their  time  to  attention  to 
their  own  business.  Therefore,  they  do  not  get  at  conditions  quickly. 
But  there  is  arising  an  opinion  all  over  the  country. 
Senator  Glass.  Oh  1  The  banks  are  scared  to  death. 
Mr.  Snyder.  Of  course  they  are  scared  to  death,  and  business  is 
scared  to  death,  and  we  think  our  people  are  beginning  to  take  a 
lively  interest. 

Senator  Glass.  Business  ought  not  to  be  afraid  to  express  itself, 
and  banks  should  not  either,  for  that  matter. 

Mr.  Snyder.  Business  is  not  afraid  to  express  itself  but  they  rely 
more  upon  groups  to  express  their  views  for  them.    But  it  is  not 
news  and  is  not  studied  by  the  average  citizen,  and  these  questions 
do  not  make  the  headlines  as  much  as  they  should. 
Senator  Glass.  Well,  it  will  become  news. 

Senator  Townsend.  You  said  you  would  like  to  make  a  statement 
about  something  which  occurred  here  in  Washington. 

Mr.  Snyder.  Yes;  there  was  something  which  occurred  here  in 
Washington  within  a  very  recent  time  and  which  illustrates  my  fear 
with  reference  to  changes  that  might  occur  in  the  banking  system. 
A  very  important  department  of  the  Government  under  a  certain 
Cabinet  member  needed  a  new  head,  and  one  of  the  ablest  men  in 
the  country,  who  is  at  the  head  of  a  very  large  accounting  organiza- 
tion, who,  because  of  his  extreme  ability  as  an  analyst — that  is,  he 
is  employed  not  merely  as  a  certified  public  accountant  but  more  as 
an  economist  and  because  his  advice  ranks  high  to  important  inter- 
ests in  this  country — I  say,  he  was  asked  if  he  would  come  down  here 
to  Washington  and  take  charge  of  that  particular  department,  where 
his  talents  would  be  very  useful.  He  looked  over  the  situation  and 
replied,  "  Well,  it  will  mean  a  very  considerable  financial  loss  to  me, 
but  will  be  an  interesting  experience,  and  I  can  perhaps  perform  a 
useful  service."  So  he  said  he  would  accept  the  burden.  Another 
member  of  the  Cabinet  stated  to  him  that  of  course  any  changes  in 
the  personnel  of  his  organization  that  other  member  of  the  Cabinet 
would  expect  to  make.  Thereupon  this  man  immediately  said,  "  My 
acceptance  of  the  position  is  withdrawn."  In  other  words,  he  could 
not  run  the  department  on  the  basis  of  having  men  whom  he  himself 
might  nominate  and  have  approved  by  the  higher  authority,  but  he 
was  expected  to  have  the  higher  authority  nominate  them  for  him. 

Now,  if  that  is  what  is'-sought  to  be  done  here  with  the  Nation's 
banking  system,  where  will  our  banking  business  be?  And  it  will 
probably  be  just  that. 

Senator  Glass  (chairman  of  the  subcommittee).  The  subcommittee 
will  now  adjourn  until  10:30  tomorrow  morning. 
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THE   PBOPOSKD  "  BANKING  ACT  OF  1935 " 

ANALYSIS  OF  TITLE  It  AND  SUMMARY   OF  OTUEB  FBOVIBIOSS 

(Chamber  of  Commerce  of  the  United  States,  Washington,  D.  O.,  April  1MB) 

After  an  examination  of  the  proposed  Banking  Act  of  1936,  the  board  of 
directors  of  the  national  chamber  adopted  on  March  1,  1936,  the  following 
resolution ; 

"  Official  proposals  for  far-reaching  changes  in  the  basic  and  fundamental 
features  of  the  Federal  Reserve  System  were  recently  submitted  to  Congresa 
These  are  the  suggested  amendments  to  the  Federal  Reserve  Act  that  are  pre- 
sented under  title  II  of  the  proposed  Banking  Act  of  1935. 

"  It  does  not  appear  too  much  to  say  that  these  proposals  are  of  such  serious 
import  as  to  justify  the  deliberate  and  careful  consideration  that  was  glva 
"  v  the  Congress  and  the  country  to  the  plan  for  the  establishment  of  the  Federal 


"  The  proposed  changes  would  affect  the  general  public  and  the  customers  of 
banks  even  more  than  the  banks  themselves.  The  commercial  and  Industrial 
elements  of  America,  in  the  public  Interest  ns  well  ns  in  their  own  protection, 
must  ask  that  time  be  granted  for  thorough  consideration  of  the  proposals. 

"It  Is  recognized  that  timely  modifications  In  the  Federal  Reserve  Act  and 
in  the  policies  of  the  System  will  continue  to  be  necessary.  We  believe,  how- 
ever, that  there  must  be  rigid  resistance  to  proposals  of  a  harmful  nature  and 
to  well-meant  but  mistaken  efforts  to  divert  the  System  from  its  proper  course. 
In  particular,  the  country  must  weigh  carefully  the  adequacy  of  safeguard! 
against  the  political  domination  of  the  Federal  Reserve  Board,  the  Reserve 
banks  and  the  member  banks,  and  against  undue  centralisation  of  credit  control 

"It  is  understood  that  various  banking  groups  are  studying  the  pending  pro- 
posals. This  board  urges  that  the  commercial  and  industrial  Interests  of 
America  do  the  same  without  delay  and  be  prepared  to  register  their  opinion* 
upon  the  measure  and  upon  the  announced  purposes  underlying  It. 

"  The  chamber  is  appointing  at  once  a  committee  of  men  drawn  from  industrial 
and  commercial  groups  to  report  upon  the  pending  proposals  for  modification  of 
the  Reserve  System  and  cognate  matters.  Meanwhile  it  will  distribute  to  the 
business  community  an  analysis  of  the  suggested  amendments. 

"  It  Is  hoped  that  early  consideration  will  be  given  by  the  Congress  to  tbe 
amendments  contained  in  title  I  of  the  proposed  Banking  Act  of  1935,  modifying 
the  present  plan  of  Insurance  of  bank  deposits,  and  to  the  provisions  of  title  IU 
that  deal  with  some  technical  modifications  of  existing  banking  laws. 

"  It  Is  urged,  however,  that  Congress  deal  with  the  proposed  amendments  to 
the  Federal  Reserve  Act,  contained  In  title  II,  separate  and  apart  from  the  other 
portions  of  the  bill.  Business  asks  reasonable  time  to  determine  Its  position 
upon  the  amendments  to  the  Reserve  Act  that  are  contained  in  title  II  and  to 
make  known  Its  views  to  Congress." 


There  Is  pending  in  the  Congress  the  proposed  Banking  Act  of  1935.'  It  set* 
forth,  under  three  titles,  numerous  amendments  to  the  banking  laws  of  the 
United  States: 

Title  I  presents  amendments  to  the  laws  upon  insurance  of  bank  deposits. 
With  a  few  exceptions,  its  provisions  are  likely  to  receive  general  support  in 
business  and  banking  circles.  A  brief  summary  of  title  I  npitars  In  tbe 
appendix  to  this  pamphlet. 

Title  II  presents  tbe  principal  amendments  affecting  the  Federal  Reserve 
System.  These  amendments  are  being  subjected  to  criticism  by  business  »nd 
banking  groups.    An  analysis  of  title  II  comprises  the  body  of  this  pamphlet. 

Title  II  presents  a  number  of  technical  amendments  which  experience  bu 
Indicated  to  be  advisable.  It  seems  probable  that  in  the  main  these  amendments 
will  receive  the  support  of  banking  and  business  elements.  A  brief  summuT 
of  title  III  appears  in  the  appendix  to  this  pamphlet 

The  following  analysis  la  not  to  be  construed  as  argument  by  the  Chamber  of 
Commerce  of  the  United  States  for  or  against  the  amendments  presented  under 

>  In  tbe  House  tbe  measure  Is  H.  B.  53B7,  and  In  tbe  Senate  It  is  8.  1T1B. 
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title  II.  A  special  committee  of  the  chamber  shortly  will  present  a  report  upon 
the  merits  of  these  amendments. 

The  principal  purpose  of  the  analysis  is  to  direct  the  attention  of  the  business 
community  to  the  aspects  of  each  proposal  that  would  aecm  to  require  careful 
consideration.  It  should  be  observed,  however,  that  the  full  purport  of  the 
amendments  can  be  realized  only  after  consideration  of  the  purposes  and 
economic  concepts  underlying  them. 

The  principal  official  statements  concerning  these  purposes  and  concepts  of 
money  and  credit  and  of  general  economy  are  those  of  the  Governor  of  the 
Federal  Reserve  Board.  They  appear  mainly  In  the  hearings  ou  the  bill  before 
the  House  Banking  and  Currency  Committee  between  March  4  and  30,  1935.' 

Commentators  have  found  their  main  grounds  of  approval  or  disapproval 
of  Important  features  of  the  measure  in  these  explanations  of  purpose  and 
belief.  It  is  now  clear  that  these  explanations  challenge  or  differ  with  policies 
that  many  hold  to  be  basic  and  fundamental. 

The  special  committee  appointed  by  the  American  Bankers  Association  to 
study  the  proposed  legislation  published  on  March  22,  1935,  a  number  of  recom- 
mendations concerning  the  bill.  Its  recommendations  upon  the  provisions  of 
title  II  only  are  presented  In  the  following  analysis.  The  committee  states, 
however,  that  if  changes  substantially  along  the  lines  It  recommends  cannot 
be  made  it  would  be  strongly  opposed  to  the  enactment  of  title  II.  It  Is  Indi- 
cated that  the  committee,  after  further  study,  may  make  additional  recom- 
mendations upon  title  II. 

AUBN0UBNT8  TO  Federal  Reserve  Act 

(As  proposed  under  title  II  of  pending  Banking  Act  of  1935) 

For  ease  of  reference,  the  sequence  of  the  analysis  Is  that  of  the  amendments 
In  title  II  of  the  bill.  In  the  case  of  each  amendment  there  are  presented: 
(1)  The  gist  of  the  proposal ;  (2)  the  gist  of  the  pertinent  provisions  of  present 
law;  (3)  explanatory  comment  upon  controversial  aspects;  and  (4)  modifica- 
tions of  the  proposal  that  have  been  advanced  by  others  than  the  national 
chamber. 

GOVEBNOB  OF   BKSEEVE  BARK 

Proposal. — The  governor  of  each  Reserve  bank  would  be  elected  annually  by 
the  directors  of  the  bank,  but  his  election  would  be  made  subject  to  the  approval 
of  the  Federal  Reserve  Board  at  Washington.  After  such  approval  he  would 
become  the  chief  executive  officer  of  the  bank  and,  while  governor,  would  be  a 
member  and  ex -officio  chairman  of  its  board  and  of  its  executive  committee. 
He  need  not  be  a  resident  of  the  Reserve  district.  In  case  of  a  vacancy  the 
position  would  be  filled  in  the  manner  provided  for  the  original  appointment 
bnt  only  until  expiration  of  the  term  of  the  predecessor.  A  governor  would 
be  eligible  for  successive  1-year  terms  Indefinitely. 

At  preterit. — The  office  of  governor  Is  not  mentioned  in  the  act.  It  was  cre- 
ated under  the  power  given  to  boards  of  Reserve  banks  to  engage  necessary 
employees.  The  salary  of  the  governor,  bnt  not  his  selection.  Is  now  subject 
to  approval  of  the  Federal  Reserve  Board.  He  is  elected  annually  by  the 
bank  board ;  he  Is  not  a  director  of  the  bank. 

Comment. — The  principal  questions  surround  the  proposal  that  the  Federal 
Reserve  Board  at  Washington  be  given  power  to  approve  or  disapprove  annually 
of  the  governor  selected  by  the  board  of  a  Reserve  bank. 

In  support,  It  la  stated  that  since  the  measure  would  enhance  the  prestige 
and  Influence  of  the  governor,  and  abolish  the  present  authority  of  the  Federal 
Reserve  Board  to  appoint  a  chairman  of  the  board  of  the  hank  and  Reserve 
agent,  the  Federal  Reserve  Board  should  be  given  power  to  pass  upon  the 
qualifications  of  the  man  locally  selected.  This  Is  held  to  be  Important  since 
It  Is  the  Intent  of  the  bill  to  centralize  In  the  Washington  board  greater  control 
of  important  operations  of  the  Reserve  banks,  especially  as  regards  the  de- 
cisions upon  rediscount  policies  and  the  purchase  and  sale  of  Government 
securities  and  acceptances. 


'  Hearing*  on  tbe  proposed  Bunking  Act  of  1030,  before  tbe  Banking  an<]  Currency 
Committee  of  tbe  Honae.  MD  be  obtained  from  the  Government  Printing  Office.  Wash- 
ington. D.  C. 
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In  opposition,  It  te  stated  tbat  the  grant  of  such  power  would  make  the 
governors  of  tlie  12  regional  Reserve  banks  supine  in  relation  to  the  Federal 
Reserve  Board  at  Washington  and  to  Its  governor;  that  every  Important 
decision  that  a  governor  of  a  bank  would  be  compelled  to  make  during  the  year 
would  be  Influenced  by  his  belief  as  to  Its  acceptability  to  the  Wa*lugton 
group.  It  Is  stated  that  the  amendment  would  be  certain  to  lower  the  efficiency 
of  the  management  of  Reserve  banks,  prevent  reasonable  regional  autonomy, 
and  Increase  the  danger  of  political  interference  in  the  operations  of  the 
Reserve  System  as  a  whole. 

Modification—  The  Governor  of  the  Federal  Reserve  Board  has  suggested  that 
consideration  be  given  to  providing  that  the  Federal  Reserve  Board  should 
approve  every  3  years,  instead  of  annually,  the  selection  of  a  governor  of  a 
Reserve  bank,  even  If  the  governor  be  elected  annually. 

The  special  committee  of  the  American  Bankers'  Association  states  tbat  the 
term  during  which  a  governor  may  serve  without  having  to  be  approved  by 
the  Federal  Reserve  Board  should  be  as  long  as  possible  and  this  approval 
certainly  should  not  be  required  more  than  every  3  years. 

It  has  been  suggested,  hy  those  who  believe  that  approval  every  3  years  fa 
open  to  the  same' objections  as  annual  approval,  that  the  Federal  Reserve 
Board  at  Washington  should  be  authorized  to  pass  upon  the  first  selection. 
but  not  thereafter,  whether  the  election  be  annually  or  every  3  years.  It  also 
has  been  proposed  that,  if  the  Federal  Reserve  Board  should  be  given  greater 
Influence  with  the  reserve  banks  than  it  now  possesses,  it  might  be  empowered 
to  select  four  instead  of  three  of  the  directors. 

VICE  GOVERNOR  OF  THE  RESEBVB  BAHK 

Proposal.— A  vjee  governor  would  be  appointed  annually  In  the  same  manner 
as  governor.  During  absence  or  inability  of  the  governor  or  a  vacancy  la 
that  office,  the  vice  governor  would  serve  as  the  chief  executive  officer  of 
the  bank  and  act  as  chairman  of  Its  executive  committee.  He  could  be  Ap- 
pointed a  director  of  the  bank  by  the  Washington  Board,  and  If  so  appointed 
could  be  made  deputy  chairman  of  the  board  of  the  bank.  In  case  of  a  vacancy 
in  the  office  of  vice  governor,  a  person  would  be  appointed  in  the  same  manner 
as  governor  to  hold  office  until  expiration  of  the  term  of  the  predecessor.  The 
Vice  governor  would  be  eligible  for  successive  1-year  terms  Indefinitely. 

At  pretent. — The  office  of  vice  governor  Is  not  mentioned  in  the  act.  The 
office  of  deputy  governor,  however,  was  created  under  power  given  to  the 
hoard  of  directors  of  each  bunk  to  engage  necessary  employees.  One  or  more 
deputy  governors  are  serving  in  each  bank.  The  title  of  vice  governor  does 
not  exist. 

Comment. — In  substance  the  same  as  in  the  case  of  governor  of  a  Reserve 

Modification, — Substantially  the  same  as  stated  above  in  the  case  of  governor 
of  n  Reserve  bank. 

CHAIRMAN   Of  BANK    BOARD   AND  RESERVE   AOENT 

Proposal. — The  offices  of  governor  and  chairman  of  the  board  would  be 
combined,  and  the  governor  would  become  the  ex-nn>Io  chairman  of  the  board. 
If  the  vice  governor  is  appointed  u  director  of  the  bunk  by  the  Federal  Re- 
serve Board,  it  would  be  permissible  to  make  him  deputy  chairman.  la  the 
absence  of  the  governor  and  vice  governor,  the  third  of  the  three  Reserve 
bank  directors  appointed  by  the  Federal  Reserve  Board  would  preside  at 
meetings  of  the  board  of  the  lwink.  A  Federal  Reserve  agent  who  Is  not 
selected  to  be  governor  of  a  bank  within  90  days  after  approval  of  the  art 
would  cease  to  be  a  director  of  the  bank  and  chairman  of  its  hoard.  AH 
duties  now  prescribed  by  law  for  the  Federal  Reserve  agent  would  be  performed 
by  such  person  as  the  Federal  Reserve  Board  designated. 

At  pre%ettt—  The  chairman  of  the  board  is  appointed  annually  by  the  Fed- 
eral Reserve  Board  from  among  Ihc  three  directors  of  the  bank  whom  It 
selects.  He  is  also  Federal  Reserve  agent.  He  must  he  a  person  of  tested 
hanking  experience,  must  maintain  in  the  Reserve  bank  a  local  office  of  the 
Federal  Reserve  Board,  must  make  regular  reports  to  the  Federal  Reserve 
Board,  and  must  act  as  its  official  representative  for  performance  of  functions 
conferred  on  the  Federal  Reserve  Board  by  the  act.  His  salary  Is  flxed  bj 
the  Federal  Reserve  Board  and  must  be  paid  by  the  bank. 
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Comment. — The  suggestion  that  the  offices  of  governor  and  of  chairman  be 
combined  has  often  been  advanced.  Some  assert  that  it  was  the  expectation 
of  the  framers  of  the  original  act  that  the  chairman  would  be  the  principal 
executive  officer  of  the  bank  as  well  as  the  official  representative  of  the  Fed- 
eral Reserve  Board.  In  practice,  however,  in  nearly  every  instance  tbe  gov- 
ernor is  the  active  bead.  It  is  stated  that  the  change  would  work  for  smoother 
cooperation  between  the  Federal  Reserve  Board  and  the  bank  and  greater 
unity  of  administrative  control  within  the  bank.  Attention  is  also  directed  to 
tbe  point  that  It  would  result  in  some  saving  through  elimination  of  one  of 
the  high  salaried  officers  in  the  bank  and  that  it  would  give  definite  legal 
sanction  to  the  position  of  governor. 

On  the  other  band,  it  Is  asserted  that  the  problem  here  again  presented  is  the 
possibility  that  the  Federal  Reserve  Board  at  Washington,  through  Its  power 
to  approve  or  disapprove  the  selection  of  the  governor  and  vice  governor,  as  tbe 
chairman  and  possible  vice  chairman,  respectively,  could  overbear  the  Judg- 
ment and  decisions  of  the  directors  of  the  regional  bank  and  control  the  principal 
operations  of  the  bank,  especially  in  view  of  the  large  powers  granted  through 
other  provisions  to  the  Washington  board. 

Modification. — No  proposal  has  been  advanced  as  yet  for  retention  of  the 
ottlce  of  Federal  Reserve  agent  and  no  objection  has  been  raised  to  combining 
the  office  of  governor  and  chairman.  It  has  been  suggested,  however,  that  If  a 
chairman  is  not  selected  to  lie  a  governor  a  longer  period  tbau  00  days  should 
be  permitted  him  for  readjustment. 

DIRECTORS   OF   KESEBVE  BARKS 


Proposal. — No  member  of  the  board  of  directors  of  a  Reserve  bank  (other 
than  the  governor  or  vice  governer)  would  be  permitted  to  serve  for  more  than 
6  consecutive  years,  although  a  present  incumbent  could  serve  the  remainder  of 
bis  term. 

At  present. — Three-year  terms  are  provided  for  9  directors  in  the  3  classes, 
namely:  3  class  A  directors  who  must  be  elected  by  and  be  representative  of 
the  stockholding  banks  of  the  district ;  S  class  B  directors,  similarly  elected,  who 
must  bo  actively  engaged  In  tbe  district  in  commerce,  agriculture,  or  some  other 
Industrial  pursuit  and  may  not  be  officers,  directors,  or  employees  of  any  bank; 
and  3  class  C  directors,  designated  by  the  Federal  Reserve  Board  at  Washington, 
who  may  not  be  officers,  directors,  employees,  or  stockholders  of  any  bank. 
There  Is  no  statutory  limitation  upon  the  number  of  terms  that  a  director  may 

Comment. — it  is  stated  that  the  limitation  upon  tbe  service  of  directors  would 
prevent  crystallization  of  any  one  Interest  In  the  management  of  the  Reserve 
bank.  A  few  of  the  Reserve  banks  now  limit  the  terms  of  their  class  A,  or 
banker,  directors.  In  some  districts  directors  are  said  to  be  kept  on  the  boards 
largely  as  a  matter  of  inertia. 

As  against  the  proposal,  value  is  claimed  for  the  present  arrangement  Some 
of  the  class  B.  or  nonbanker.  directors  who  have  served  longest  are  said  to  be 
among  the  most  valuable  counselors  In  the  System.  It  Is  said  that  the  proposed 
arrangement  would  not  be  more  successful,  as  men  for  the  position  of  class  B 
director  who  are  well  Informed  upon  System  operations,  are  not  plentiful.  It  is 
stated  that  directors  drawn  from  business  pursuits  other  than  hanking  have 
generally  shown  the  longest  average  time  of  service,  but  that  there  is  usually  a 
sufficient  turnover  to  assure  new  personnel  and  to  distribute  representation. 

In  most  dlstrlctn  It  Is  expected  that  the  strongest  resistance  to  undue  Wash- 
ington Influences  can  be  ex[>ectoil  to  come  from  the  nonbanklng  directors,  who 
are  Independent  of  political  and  banking  Interests,  anil  who  through  long  service 
htive  become  familiar  with  the  affairs  of  the  System.  The  proposal  Is  said  to 
have  a  practical  bearing  upon  the  maintenance  of  regional  autonomy,  as  early 
turnover  of  directors  would  be  involved  and  the  governors,  ns  representatives 
of  the  Federal  Reserve  Board  at  Washington,  would  shortly  be  placed  In  a  posi- 
tion to  dominate  decisions  of  the  regional  boards.  Taken  with  other  provisions 
of  the  bill,  It  Is  said  to  weaken  the  influence  of  the  commercial  and  Industrial 
representatives  in  tbe  affairs  of  the  System. 

itodifleation.—yio  modification  has  been  suggested  by  the  Governor  of  the 
Federal  Reserve  Board  or  by  the  special  committee  of  the  American  Bankers 
Association. 

Others  have  suggested,  however,  that  the  0-year  limitation  be  applied  to  cl 
A  directors,  but  not  to  class  B  directors.    Mention  might  here  be  made  of 

-  o 
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suggestion  that  the  Federal  Reserve  Board  be  empowered  to  appoint  1  of  the 
class  B  directors  as  well  as  the  S  class  O  directors,  if  It  Is  deemed  advisable 
for  the  Federal  Reserve  Board  to  have  larger  Influence  In  selection  of  director! 
who  elect  the  officers  and  pass  upon  their  performance. 

REQUIREMENT  FOB  MEMBERSHIP  In  RESERVE  SYSTEM 

Proposal. — The  Federal  Reserve  Board  would  be  granted  discretion  to  wsl« 
in  whole  or  In  part  the  capital  requirements  for  membership  in  the  Reserve 
system  in  the  case  of  any  nonmember  bank  admitted  to  the  benefits  of  insur- 
ance by  the  Federal  Deposit  Insurance  Corporation,  if  the  bank  makes  appli- 
cation for  membership  in  the  Reserve  System  prior  to  July  1,  1937,  hot  it  mnst 
comply  with  the  present  capital  requirements  within  such  period  after  its 
admission  as,  In  the  Judgment  of  the  Federal  Reserve  Board,  would  be  reason- 
able  in  view  of  all  the  circumstances. 

At  present. — To  be  admitted  to  membership  In  the  Federal  Reserve  Syi 
an  applying  bank  must  have  paid-up,  unimpaired  capital  sufficient  to  enable  it 
to  become  a  national  bank  in  tbe  place  where  It  is  situated.  This  require- 
ment, however,  does  not  apply  to  a  State  bank  or  trust  company  organised 
prior  to  June  16,  1933,  having  a  capital  of  .$25,000  or  more  and  situated  in  ■ 
place  the  population  of  which  does  not  exceed  6,000,  nor  to  such  a  bank  which, 
while  It  Is  entitled  to  benefits  of  deposit  insurance,  Increases  Its  capital  to 
$25,000  or  more.  No  national  bank  may  be  organized  with  capital  of  less  than 
$100,000  unless  it  is  located  In  a  city  with  a  population  which  does  not  exceed 
6,000,  In  which  case  Its  capital  must  be  at  least  $50,000.  A  national  bank 
organized  In  a  city  of  more  than  50,000  must  have  a  capital  of  not  less  than 
$200,000,  except  In  the  outlying  district  of  such  a  city  when,  with  the  approval 
of  the  Comptroller  of  the  Currency,  It  may  be  permitted  to  organise  wltb 
capital  of  not  less  than  $100,000  If  a  State  bank  similarly  located  may  be 
organized  with  capital  of  3100,000  or  less. 

Common  t.— Si  nee  the  law  for  insurance  of  bank  deposits  requires  that  Stale 
banks  which  are  not  now  members  of  the  Federal  Reserve  System  must  become 
members  before  July  1,  1987,  if  they  are  to  continue  In  the  insurance  fund,  it 
Is  maintained  that  it  Is  necessary  to  lower  the  capital  requirements  for  tbe 
admission  of  such  banks  to  the  Reserve  System.  If  these  banks  cannot  meet 
tbe  present  capital  requirements  and  are  compelled  to  withdraw  from  the 
Insurance  fund,  much  difficulty  would  result. 

On  the  other  hand,  it  is  asserted  that  the  capital  requirements  for  admission 
to  the  national  banking  system  and  to  the  Federal  Reserve  System  are  not 
too  high. 

Modification. — The  Governor  of  the  Federal  Reserve  Board  has  suggested  that 
the  Board  be  given  power  to  waive  not  only  the  capital  requirements  but  all 
other  requirements  for  admission  of  insured  banks  into  the  Federal  Reserve 
System.  He  believes  the  Federal  Reserve  Board  might  be  given  full  power 
in  the  matter,  and  while  he  would  not  require  the  present  nonmembers  to 
increase  their  capital  he  would  require  that  they  have  adequate  capital  fundi 
In  relation  to  their  deposits. 

The  special  committee  of  the  American  Bankers  Association  recognises  that 
many  nonmember  banks  advocate  that  the  present  requirement  of  the  deposit- 
Insurance  law  compelling  all  Insured  banks  to  join  the  Federal  Reserve  System 
by  July  1,  1937,  should  be  given  further  careful  study  by  Congress  before  tbit 
date.  The  committee  favors  the  admission  of  the  Insured  banks  to  membership 
In  the  Reserve  System  without  requiring  an  Increase  in  capital,  provided  their 
capital  Is  adequate  In  relation  to  their  liabilities. 

Others  have  pointed  out  that  if  no  definite  capital  requirements  are  made  of 
banks  applying  for  membership  it  may  be  difficult  to  compel  them  to  Increase- 
their  capital  after  they  are  admitted  to  membership.  In  this  connection  attea- 
tlon  is  directed  to  the  proposal  in  the  bill  that  member  banks  be  permitted  to 
make  and  rediscount  longer-term  loans.  If  the  assets  of  banks  should  mow 
generally  change  in  character  to  longer  maturities.  It  has  been  suggested  ttjt 
conservative  practice  will  require  that  many  banks  Increase  their  capital  fundi 
above  amounts  now  possessed. 
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])  with  due  regard  to  "fair  representation  of  the  financial,  agricultural, 
trial  and  commercial  interests,  and  geographical  divisions  of  the  country." 
ace  of  that  it  would  be  required  that  such  Board  member**  be  "  well 
lied  by  education  or  experience,  or  both,  to  participate  lu  the  formulation 
tioual  economic  and  monetary  policies." 

:  more  than  one  of  the  appointed  members  could  be  selected  from  any  oue 
■nl  Reserve  district,  except  that  this  limitation  would  not  apply  to  the 
Ion  of  the  Governor.  The  provisions  would  be  continued  that  the  Secretary 
_■  Treasury  be  an  ex-offldo  member  of  the  Hoard,  and  preside  at  its  nieet- 
tis  chairman,  as  well  as  the  designation  of  the  Governor  to  preside  nt 
ngs  of  the  Board  in  the  absence  of  the  Secretary  of  the  Treasury.  The 
itrollcr  of  the  Currency  would  be  continued  as  an  ex-offlcio  member  of  the 
1. 

■•re  would  also  be  continued  the  limitation  that  makes  appointed  members 
i  Bonn)  ineligible  during  the  time  they  are  In  office  and  for  2  years  there- 
to hold  any  office,  position,  or  employment  in  any  member  bank  excepting 
mber  who  has  served  the  full  term  for  which  be  was  appointed. 
present. — Not  more  than  one  of  the  six  appointed  members  of  the  Federal 
rve  Board  may  lie  selected  from  any  one  Federal  Reserve  district  and,  as 
d  above,  these  members  must  be  chosen  with  due  regard  to  a  fair  repre- 
tlou  of  the  financial,  agricultural,  industrial,  and  commercial  interests,  and 
aphieal  divisions  of  the  country. 

nment. — The  main  questions  that  have  been  raised  concern  the  change  in 
iage  as  to  the  representative  character  of  the  appointed  members  of  the 
(1  and  as  to  the  continuance  of  the  Secretary  of  the  Treasury  as  presiding 
r  at  Board  meetings. 

Is  asserted  that  there  is  nothing  inherently  good  about  the  present  requlre- 
concerulng  fair  representation  of  various  Interests  anil  geographical 
Ions.  It  would  be  Inadvisable,  for  instance,  tor  tbe  member  appointed  as 
sentntlve  of  agriculture  to  act  solely  as  such  representative  and  thus 
too  narrow  a  view  of  questions  before  the  Board.  Present  requirements 
>ald  to  he  so  broad  and  vague  as  to  be  meaningless.  Apparently  it  Is 
ed  to  place  emphasis  now  upon  the  President  appointing  men  who  may  be 
il  with  respect  to  monetary  policies  In  contrast  to  credit  policies,  even 
;li  they  be  without  practical  banking  or  business  experience, 
e  introduction  of  the  words  "  national  economic  and  monetary  policies " 
mid  to  he  indicative  of  the  struggle  between  those  who  would  have  the 
m  operated  with  considerable.  If  not  main,  attention  to  monetary  powers 
control  of  the  volume  of  money  and  those  wbo  would  emphasise  banking 
•redit  functions  with  primary  attention  to  the  quality  of  credit  extensions, 
e  view  is  expressed  by  some  that  the  change  In  language  is  only  Important 
nnectlon  with  the  Intent  back  of  It.  Since  official  explanations  have  been 
!  that  there  must  be  more  emphasis  upon  conscious  central  control  of 
itary  and  credit  policy  and  of  economic  conditions  some  apprehension  has 
created  as  to  the  real  significance  of  the  suggestion.  Objections  are 
d  to  making  the  Federal  Reserve  Board  a  part  of  any  planning  bureaucracy 
e  Government  or  Its  agent, 

?  question  is  raised  as  to  whether  too  much  may  not  be  expected  of  the 
ral  Reserve  Board  and  of  the  System  as  a  whole  in  connection  with  the 
cation  of  monetary  theories,  changes  in  the  character  of  banking  opera- 
anil  the  influencing  of  price  levels  and  of  business  conditions. 
question  has  been  raised  concerning  the  proposal  that  the  Governor  of 
'ederal  Reserve  Board  he  appointed  without  relation  to  Federal  Reserve 
cts. 

diflcation. — It  has  been  suggested  that  the  proposal  be  modified  to  pro- 
that  two  members  of  the  Federal  Reserve  Board  be  selected,  when  pos- 
from  persons  with  experience  as  executives  In  the  Federal  Reserve  Sys- 

place  of  the  present  Board  of  6  appointed  members  and  2  ex-offlcio  mem- 
the  special  committee  of  the  American  Bankers  Association  has  recom- 
ed  that  tbe  Board  be  reduced  to  S  members,  by  retiring  Its  ex-offlcio 
>ers,  namely,  the  Secretary  of  the  Treasury  and  the  Comptroller  of  the 
>ncy,  and  by  reducing  the  appointed  members  of  the  Board  to  5  as  soon 
vacancy  occurs.  The  committee  places  emphasis  upon  the  importance  of 
:ig  the  Federal  Reserve  Board  a  body  of  such  Independence  and  prestige 
It  could  be  described  as  the  supreme  court  of  finance  and  banking. 
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SALARIES  AND  BET1REMENT  Of  BOARD   URMRraiS 

ProjxMfff,— The  appointed  members  of  the  Federal  Reserve  Board  taking 
office  aft  or  July  1.  1935,  would  be  given  a  salary  at  the  same  rate  as  the  mem- 
bers of  tin'  President's  Cabinet  (?15,000)  together  with  actual  necessary  travel- 
ing expenses.  Eat*  appointed  member  heretofore  appointed  could  retire  from 
active  service  upon  reaching  the  age  of  70  or  at  any  time  thereafter,  ann  all 

iiouiIhts  hereafter  atHHUiited  must  retire  upon  reaching  TO.  Each  member  so 
retired,  who  lias  served  for  at  least  5  years,  would  receive  retirement  pay 
ilorinir  the  remainder  of  his  life.  Such  retirement  pay  would  be  at  the  rate  of 
one-twelfth  of  toe  present  annual  salary  ($12,000)  of  appointed  members  for 
each  >e»r  m>  to  12  years  of  service  and  full  salary  for  longer  service.    Any 

iioiuKt  whose  term  expired  while  he  was  between  the  ages  of  65  and  70,  and 
who  "-as  not  reappointed  would  receive  retirement  pay  on  the  same  basis.  Tne 
salaries  *«d  retirement  pay  of  the  appointed  members  must  be  provided  by  the 
Vvder*!  Ktwrve  hanks.    The  term  of  appointment  would  be  continued  as  12 

•  j,|"  wvMWf.— The  salary  of  an  appointed  member  is  $12,000  per  annum,  paid 
In  (V  Koserve  Iwinks.  There  is  no  provision  for  compulsory  retirement  on 
avevKttl  of  as*1  nor  for  retirement  pay.    The  term  is  12  years, 

■\MMMwf<-  -Various  students  of  the  Federal  Reserve  System  have  long  advo- 
eatvsi  .hoit  the  salary  of  Hoard  members  he  Increased. 

V*e  "ivrti»W*w* -pay  Idea  is  new.  It  is  observed  that  a  number  of  tbe  pres- 
eni  U>vtrd  members  would  be  eligible  for  retirement  under  the  plan  proposed. 
It  reared  there  would  lie  vacancies  to  be  filled  by  the  appointment  of  tbe 
|~rv«.i>Wil  of  men  In  sympathy  with  any  new  directions  of  policy.  The  pro- 
•vMtts  are  said  to  assume  real  Importance  when  considered  In  this  light  in 
,\sH*wvtlou  with  the  other  provisions  of  the  bill.  The  retirement  provisions 
are  s«td  to  need  safeguarding  to  moid  dancer  of  political  abuse. 

ttv^ijtivtion. — The  Governor  of  the  Federal  Reserve  Board  has  suggested 
tltai  the  proposal  be  modified  to  provide  that  any  member  of  the  Board  who 
Kit-*  served  as  long  as  5  years  and  whose  term  has  expired  and  who  Is  not 
reappointed,  be  eligible  for  a  pension  upon  the  same  basis  as  though  he  were 
Htlrliijr  «t  the  age  of  70. 

Hie  siMH'iiil  committee  of  the  American  Bunkers  Association  approved  the 
pt\1>i«»ed  Increase  In  salaries  but  Indicated  that  it  would  favor  compensation 
at  a  somewhat  higher  figure  than  is  proposed  in  the  bill,  so  ns  to  attract 
the  very  best  talent  available.  It  stated  that  a  plan  of  providing  suitable 
pension*  Is  especially  desirable  because  the  security  which  such  an  nrrange- 
atetit  assures  would  be  a  further  help  In  inducing  outstanding  men  to  accept 
a  will  f"r  service  on  the  Board  and  would  give  them  the  financial  Independence 
which  such  a  position  requires. 

[t  has  been  suggested  by  others  that  the  salaries  of  Board  members  be  made 
the  same  as  that  of  the  associate  Justices  of  the  Supreme  Court  of  the  United 
States  ($20,000)  and  that  the  compensation  of  the  Governor  be  the  same  as 
that  of  the  Chief  Justice  (?2O.-IW0). 


Propositi— The  appointed  member--  of  the  Federal  Reserve  Board  deslgntited 
bv  the  President  ns  Governor  and  Vice  Governor  would  hold  these  ofllees  subject 
to  the  pleasure  of  the  President  of  the  United  States.  The  term  of  the  Gov- 
ernor would  he  limited  to  the  period  during  which  he  is  permitted  hy  the 
president  to  serve  as  Governor,  and  upon  the  termination  of  his  designation 
as  Governor  he  would  lie  deemed  to  have  served  his  full  term  as  a  Board 
member. 

At  present .—The  Governor  imd  the  Vice  Governor  are  appointed  by  the 
President  of  the  United  States  from  muring  the  six  appointed  members  of  the 
Board  and  have  12-year  terms  of  office  as  Board  members. 

Comment. — It  is  stated  that  under  Hie  present  arrangement  it  Is  sometimes 
difficult  fur  a  President  to  appoint  to  the  governorship  a  man  whom  he  desires 
to  place  In  that  office.  The  limitation  that  more  than  one  appointed  member 
may  not  come  from  a  single  Reserve  district  and  (lie  12-year  term  of  the 
Governor  have  occasionally  presented  embarrassments  to  new  Presidents.  It 
Is  asserted  that  If  there  Is  such  difference  nf  viewpoint  between  a  Governor 
and  a  President  as  to  cause  the  Governor  to  resign  his  office,  he  presumably 
would  not  care  to  stay  as  a  member  of  the  Board.     It  usually  has  happened 
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that  a  man  resigning  from  the  office  of  Governor  has  not  remained  upon  the 
Board  and  that  a  Governor  has  raised  the  question  of  his  continuance  in  office 
with  an  incoming  President  For  such  reasons  the  proposed  change  is  said  to 
be  only  realistic. 

On  the  other  hand,  strong  objection  has  been  raised  that  to  adopt  the  pro- 
posed amendment  would  place  the  Governor  In  substantially  the  same  position 
as  a  member  of  the  President's  cabinet;  that  he  would  be  considered  a 
political  adviser  and  amenable  to  other  political  advisers;  that  there  would 
be  increased  pressure  from  political  and  sectional  Interests  upon  the  President 
to  use  his  influence  with  the  Governor  in  favor  of  or  opposed  to  particular 
policies;  ami  that  It  would  mean  considerable  political  pressure  at  times  not 
only  upon  the  governor  but  upon  the  whole  Board.  Even  some  of  the  advocates 
of  the  proposal  are  recently  quoted  as  believing  It  should  be  reconsidered. 

Modification. — The  Governor  of  the  Federal  Reserve  Bonrd  has  suggested 
that  a  Governor  who  is  not  redesignated  as  such  should  be  permitted  to  con- 
tinue as  a  member  of  the  Federal  Reserve  Boiird  if  he  chooses,  and,  if  he 
resigns  from  the  Board  in  the  event  tbnt  he  Is  not  redesignated  as  Governor, 
he  should  he  considered  to  have  served  out  his  full  term  as  a  Board  member 
and  therefore  should  not  be  subject  to  the  prohibition  that  for  2  years  after 
resignation  he  may  not  hold  :iny  position  with  a  member  bank. 

The  special  committee  of  the  American  Bankers  Association  has  indicated 
Its  agreement  with  the  modification  just  stated.  It  adds,  however,  that  if  it 
is  deemed  essential  to  give  each  incoming  President  the  right  to  name  a 
Governor  of  his  own  choosing,  because  of  the  fact  that  under  another  recom- 
mendation of  the  committee  the  incoming  administration  would  no  longer 
be  represented  on  the  Board  by  the  Secretary  of  the  Treasury  or  the  Comp- 
troller of  the  Currency,  it  might  be  desirable  to  give  the  incoming  President 
tbe  power  to  select  the  Governor  of  the  Board  and  to  provide  that  his  term 
be  the  same  as  that  of  the  President,  It  believes  the  act  should  provide  that 
the  members  of  the  Federal  Reserve  Board,  including  the  Governor,  should 
be  removable  during  their  terms  of  office  only  for  cause. 

DELEGATION   OF    DUTIES 

Proposal.— The  Federal  Reserve  Board  would  be  permitted  to  asslim  to 
designated  members  of  tbe  Board  or  officers  or  representatives  of  the  Board, 
under  Its  rules  and  regulations,  the  performance  of  specific  duties  or  functions 
of  the  Board  which  do  not  hiclude  the  determination  of  any  national  or  sy.  tern 
policy,  nor  the  exercise  of  the  power  to  make  rules  or  regulations  or  of  1'iiy 
power  which  the  Federal  Reserve  Act  requires  be  eserdBed  by  a  si«-c:fled 
number  of  memhers  of  the  Board. 

At  present, — -The  law  specifies  a  variety  of  routine  duties  which  must  be 
performed  by  the  Board  and  does  not  authorize  the  delegation  of  them. 

C'nnmrnt. — The  proposal  is  advocated  on  the  ground  that  It  would  relieve 
the  Board  from  many  minutiae.  It  does  not  appear  to  have  met  wllh  any 
objection. 

Modification. — None  was  suggested. 

OPBN'MAEKET  COMMITTEE 

Propotal. — The  Federal  Open  Market  Committee  would  ho  composed  of  the 
Coventor  of  the  Federal  Reserve  Board  (as  Its  Chairman).  2  members  of  that 
Board  selected  annually  by  It  and  2  governors  of  Reserve  banks  selected  an- 
nually by  the  governors  of  the  12  banks  In  accordance  with  procedure  to  lie 
prescribed  by  the  Federal  Reserve  Bonrd.  Meetings  of  the  committee  would 
be  held  upon  the  call  of  the  Governor,  when  requested  by  the  Board  or  by  any 
two  members  of  the  committee,  or  upon  his  own  initiative. 

Tbe  committee  would  be  empowered  to  state  In  resolutions  the  ]iollcles  that 
in  its  judgment  should  he  followed  with  respect  to  the  open-mnrket  operations 
of  the  Reserve  hanks  and  the  hank*  would  he  required  to  conform  to  the  pro- 
posals. The  committee  would  be  authorised  to  aid  in  the  execution  of  such 
policies  and  to  perform  sueh  other  duties  relating  thereto  as  the  Federal  Re- 
serve Board  might  prescribe.  All  open-market  operations  of  tbe  Reserve  banks 
would  be  subject  to  regulations  of  tbe  Federal  Reserve  Board. 

The  Committee  would  be  empowered  to  make  recommendations  to  tbe  Fed- 
eral Reserve  Board  regarding  the  discount  rates  of  the  Reserve  banks.  There 
would  be  omitted  tbe  present  requirement  of  law  that  tbe  time,  character,  and 
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volume  of  open -market  transactions  most  be  governed  with  a  view  to  accom- 
modating commerce  and  business  and  with  regard  to  the  general  credit  situation 
of  the  country. 

At  present.— The  Federal  Open  Market  Committee  consists  of  12  meml 
The  board  of  directors  of  each  Reserve  bank  elects  one  member  each  year.  The 
committee  meets  In  Washington  at  least  4  times  each  year  upon  the  call  of 
the  Governor  of  the  Federal  Reserve  Board  or  upon  the  request,  of  any  S 
members  of  the  committee.  In  the  discretion  of  members  of  the  Board  they 
may  attend  Its  meetings. 

No  Reserve  bank  is  permitted  to  engage  in  open-market  operations  except  In 
accordance  with  regulations  adopted  by  the  Federal  Reserve  Board.  The  time, 
character,  and  volume  of  all  open-market  transactions  must  be  "  governed  V  " 
a  view  to  accommodating  commerce  and  business  and  with  regard  to  their  b» 
lng  upon  the  general  credit  situation  of  the  country-"  Any  Reserve  bank  which 
decides  not  to  participate  In  the  open-market  operations  recommended  by  the 
committee  must  file  with  the  chairman  of  the  committee  within  30  days  a  notice 
of  its  decision  and  transmit  a  copy  thereof  to  the  Federal  Reserve  Board. 

Comment. — The  proposed  amendment  appears  to  provide  one  of  the  I 

grounds  of  controversy.  The  open-market  operations  are  believed  by  many  to 
be  the  most  Important  single  Instrument  within  Reserve  control.  These  opera- 
tions consist  mainly  of  the  buying  or  selling  of  obligations  of  the  United  Stales 
Government  and  bankers  acceptances.  Buying  by  the  Reserve  banks  releases 
funds  to  the  market  and  selling  withdraws  funds. 

This  amendment  is  advocated  principally  on  the  ground  that  the  present 
committee  arrangement  and  practice  do  not  provide  a  good  set-up  from  an 
administrative  point  of  view ;  that  the  Federal  Reserve  Board,  which  Is  largely 
responsible  for  policy,  does  not  formulate  the  open-market  policy  In  the  lint 
Instance ;  and  that  neither  the  committee  which  does  formulate  the  policy  nor 
the  Board  has  power  to  compel  Its  adoption  by  the  Reserve  banks.  It  hw 
been  emphasized  that  tbe  amendment  wonld  contribute  to  the  formulation 
and  effectuation  of  a  more  truly  national  policy. 

In  view  of  the  nature  of  official  statements  respecting  the  control  of  tbe 
volume  of  money  and  of  credit  through  open-market  operations,  the  need  for 
more  conscious  central  direction  of  monetary  and  credit  policies  to  assist 
recovery,  and  especially  the  support  of  the  Government's  credit  through  pur- 
chase of  Its  securities  by  the  Reserve  and  member  banks,  there  are  objection* 
to  the  proposed  amendment  upon  a  number  of  grounds. 

These  principally  are  that  the  open-market  policy  would  not  be  determined 
by  the  Federal  Reserve  Board  In  consultation  with  the  Reserve  banks,  bnt 
would  be  formulated  by  a  smalt  committee  upon  which  those  banks  would 
have  a  minority  representation,  even  if  the  two  governors  should  consider 
themselves  In  effect  delegates  from  the  Reserve  banks  with  the  duty  to  reflect 
decisions  of  the  banks  rather  than  their  own  opinions.  It  is  asserted  that  tbe 
proposed  conditions  under  which  the  governor  of  a  Reserve  bank  and  tbe 
Governor  of  the  Reserve  Board  would  hold  office  would  operate  to  make  the 
latter  n  dominant  figure  with  regard  to  one  of  the  most  important  powers 
to  ho  given  n  banking  system.  It  Is  pointed  out  that  any  one  of  the  three 
members  of  the  Federal  Reserve  Board,  such  as  the  Governor,  by  agreeing 
with  the  two  governors  of  Reserve  hanks,  could  overrule  in  effect  basic  policial 
that  would  have  majority  support  in  the  Federal  Reserve  Board  or,  for  that 
matter.  In  the  Reserve  banks. 

It  is  asserted  by  some  that  this  delegates  to  a  small  committee  a  great  power 
which  should  he  reposed  lu  the  Board  if  the  present  arrangement  needs  modifi- 
cation, and  which  should  be  exercised  only  in  consultation  with  the  Reserve 
banks  without  arbitrary  Imposition  of  policy  upon  them.  It  is  maintained  that 
the  open-market  operations  should  be  mainly  the  concern  of  the  Reserve  bankl 
and  that  no  arrangement  would  be  correct  which  fails  to  regard  the  bankmc 
situation  In  the  respective  Reserve  districts  in  relation  to  the  national  situation 
as  a  whole.  It  Is  denied  that  the  Reserve  hanks  have  interfered  as  a  matter  of 
fact  with  the  formulation  or  eflfect nation  of  open-market  policies  In  opposition 
to  express  views  of  the  Federal  Reserve  Bo:trd. 

The  main  question  as  to  the  composition  of  the  Federal  Open  Market  Com- 
mittee concerns  the  number  and  representative  character  of  people  that  shoukt 
participate  In  the  formulntlon  of  policy.  Recognizing  that  the  body  should  b» 
broadly  representative,  it  Is  asserted  that  the  proposed  amendment  provides  tot 
small  a  number  and  is  equivalent  to  giving  one  of  the  great  powers  of  a  legl> 
lative  body  to  a  small  committee.    It  is  maintained  that  the  plan  now  in  forw 
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brings  to  bear  upon  policy  the  opinions  of  competent  groups  of  bankers  and  of 
nonbankers,  and  that  the  proposed  plan  would  disfranchise  the  boards  of  the 
Reserve  banks  with  respect  to  a  policy  that  could  be  more  important  In  Its  effects 
than  many  laws  of  Congress.  It  Is  asserted  that  to  rest  this  power  In  the 
Federal  Reserve  Board  would  fall  to  recognize  that  the  Bourd  can  be  provincial 
and  operate  In  a  manner  that  is  not  truly  representative  In  a  national  way. 

It  Is  maintained  that  open-market  policies  are  not  simply  questions  of  general 
theory  but  Involve  problems  of  good  administrative  practice  by  the  Reserve 
bonks,  and  that  the  Reserve  banks  are  in  a  better  position  to  realise  the  probable 
effects  of  a  policy  than  Is  the  Federal  Reserve  Board. 

Objection  is  raised  to  the  omission  of  the  present  requirement  that  the  time, 
character,  and  volume  of  open-market  transactions  must  be  governed  with  a 
view  to  accommodating  commerce  and  business  and  with  regard  to  their  bear- 
ing upon  the  general  credit  situation  of  the  country.  Some  appear  to  believe 
that  tills  omission  presents  a  prospect  that  dubious  monetary  theories,  In 
contrast  to  qualitative  credit  considerations,  would  be  preeminent  In  the  pol- 
icies udopted  and  that,  in  support  of  the  deficit  financing  of  the  Government 
and  of  its  spending  programs,  more  extensive  purchase  of  Its  securities  would 
be  engaged  In  than  would  prove  desirable. 

It  is  asserted  that  by  means  of  this  amendment  the  administration  of  the 
Federal  Government  could  compel  open-market  operations  to  suit  its  particular 
purposes  regardless  of  the  principles  of  sound  central  banking  and  of  the 
needs  of  commerce,  agriculture,  and  industry.  It  Is  maintained  that  it  Is  not 
tbe  function  of  a  central  banking  system  to  give  Government  credit  a  higher 
rating  than  It  otherwise  would  have  in  the  open  market  to  which  non-Gov- 
ernment borrowers  and  lenders  must  go.  It  is  emphasized  that  in  view  of 
the  existing  situation  and  of  the  monetary,  credit,  and  governmental  spending 
theories  of  the  principal  proponents  of  title  II,  the  actions  of  the  proposed  open- 
market  committee  undoubtedly  would  be  subjected  to  Government  control  and 
would  mean  the  subordination  of  the  true  functions  of  the  Federal  Reserve 
System  to  tbe  fiscal  and  other  operations  of  the  Government. 

Objection  has  also  been  made  to  giving  to  the  Federal  Reserve  Board  or 
to  the  Open  Market  Committee  any  power  to  compel  changes  with  respect  to 
rediscount  rates,  preference  being  expressed  for  the  present  method  tinier 
which  changes  In  rediscount  rates  are  initiated  In  the  reserve  banks  but  are 
subject  to  tbe  approval  of  the  Federal  Reserve  Board. 

Modification. — The  Governor  of  the  Federal  Reserve  Board  recently  proposed 
that  the  open-market  authority  be  vested  In  the  whole  Federal  Reserve  Hoard 
and  that  there  be  appointed  a  committee  of  5  governors  selected  by  the  12 
governors  of  Reserve  bunks  with  tbe  requirement  that  the  Board  consult  this 
committee  before  changing  the  open-market  policy,  the  rediscount  rates,  or  the 
reserves  required  of  member  banks.  He  stated  that  the  Board  should  have  the 
responsibility  and  power  to  Initiate  changes  and  that  the  committee  of  governors 
should  be  entitled  to  make  recommendations  upon  proposed  changes,  He 
favored  a  power  to  the  Board  to  make  rules  and  regulations  with  re»(>ect  to  the 
method  of  selecting  the  committee  of  governors,  time  of  its  meetings,  and 
similar  matters. 

The  special  committee  of  the  American  Bankers  Association  has  stated  that 
neither  the  proposal  In  the  original  bill  providing  for  a  committee  of  3  members 
of  the  Federal  Reserve  Board  and  3  governors,  nor  the  subsequent  suggestion 
that  authority  over  open-market  operations  be  vested  In  the  Federal  Reserve 
Board  with  the  requirement  that  it  consult  with  a  committee  of  5  governors 
selected  by  the  12  governors  before  adopting  nn  open-market  policy,  a  change 
In  discount  rates,  or  a  change  in  reserve  requirements,  constitutes  a  satisfactory 
solution  of  the  open -market  problem.  It  suggested  that  the  open-market  com- 
mittee consist  of  the  entire  Federal  Reserve  Board  {reduced  to  5  members)  and 
4  governors  selected  by  the  12  governors  annually,  with  each  memlwr  of  the 
open-market  committee  having  a  vote  In  the  deliberations  of  the  committee 
with  respect  to  the  three  subjects  that  might  be  entrusted  to  it,  namely,  open- 
market  policy,  consideration  of  rediscount  rates,  and  changes  iu  reserves 
required  of  member  banks. 

It  Is  proposed  by  others  that  a  slight  modification  of  the  present  Bet-up  of 
the  open-market  committee  be  adopted.  They  would  have  the  12  governors  of 
the  Reserve  banks  serve  as  the  open-market  committee  and,  In  consultation 
with  the  Federal  Reserve  Board,  determine  the  policy  to  be  recommended  to 
the  Reserve  banks,  with  a  rule  that  after  approval  of  the  policy  by  a  majority 
of  the  Reserve  banks  It  would  be  binding  upon  all.    They  would  limit  tbe 
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subjects  to  be  dealt  with  by  the  committee  to  two,  namely,  open-market  opera- 
tions and  changes  in  reserves  required  of  member  banks. 

The  Under  Secretary  of  the  Treasury  has  indicated  objections  to  placing 
control  of  open-market  operations  in  the  Federal  Reserve  Hoard.  Calling  atten- 
tion to  the  fact  that  the  Reserve  banks  are  responsible  for  the  funds  employed 
In  the  open  market,  he  stated  that  they  should  be  represented  upon  the  open 
market  committee  by  governors  of  their  choice. 

RJOUBOOUNTS   ASD  LOANS  TO   MBMBltB.  BANKS 

Proposal. — Subject  to  Federal  Reserve  Board  regulation  ilk  to  maturities  and 
other  matters,  any  Federal  Reserve  bank  would  lie  permitted  to  rediscount  for 
a  member  bank,  upon  its  endorsement,  "  any  commercial,  agricultural,  or  Indus- 
trial paper  "  and  to  make  advances  to  a  member  bank  "  on  Its  promissory  notes 
secured  by  any  sound  assets  of  such  member  bank." 

At  present. — Tins  Federal  Reserve  Act  prescribes,  with  careful  limitations, 
types  of  advances  which  may  Im>  made  by  Federal  Reserve  banks  to  member 
banks  and,  under  exceptional  circumstances,  directly  to  individuals,  partner- 
ships, or  corporations.  There  are  al*o  meticulous  provisions  respecting  types. 
and  maturities  of  paper  made  eligible  for  rediscount,  with  major  emphasis 
placed  upon  commercial  loans.  An  emergency  provision  that  Ihe  Reserve  Iwinks 
may  come  to  the  assistance  of  banks  which  have  sound  assets  but  are  devoid 
of  eligible  paper  lapsed  in  March  1935. 

Comment. — These  proiH>sed  broad  grants  of  power  to  the  Federal  ltestrve 
Board  are  advocated  ou  the  grounds  that  there  has  been  considerable  change 
In  the  character  of  the  assets  of  the  member  banks,  that  narrow  restrictions 
upon  the  types  of  bank  loans  and  rediscounts  are  In  accordance  with  an  out- 
grown theory  of  Reserve  banking,  that  mora  emphasis  should  be  placed  upon 
the  soundness  of  assets  rather  than  upon  their  commercial  or  liquid  nature,  and 
that  since  it  is  advisable  to  encourage  the  member  banks  to  make  loans  of  i 
character  that  may  not  now  generally  be  made,  the  Federal  Reserve  Board 
should  be  empowered  to  permit  discounting  for  any  member  bank  of  any  ty|>e 
of  asset  that  the  Board  might  prescribe.  Attention  Is  also  directed  to  the  fact 
Unit  if  about  7.UOD  nonmember  banks  now  in  the  deposit-insurance  fund  are 
compelled  to  become  members  of  tiie  Federal  Reserve  System,  considerable 
flexibility  should  be  allowed  regarding  eligibility  requirements  so  that  the 
Reserve  hanks  n:t\y  serve  usefully  these  new  members.  The  same  line  wf 
reasoning  is  applied  to  the  proposal  that  advances  may  be  secured  "by  anj 
sound  assets  "  of  u  member  bank. 

The  proposal  bus  been  objected  to  on  the  ground  that  it  would  mean  a  change 
In  the  fundamental  conception  of  the  Reserve  System  that  has  prevailed  slow 
its  establishment  and  thnt  should  be  continued.  It  Is  considered  an  excep- 
tionally broad  power  to  give  the  Federal  Reserve  Board  which  not  only  niie::t 
seriously  affect  the  kind  and  quality  of  assets  held  by  the  Reserve  banks,  hot 
might  permit  the  application  of  dubious  monetary  policy  In  connection  with 
Federal  Reserve  notes.  It  Is  stated  that  the  provision  would  open  the  door, 
for  instance,  to  indes  currency,  the  commodity  dollar,  and  a  bond- secured  or 
slow-asset  currency.  It  ia  asserted  also  that  the  proposal  Is  an  indication  n( 
the  desire  that  the  force  and  direction  of  Reserve  bank  operations,  und  even 
member-bank  lending  policies,  be  subjected  lu  the  main  to  the  views  of  a  small 
Washington  group.  At  the  same  time  it  is  recognised  that  the  changes  in  the 
economic  situation  have  affected  the  volume  of  sbort-term,  self-liquidating 
paper  now  eligible  for  rediscount  and  that  It  is  necessary,  In  determining  the 
advisability  of  a  change  In  present  requirements,  to  make  a  close  estimate  of 
the  trends  in  the  operations  of  member  banks. 

Taken  in  conjunction  with  other  powers,  particularly  the  open-market  opera- 
tions and  the  collateral  requirements  for  Reserve  notes  and  the  centralising 
of  great  authority  In  the  Federal  Reserve  Board,  the  proposal  is  objected  to  as 
permitting  the  development  of  u  kind  of  banking  system  in  the  United  St;ite- 
that  Is  not  deliberately  planned  by  the  Congress,  after  consideration  of  the 
views  of  business  and  hanking  elements  and  other  informed  citizens  as  to  the 
kind  of  banking  system  that  is  desirable.  Attention  has  been  directed  to  the 
fact  that  It  is  unusual  In  central  hank  practice  anywhere  to  give  the  bank 
authorities  entire  discretion  to  determine  the  eligibility  requirements  for  redis- 
counts and  advances,  nnd  at  the  same  time  to  provide  that  bank  notes  shall 
be  a  first  lien  upon  the  assets  of  the  hank  with  no  specific  cover  other  than  a 
specified  percentage  of  gold  or  gold  certificates. 

MtMlifiiatton. — None  lias  been  officially  proposed. 
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Some  are  recommending,  however,  that  the  emergency  provisions  of  the 
Federal  Reserve  Act  (sec.  10b)  which  lapsed  March  S,  1935,  be  restored 
for  a  period  of  2  years,  and  that  little  or  no  change  be  made  in  other 
requirements  concerning  rediscounts  and  advances.  According  to  the  provi- 
sions of  section  10b,  a  member  bank  with  no  further  eligible  and  acceptable 
assets  available  to  enable  it  to  obtain  adequate  credit  accommodations,  through 
rediecountlng  at  a  Reserve  bank  or  any  other  method  provided  by  the  Reserve 
Act,  could  secure  advances  from  the  Reserve  bank  on  time  and  demand  notes 
secured  to  the  satisfaction  of  the  Reserve  bank.  The  note  was  required  to 
bear  Interest  at  a  rate  not  less  than  1  percent  hlgber  than  the  highest  discount 
rate. 

Some  would  require  that  advances  to  member  banks,  collaternled  by  Gov- 
ernment bonds,  bear  a  higher  rate  of  interest  than  rediscounts,  and  some 
would  more  drastically  curtail  the  use  of  Government  securities  by  member 
banks  in  obtaining  accommodations  from  the  Reserve  banks. 

Proposal- — The  Reserve  banks  would  be  permitted  to  purchase  and  sell 
direct  obligations  of  the  United  States  or  those  fully  guaranteed,  as  to  principal 
and  interest,  by  the  United  States,  without  regard  to  maturities. 

At  present.— Direct  obligations  of  the  United  States  are  now  eligible  for 
open-market  operations.  The  Reserve  banks  have  purchased  principally  the 
shorter-term  securities.  Other  obligations,  which  may  be  guaranteed  as  to 
principal  and  interest  by  the  United  States,  are  not  fully  eligible  in  every 
Instance  for  open-market  operations.  With  the  exception  of  bonds  and  notes 
of  the  United  States,  obligations  which  may  be  purchased  by  the  Reserve 
banks  normally  must  have  maturities  of  not  exceeding  6  months  from  tbe 
date  of  purchase. 

Comment. — The  amendment  would  make  all  obligations  that  are  guaranteed 
both  as  to  principal  and  interest  by  the  United  States  eligible  for  open-market 
purchases  upon  the  same  basis  as  direct  obligations  of  the  Government,  and 
both  types  could  be  purchased  without  regard  to  maturities.  It  is  stated  that 
this  wonld  help  to  support  the  market  for  snch  obligations. 

The  question  has  been  raised,  however,  as  to  the  advisability  of  permitting 
the  Reserve  banks  to  acquire  such  guaranteed  obligations  in  any  large  volume, 
especially  since  this  and  other  amendments  could  be  used  to  set  the  stage  for  a 
large  increase  In  Reserve  bank  purchases  of  Government  obligations,  direct 
or  contingent. 

It  is  asserted  that  the  Reserve  banks  could  be  flooded  with  illiquid  lone-term 
securities  and,  under  the  system  aimed  at  by  the  various  provisions  of  title  II, 
there  would  be  danger  of  both  unsound  money  and  unsound  credit  conditions. 

Modification. — None  officially  proposed. 

NEW  BASIS  FOB  FF.DEBAT.  BF-SEBVE  NOTES 

Proposal. — Bach  Reserve  bank  wonld  be  permitted  to  issue  Federal  Reserve 
notes,  which  would  be  obligations  of  the  United  States,  secured  by  a  first 
and  paramount  lien  on  all  of  the  assets  of  the  Reserve  bank,  but  there  must  be 
maintained  reserves  In  gold  certificates  of  not  less  than  40  percent  against 
Federal  Reserve  notes  in  actual  circulation.  The  notes  would  be  Issued  and 
retired  under  such  rules  and  regulations  as  the  Federal  Reserve  Board  would 
prescribe  and  would  be  legal  tender  for  all  purposes. 

The  present  requirements  that  each  Reserve  bank  maintain  a  retirement  fund 
in  gold  certificates  on  deposit  In  the  Treasury  of  the  United  States  and  the 
prohibition  upon  a  Reserve  bank  paying  out  notes  Issued  by  another  Reserve 
hank  would  he  removed,  as  would  the  provisions  for  issuance  and  redemption 
of  notes  through  Federal  Reserve  agents  and  the  substitution  of  collateral 
behind  notes.  Detailed  matters  relating  to  printing,  denomination  and  form 
of  notes  wonld  be  modified.  AH  newly  prepared  notes  would  be  held  in  the 
Treasury  subject  to  the  order  of  the  Comptroller  of  the  Currency  for  delivery 
to  the  Reserve  banks  Instead  of  being  deposited,  as  at  present,  in  the  Treasury, 
the  sub  treasury  or  mint  nearest  the  Reserve  bank. 

At  present. — Each  Reserve  bank  must  maintain  a  100-percent  cover  for 
Federal  Reserve  notes  of  which  cover  «  minimum  of  40  percent  must  be  in 
Sold  certificates  and  the  balance  in  eligible  paper  or  Government  securities  or 
both.    The  inclusion  of  Government  securities  as  part  of  the  covee  ftw  «w4i 
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notes  is  a  temporary  power.  The  amendment  would  remove  permanently 
any  specific  cover  except  the  minimum  40  percent  in  gold  certificates,  but 
would  continue  the  present  provision  that  the  notes  are  a  first  and  parauMoat 
lien  upon  the  Reserve  bank  assets. 

Comment. — The  principal  questions  raised  relate  to  the  cover  for  Fedenl 
Reserve  notes. 

It  Is  maintained  that  the  Federal  Reserve  notes  in  fact  are  secured  by  ill 
the  assets  of  a  Reserve  bank  and  It  Is  only  realistic  and  proper  to  omit  tto 
requirement  of  specific  cover  beyond  a  reasonable  reserve  In  gold  certificates. 
It  is  stated  that  this  would  make  more  flexibility  with  respect  to  note  len 
ance  and,  while  providing  a  sufficient  gold  cover,  would  not  necessitate  tin 
employment  of  gold  certificates  to  an  unreasonable  amount  as  cover  for  tto 
notes.  If  a  Reserve  bank  has  gold  certificates  in  excess  of  the  40  percent. 
they  still  would  be  a  part  of  Its  general  assets. 

The  present  absence  of  volume  of  eligible  commercial  paper  Is  referred  a 
as  well  as  the  probability  that  such  paper  Is  not  likely  to  become  available 
In  any  greatly  increased  volume  for  cover  of  notes.  It  is  asserted  that  tbe 
new  provisions  would  make  for  a  better  Federal  Reserve  note  than  tbe 
present  one,  especially  In  view  of  the  existing  power  to  collateral  the  notes 
with  Government's,  Instead  of  eligible  paper,  to  the  extent  that  they  are  not 
covered  by  gold  certificates. 

On  the  other  hand,  it  is  asserted  that  the  provisions  would  make  for  i 
less  desirable  note,  particularly  if,  because  of  other  amendments  in  the  bill, 
the  assets  of  the  Reserve  banks  should  become  composed  more  largely  of 
Government  securities  and  longer-term  and  all  manner  of  illiquid  paper.  In 
other  words,  this  view  holds  that  the  proposal  would  be  more  acceptable  If 
there  were  safeguards  as  to  the  quality  and  short  maturity  of  the  assets  of 
Reserve  banks  and  against  political  interference  with  their  management  li 
view  of  the  proposal  that  the  eligibility  requirements  for  rediscounts  be 
greatly  broadened  and  he  left  entirely  to  the  Federal  Reserve  Board  and  of 
the  possibility  that  holdings  of  Government  securities  and  guaranteed  obli- 
gations would  be  increased,  it  is  asserted  that  disturbing  questions  wwild 
arise  concerning  the  volume  and  quality  of  future  Reserve-note  circulation. 

Attention  should  be  directed  to  the  fact  that  the  present  power  to  collateral 
the  notes  with  Government  securities  is  a  temporary  one  to  expire  not  later 
than  March  1937,  and  it  never  lias  been  considered  desirable  to  increase  mort 
than  necessary  the  volume  of  bond-secured  currency. 

It  is  stated  that  under  the  two  proposed  changes,  namely,  in  the  eligibility 
requirements  for  rediscounts  and  in  the  collateral  requirements  for  Fedenl 
Reserve  notes,  practices  would  develop  which  are  not  generally  recognised  is 
being  desirable  In  central  banks.  It  is  stated  that  in  the  principal  central 
banks  of  tbe  world,  when  collateral  requirements  for  notes  are  minimised  or 
omitted  the  eligibility  requirements  for  rediscounts  are  maintained  and  dee 
versa.  It  Is  recalled  that  these  changes  taken  together  would  emphasise  tbe 
prospect  of  more  central  management  and  "  conscious  control  "  of  money  «dJ 
credit  and,  combined  with  the  deficit  financing  of  the  Government,  would  make 
for  an  Increased  opportunity  for  inflation. 

Modification.— None  officially  proposed. 

BESEBVES   AGAINST  DEPOSITS  OF  BE8EBVK  BANKS 

Proposed. — Gold  certificates  would  be  eliminated  as  required  reserve  against 
deposits  of  Reserve  banks.  The  reserve  would  be  lawful  money  (other  thai 
Federal  Reserve  notes  or  Federal  Reserve  bank  notes)  of  not  less  than  8t 
percent. 

At  pre*en(.— Each  Reserve  bank  Is  required  to  maintain  a  35-percent  resero 
in  gold  certificates  or  lawful  money  against  deposits. 

Comment.— It  has  been  held  at  times  that  the  stated  percentage  of  required 
reserves  ni,'nlnst  deposits  is  relatively  unimportant  In  the  case  of  a  Resem 
bank.  Since  under  present  law  the  present  requirements  could  be  met  with 
lawful  money,  the  omission  of  gold  certificates  is  said  to  be  only  realistic  sal 
would  permit  of  flexibility  with  respect  to  the  use  of  gold  certificates  in  rela- 
tion to  note  circulation. 

It  has  been  observed  that  with  no  scarcity  of  gold  or  gold  certificates  txs 
proposal  might  be  favored  as  a  permlBsive  power,  but  that  as  a  general     " 
it  would  be  objected  to  by  those  who  assert  that  both  the  credit  and  a 
systems  should  be  placed  and  kept  firmly  upon  a  foundation  of  gold. 

Modification. — None  omcl&tty  fitt.sgeB\&&, 
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Proposal. — "  In  order  to  prevent  Injurious  credit  expansion  or  contraction  ", 
toe  Federal  Reserve  Board  would  be  permitted  to  change  by  regulation  the 
requirements  as  to  reserves  to  be  maintained  against  demand  or  time  deposits 
or  both  by  member  banks  In  any  or  all  of  the  Reserve  districts  and/or  in  any 
or  all  of  the  three  Reserve  classes  of  cities. 

At  present.-* The  law  now  specifies  definite  minimum  reserves  that  must  be 
maintained  by  member  banks,  according  to  their  locations.  The  highest  re- 
serves against  deposits  are  required  of  the  banks  in  the  central  reserve  cities 
(New  York  and  Chicago).  The  next  highest  reserves  required  are  In  the 
Reserve  cities  (now  some  02  in  number),  and  the  lowest  reserves  required  are 
in  banks  outside  of  these  two  classes  of  cities,  namely,  In  the  country  districts. 
There  la,  however,  an  emergency  provision  that  the  Federal  Reserve  Hoard, 
upon  the  affirmative  vote  of  not  less  than  live  of  its  members  and  with  the 
approval  of  the  President,  may  declare  that  an  emergency  exists  by  reason 
of  credit  "expansion"  and  may,  by  regulation  during  such  emergency,  "In- 
crease or  decrease  "  the  reserve  balances  required  to  be  maintained  by  member 
banks  against  their  deposits. 

Comment. — Proposals  for  changes  In  the  required  reserves  have  been  under 
discussion  for  many  years.    The  subject  la  of  great  Importance. 

The  amendment  Is  advocated  on  the  ground  that  it  Is  proper  to  adopt  as  a 
permanent  provision  the  Intent  of  the  present  emergency  provision  of  low  snd 
give  to  the  Federal  Reserve  Board  the  power  to  change  reserve  requirements, 
without  siwcifying  that  on  emergency  exists  and  without  requiring  the  approval 
of  the  President.  It  is  stated  that  this  Is  a  function  of  monetary  control  almost 
equal  In  Importance  to  open-market  operations,  and  the  Federal  Reserve  Board 
should  hnve  the  power  In  order  to  control  any  Inflationary  condition  that  might 
develop.  It  is  asserted  that  the  reserves  of  the  member  banks  may  be  greatly 
In  excels  of  the  amount  of  Government  bonds  and  paper  held  by  the  Reserve 
banks  and  that  (he  sale  of  such  securities  In  the  market  would  not  be  sufficient 
to  absorb  the  excess  reserves.  It  might  then  be  necessary  to  make  an  Increase 
in  reserve  requirements  as  h  means  of  controlling  the  inflation  of  credit.  It  Is 
stated  that  the  power  would  be  used  as  a  method  secondary  to  open  market 
operations,  when  such  operations  fall  to  meet  the  situation. 

On  the  other  hand,  the  proposal  Is  objected  to  on  the  ground  that  it  would 
be  too  groat  a  power  to  give  to  the  Washington  board  without  any  limitation, 
except  a  general  provision  that  It  be-  exercised  in  order  to  prevent  Injurious 
credit  expansion  or  contraction.  There  are  many  who  appear  to  support  the 
proposition  that  the  Federal  Reserve  authorities  should  propose  a  definite 
plan  for  changing  the  reserve  requirements  but  that  these  requirements  should 
be  passed  by  Congress  rather  than  left  to  the  discretion  of  the  Federal 
Reserve  Board. 

Some  have  asserted  objections  to  the  present  proposal,  not  becauae  there 
should  not  be  power  to  control  any  such  undue  expansion  of  credit  as  could 
occur  under  the  various  laws  that  have  been  passed,  bnt  because  they  fear 
the  amendment,  combined  with  the  other  proposals  In  the  bill,  would  open 
the  door  to  policies  more  concerned  with  forced  and  harmful  expansion  of 
credit  than  with  contraction.  They  point  out  that  the  power  could  be  used 
as  a  weapon  in  any  reserve  district  or  in  the  larger  clt'es  to  compel  *he  banks 
to  do  or  not  to  do  particular  things. 

It  Is  asserted  that  great  changes  In  the  banking  system  could  be  forced  by 
altering  the  reserves  required  of  banks  according  to  Federal  Reserve  districts, 
central  reserve  or  reserve  cities,  or  rural  areas.  The  door  would  be  opened, 
for  Instance,  to  a  requirement  that  n  hundred  percent  reserve  be  established 
against  demand  deposits,  in  furtherance  of  a  theory  which  a  few  persons  have 
advanced.  Arbitrary  decisions  in  such  matters  by  a  small  group  of  minds, 
with  power  to  act.  would  create  considerable  disturbance. 

Modification.— The  Governor  of  the  Federal  Reserve  Board  has  recently  pro- 
posed a  modification  of  the  amendment  to  the  effect  that  changes  in  member- 
bank  reserve  requirements  might  be  applied  to  two  classes,  namely,  to  one 
class  to  be  composed  of  the  banks  In  central  reserve  and  reserve  cities,  and 
to  a  second  class  to  be  composed  of  the  banks  in  country  areas. 

The  special  committee  of  the  American  Bankers  Association  believes  that 
the  suggestion  of  the  Governor  of  the  Federal  Reserve  Board,  above  referred 
to.  Is  more  desirable  than  the  amendment  In  the  bill,  hut  suggests  that  serious 
consideration  also  should  be  given  to  the  desirability  of  fixing  limits  and 
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percentages  of  deposit  beyond  which  reserve  requirements  cannot  be  increased 
or  decreased.  In  connection  with  Its  recommendation  upon  the  Federal  open 
market  committee,  earlier  referred  to,  it  believes  that  changes  in  reserve 
requirements  should  be  subjected  to  the  decision  of  an  open  market  committee 
of  the  type  it  proposes. 

LOANS  ON  IMPROVED  BUI.  ESTATE  BY   HEMBEB  BAItKS 

Proposal. — State  member  banks  would  be  required  to  conform  to  the  limita- 
tions upon  national  banks  in  regard  to  new  loans  made  upon  the  security 
of  real  estate. 

A  national  bank  would  be  authorized  to  make  loans  when  secured  by  nrat 
liens  upon  Improved  real  estate  (farm,  business,  and  residential  properties) 
when  the  entire  amount  of  the  obligation  Is  made  or  sold  to  the  bank.  Soch 
a  loan  could  not  have  a  maturity  in  excess  of  3  years  nor  be  in  an 
amount  in  excess  of  60  percent  of  the  actual  value  of  the  property,  except 
that  a  loan,  secured  by  a  first  lien.  In  an  amount  not  exceeding  75  percent 
of  the  actual  value  of  the  property  could  be  made  if  the  loan  Is  required  to 
of  substantially  equal  monthly,  quarterly,  semiannual  or  annual  payment* 
be  completely  amortized  within  a  period  not  exceeding  20  years  by  meant 
The  aggregate  sum  of  such  loans  could  not  exceed  the  paid-in,  unimpaired 
capital  and  unimpaired  surplus,  or  60  percent  of  the  time  and  savings  deposits 
of  the  bank,  whichever  Is  the  greater.  In  computing  such  aggregate  there 
must  be  Included  all  the  loans  on  which  the  bank,  is  liable  as  an  indorser, 
guarantor,  or  otherwise,  and  the  book  value  of  all  real  estate  owned  by  the 
bank  directly  or  Indirectly  except  its  banking  premises. 

In  the  case,  however,  of  loans,  secured  by  Improved  real  estate  and  insured 
under  the  provisions  of  title  II  of  the  National  Housing  Act,  the  restrictions  u 
to  the  amount  of  the  loan  in  relation  to  the  value  of  the  real  estate  and  as  to 
the  3-year  limit  on  the  terms  of  the  loans  would  not  apply. 

There  is  advanced  a  specific  provision  that  the  law  would  not  prevent  any 
national  bank  from  acquiring,  as  additional  security  for  loons  previously  made 
In  good  faith,  second  or  subsequent  liens  on  real  estate  or  shares  or  participa- 
tions in  such  liens. 

The  geographical  restrictions  on  real-estate  loans  would  be  removed. 

At  present. — State  member  bnnks  must  conform  only  to  the  requirements  of 
their  respective  State  laws,  which  in  some  instances  grant  them  powers  which 
differ  from  those  of  national  banks  in  the  matter  of  real-estate  loans. 

A  national  bank  Is  authorized  to  make  loans  upon  a  mortgage  for  a  period  Dot 
exceeding  5  years,  and  in  an  amount  not  exceeding  50  percent  of  the  actual 
value  of  the  Improved  real  estate.  The  aggregate  amount  of  such  loans  may 
not  exceed  25  percent  of  the  bank's  paid-in,  unimpaired  capital,  and  unimpaired 
surplus  or  one-half  of  Its  savings  deposits,  as  It  may  elect. 

There  Is  no  provision  that  a  national  bank  may  make  an  amortized  loan  with- 
out conforming  with  the  limitation  of  5  years  maturity  and  60  percent  of  the 
value  of  the  property,  except  that  In  the  case  of  a  loan  which  is  insured  under 
the  provisions  of  title  II  of  the  National  Housing  Act  the  restrictions  as  to  the 
amount  of  the  loan  in  relation  to  the  value  of  the  real  estate  and  as  to  the 
5-year  limit  on  Its  term  do  not  apply. 

A.  national  bank  may  make  a  loan  only  upon  the  security  of  a  first  Hen  upOB 
property  situated  within  the  Reserve  district  In  which  It  Is  located  or  within 
a  radius  of  100  miles  of  the  location  of  the  hank. 

Comment. — With  the  decrease  in  commercial  loans  by  commercial  banks  and 
the  changed  character  of  the  financial  operations  of  commercial  and  industrial 
customers,  It  Is  maintained  that  the  proposed  mortgage-loan  powers  would  cos- 
tribute  to  general  recovery  and  to  an  increase  In  the  earnings  of  banks,  aa 
well  as  nsslst  in  making  mortgages  more  generally  acceptable  instruments  and 
greatly  support  the  operations  under  the  National  Housing  Act. 

It  is  asserted  that  the  proposed  changes  would  enable  the  banks  better  to 
supply  the  needs  of  their  communities  for  mortgage  loans  and  that  they  do  sat 
introduce  a  new  character  of  loan  but  merely  relax  existing  limitations  • 
real-estate  loans  which  national  banks  have  made  for  years.  It  is  stated  tat 
even  If  It  be  theoretically  desirable  to  separate  commercial  banking  from  savinf 
banking,  it  could  not  be  accomplished  in  this  country  without  disrupting  exU. 
lng  machinery  while  there  is  urgent  need  for  Increased  building  activity.  It  la 
stated  also  that  member  banks  are  suffering  from  competition  by  Gk>venu*tat 
and  other  agencies  entering  the  field  of  real-estate  loans,  and  Quit  It  ts  » 
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matter  of  self-preservation  for  the  banks  to  be  able  to  hold  and  expand  their 
activities  In  this  field. 

It  Is  recognized  by  proponents  of  the  amendment  that  some  of  its  details  may 
have  to  be  modified,  as  at  times  in  some  regions  even  a  50-percent  loan  would 
be  liberal.  Attention  Is  also  directed  to  the  fact  that  some  of  the  State  mem- 
ber banks  and  many  of  the  nonmember  banks  already  have  in  excess  of  80 
percent  of  their  time  funds  in  real-estate  loans. 

It  is  argued  that  there  are  no  restrictions  imposed  upon  banks  with  reference 
to  their  investments  In  long-term  bonds  in  which  they  may  engage  not  only 
their  commercial  funds  but  their  savings  funds,  and  It  is  as  desirable  to  permit 
them  to  lend  funds  on  improved  real  estate  on  an  amortized  basis  In  their 
local  communities  as  to  Invest  In  long-term  listed  bonds.  It  Is  observed  that 
the  depression  proved  that  a  ready  market  for  such  bonds  existed  only  at  prices 
that  weakened  the  banks  which  were  forced  to  sell  and  that  more  banks 
became  insolvent  as  a  result  of  the  depreciation  of  their  bond  accounts  than 
as  a  result  of  their  real-estate  loans.  It  is  asserted,  however,  that  the  banks 
should  be  permitted  to  Invest  funds  in  long-term  bonds  as  well  as  to  lend  upon 
long-term  amortized  mortgages,  especially  their  savings  or  time  funds,  other- 
wise they  might  Unci  It  difficult  to  employ  such  funds  except  in  the  purchase 
of  Government  bonds  or  securities  guaranteed  by  the  Government. 

On  the  other  hand,  the  proposed  changes  are  objected  to  by  those  who  believe 
that  the  powers  of  banks  to  lend  upon  mortgages  should  be  curtailed  rather 
than  Increased  and  by  those  who  maintain  that  the  experience  with  amortized 
loans,  based  upon  Insured,  or  uninsured  mortgages,  has  not  been  conspicuously 
superior  to  unamortized  loans  mid  by  those  who  entertain  considerable  doubts 
as  to  the  success  of  the  Insurance  provisions  of  the  National  Housing  Act. 

Taken  with  other  provisions,  objection  Is  made  that  mortgages  could  be  made 
available  for  rediscount  with  Reserve  banks  and,  thus  with  other  slow  assets, 
make  their  portfolios  less  liquid  and  dependable.  There  has  been  steady  ob- 
jection to  the  admission  of  mortgages  to  rediscount  and  to  permitting  them 
and  other  slow  assets  to  become  a  basis  for  currency  Issues  and  for  release  of 
Reserve  credit. 

It  Is  asserted  tbat  the  problem  of  the  banks  concerning  their  listed  bonds 
True  no!  ns  zrent  as  their  inability  to  realize  upon  their  mortgages,  but  that  in 
both  instances  the  difficulties  mainly  arose  because  of  examining  policies  which 
required  the  carrying  of  such  assets  on  a  basis  of  immediate  market  value 
Instead  of  real  intrinsic  worth ;  further,  that  it  Is  only  reasonable  to  expect 
that  carefully  selected  bonds  as  Investments  will  prove  more  liquid  than  loans 
upon  first  mortgages  whether  amortized  or  unamortized. 

Modification.— The  Governor  of  the  Federal  Reserve  Board  has  proposed  that 
the  conditions  upon  which  loans  upon  the  security  of  real  estate  might  be  made 
by  member  banks  should  be  left  to  the  discretion  of  the  Federal  Reserve  Board 
to  enforce  by  regulations  and  that  some  suitable  geographical  limitations  as  to 
the  territory  In  which  such  loans  might  be  made  should  be  established. 

The  special  committee  of  the  American  Bankers  Association  has  Indicated 
that  It  does  not  favor  the  amendment  as  contained  In  the  bill  to  the  extent  of 
permitting  advances  against  real  estate  up  to  75  percent  of  value  If  amortized 
within  20  years  or  up  to  60  percent  of  value  for  a  term  of  not  more  than  3 
years,  in  both  instances  without  geographical  limitations.  It  does  favor,  how- 
ever, the  suggestion  subsequently  advanced  that  all  real-estate  loans  hereafter 
made  should  not  exceed  60  percent  of  the  appraised  value  of  the  property,  and 
that  the  Federal  Reserve  Board  be  given  discretion  to  make  regulations  gov- 
erning real-estate  loans  held  by  banks  at  the  present  time.  It  further  stated 
that  the  present  geographical  limitations  or  similar  ones  should  be  contained 
In  the  law  and  that  unamortized  real-estate  loans  should  be  permitted  up  to  a 
period  of  6  years. 

nusnrass  STAmxTTY 

J*ropo»al. — While  there  is  no  amendment  dealing  specifically  with  this  sub- 
ject In  the  bill,  the  Governor  of  the  Federal  Reserve  Board  has  indicated  to 
the  Banking  and  Currency  Committee  of  the  House  approval  of  the  insertion  of 
a  provision  that  "  it  shall  be  the  duty  of  the  Federal  Reserve  Board  to  exer- 
cise such  powers  as  it  possesses  to  promote  conditions  making  for  business  sta- 
bility and  to  mitigate  by  Its  influence  unstabiliztng  fluctuations  In  the  general 
level  of  production,  trade,  prices,  and  employment,  so  far  as  may  be  possible 
within  the  scope  of  monetary  action." 
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Comment—  In  the  past  vigorous  objections  have  been  made  to  a  specific  re- 
quirement that  the  Federal  Reserre  Board  or  System  or  the  Treasury  or  any 
combination  of  them  be  expected  to  use  their  powers  specifically  for  such  par- 
poses  as  establishing  stability  of  business,  prices,  or  employment.  The  mala 
grounds  of  objection  have  been  that  such  a  provision  of  law  would  raise  public 
expectations  that  could  not  be  realized  through  use  of  monetary  or  other  powen 
and  would  subject  the  Federal  Reserve  Board  or  System,  or  the  Treasury,  or 
all  of  them,  to  severe  criticisms  because  there  will  always  be  some,  In  and  out 
of  Congress,  who  would  maintain  that  "  proper  "  exercise  of  the  monetary  and 
other  powers  would  produce  more  "desirable"  conditions. 


There  are  presented  below  brief  summaries  of  the  provisions  of  title  I  aud 
of  title  III. 

(Summary  of  amendments  to  law  upon  Insurance  of  bank  deposits) 

Title  I  of  the  proposed  Banking  Act  of  193S  would  practically  rewrite  the 

In  so  rance-of -bank-deposits  section  of  the  Federal  Reserve  Act  which  now  pro- 
vides for  a  temporary  Federal  Deposit  Insurance  fund  and  a  fund  for  mutual! 
to  operate  until  July  1,  1935,  and  a  so-called  "  permanent "  plan  to  operate  for 
an  indeterminate  period  thereafter. 

Effective  date. — Upon  the  enactment  of  the  measure  the  temporary  Federal 
Deposit  Insurance  fund  and  the  fund  for  mutuala  would  be  consolidated,  and 
a  revised,  permanent  insurance  plan  would  become  operative. 

Banks  insured, — Every  licensed  operating  bank  which  Is  a  member  of  the 
Federal  Reserve  System  would  continue  as  an  Insured  bank  without  applica- 
tion or  approval.  Every  national  bank  established  after  the  passage  of  the 
legislation,  and  every  State  bank  becoming  a  national  bank  or  becoming  a 
State  member  bonk  of  the  Federal  Reserve  System  would  become  an  Insured 
institution  upon  certification  by  the  proper  authority,  except  that  an  insured 
nonmember  State  bank  which  is  converted  into  a  national  bank  or  Into  a 
State  member  bank  would  not  have  to  be  certified. 

Every  bank  not  a  member  of  the  Federal  Reserve  System  which  is  Insured 
in  the  temporary  fund  or  the  fund  for  mutuala  would  continue  without  appli- 
cation or  approval  to  be  an  Insured  bank  unless  it  should  give  written  notice 
to  tbe  corporation  within  30  days  of  its  election  not  to  continue  after  June  30, 
1986,  as  an  insured  bank,  and  give  notice  to  its  depositors  not  less  than  20  days 
prior  to  June  30. 

Deposits  of  a  bank  glvlns  such  notice  would  continue  to  be  insured  until 
June  30,  1935,  and  the  rights  of  the  bank  would  be  as  provided  under  the 
|i resent  law. 

Any  State  nonmember  bank  in  the  temjwrary  fund  or  tbe  fund  for  mutual! 
which  did  not  file  statements  required  on  or  before  October  1.  1934,  and  did  not 
make  payments  required  thereon  would  cease  to  be  an  insured  bonk  on  June 
30,  1935.  An  insured  bank  which  has  permanently  discontinued  its  banktnft 
operations  prior  to  the  passage  of  tbe  legislation  would  not  be  an  insured  bank 
after  June  30,  1935. 

Until  July  1,  1937,  any  national  n  on  member  bank,  upon  its  application  and 
certification  by  the  Comptroller  of  the  Currency  or  any  State  nonmember  bank 
upon  Its  application  to  and  examination  and  approval  by  the  Corporation, 
could  become  an  insured  hank 

CerttHcatt      —Before  approving  the  application   of  any  State  nonmember 

*  :       1     uiSnce,  the  board  of  directors  of  tbe  Federal  Deposit  Insurance 

■  •       would  be  required  to  give  consideration  to  the  following  factors: 

history  and  condition  of  the  hank,  the  adequacy  of  its  capital 

its  future  earning  prospects,  the  general  character  of  Its  manage- 

coDTenlence  and  needs  of  tbe  community  to  be  served  by  the  bank, 

-  or  not  its  copornte  powers  are  consistent  with  the  deposit  insor- 

...      e  required  from  the  Comptroller  of  tbe  Currency  In  the  case 

«u  itank  and  from  the  Federal  Reserve  Board  in  the  case  <rf  a 

i      k  entering  the  insurance  fund  after  the  passage  of  the  bill. 
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mid  have  to  state  that  the  bank  Is  authorised  to  transact  the  business  of 
nklng  as  such  a  bank  and  that  consideration  has  been  given  to  the  factors 
umerated  above. 

Bite  of  insured  accounts. — The  maximum  alse  of  an  insured  deposit  would 
such  part  of  the  net  amount  of  money  due  to  any  depositor  for  deposits 

an  Insured  bank,  after  deducting  offsets,  as  would  not  exceed  (5,000.    This 

the  maximum  amount  now  insured  under  the  terms  of  the  temporary  fund 
id  the  fund  for  mutuals,  and  would  be  continued  In  place  of  the  different 
aounts  which  would  be  Insured  under  the  so-called  "  permanent  plan."  In 
ter  mining  the  amount  due  to  any  depositor  there  would  be  added  together 
1  deposits  In  the  bank  maintained  In  the  same  capacity  and  the  same  right 
r  his  benefit  either  in  his  name  or  In  the  name  of  others  except  trust  funds. 
Trust  funds  held  by  an  Insured  bank  In  a  fiduciary  capacity  would  be  in- 
red  up  to  $5,000  for  each  trust  estate,  and  such  insurance  would  be  separate 
ran  and  is  uddltlon  to  that  covering  other  deposits  of  the  owners  of  such 
ust  funds  or  other  beneficiaries  of  such  trust  estates. 

Asitesitmcnts  upon  insured  banks. — Each  Insured  bank  would  be  assessed  at 
e  rate  of  one-twelfth  of  1  percent  per  annum  upon  its  total  deposits  without 
ly  deduction  for  indebtedness  of  depositors,  based  upon  the  average  deter- 
ined  from  such  total  as  of  the  close  of  business  on  the  last  day  of  June  and 
member  of  each  year.  This  would  be  in  lieu  of  the  provisions  ol  the  present 
rmanent  fund  which  would  allow  the  Imposition  of  an  unlimited  number  of 
sessments  of  one-fourth  of  1  percent  of  the  banks'  total  deposits. 
The  term  "  deposit "  would  be  defined  as  the  unpaid  balance  of  money  or  its 
ulvalent  received  by  a  bank  in  the  usual  course  of  business  and  for  which  it 
s  given  or  is  obligated  to  give  unconditional  credit  to  a  commercial  checking, 
vings,  time,  or  thrift  account,  or  which  Is  evidenced  by  Its  certificate  of 
posit,  and  trust  funds  held  by  a  bank  in  a  fiduciary  capacity,  whether  held 

Its  trust  or  deposited  In  any  other  department  or  in  another  bank.  Where 
fiduciary  bank  deposits  trust  funds  in  other  Insured  banks,  the  amount  so 
Id  by  the  other  Insured  banks  on  deposit  would  not  be  considered  to  be  a 
posit  liability  of  the  fiduciary  bank,  but  would  be  considered  deposit  liabilities 

the  banks  in  which  the  funds  are  deposited  by  the  fiduciary  institution.  Such 
ler  obligations  of  a  bank  might  he  considered  deposits  as  the  directors  of  the 
.rporatlon  might  find  and  prescribe  by  regulations  to  be  deposit  liabilities  by 
neral  usage.  An  obligation  of  a  bank,  however,  payable  only  at  an  office 
■ich  is  located  outside  of  the  United  States,  the  District  of  Columbia,  Hawaii, 

Alaska,  would  not  be  a  deposit  for  the  purpose  of  deposit  insurance  or  be 
•luded  as  a  part  of  total  deposits  or  of  an  Insured  deposit.  The  directors  of 
3  Corporation  could  by  regulation  further  define  the  terms  used  In  connection 
th  the  definition  of  "  deposit." 

The  directors  of  the  Federal  Deposit  Insurance  Corporation  could  fix  a  lower 
te  than  one-twelfth  of  1  percent,  or  provide  for  a  refund  or  credit  by  a  per- 
itnge  upon  the  last  annual  assessment  rate  not  exceeding  50  percent  thereof. 
e  same  rule  would  apply  to  all  Insured  banks  except  that  the  directors  of  the 
rporatlon  could  provide  a  different  rate  that  would  be  applicable  only  to 
itual  savings  banks. 
Dn  or  before  July  15  and  January  15  of  each  year  each  insured  bank  would 

required  to  file  with  the  Corporation  a  statement  showing  the  total  amount 

its  liability  for  deposits  as  of  the  close  of  business  of  the  preceding  June 

or  December  31,  as  (he  case  might  be,  and  would  have  to  pay  one-half  of  the 
rum]  assessment  multiplied  by  its  total  deposits  on  the  date  for  which  the 
.temont  Ik  made.  Provision  would  be  made  for  adjusting  assessments  of  banks 
Bering  the  insurance  fund  after  the  passage  of  the  legislation,  and  on  any  date 
■re  than  30  days  before  the  next  succeeding  last  day  of  June  or  December 
any  year. 

Each  bank  continuing  without  application  or  approval  lo  be  an  insured 
uk  would  in  lieu  of  all  right  to  refund,  be  credited  with  any  balance  to  which 
»  bank  might  become  entitled  upon  the  termination  of  the  temporary  Federal 
posit  Insurance  fund  for  the  fund  for  mutuals.    The  credit  would  be  applied 

the  Corporation  to  the  payment  of  the  assessment  next  becoming  due  from 
•h  bank  and  upon  succeeding  assessments  until  exhausted. 
Voluntary  termination  of  tn*rirniiw\— Any  insured  bank  except  a  national  or 
»te  member  bank,  upon  not  loss  than  90  days'  written  notice  to  the  Corpo- 
:ion.  could  terminate  its  status  as  an  Insured  bank.    A  member  bank  would 

required  to  withdraw  from  the  Federal  Reserve  System  to  terminate  Its 
itus  as  an  insured  bank.    Likewise,  should  a  State  member  bank  cease  to  be 
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a  member  of  the  Federal  Reserve  System  Its  status  as  an  Insured  bank  w 
also  terminate  and  Its  Insured  deposits  would  be  treated  as  described  below. 

After  the  voluntary  termination  of  the  insured  status  of  any  bank  the  insure* 
deposits  of  each  depositor  In  tbe  bank  from  the  date  of  such  termination,  Icm 
all  subsequent  withdrawals,  would  continue  to  be  Insured  for  2  years,  and  tbe 
bank  would  have  to  continue  to  pay  to  the  Corporation  assessments  as  in  tie 
case  of  an  insured  bank  for  such  period.  No  additions  to  any  deposits,  how- 
ever, nor  any  new  deposits  would  be  Insured  and  the  bank  could  not  adTerUsi 
or  hold  Itself  out  as  having  Insured  deposits  unless  it  stated  with  e 
prominence  that  additions  to  deposits  and  new  deposits  made  after  the  <__ 
of  the  termination  would  not  be  Insured.  Such  bank  would  in  all  other 
respects  be  subject  to  the  duties  and  obligations  of  an  insured  bank  for  i 
period  of  2  years  from  the  termination  of  its  insurance,  and  if  closed  <n 
account  of  inability  to  meet  the  demands  of  its  depositors  within  such  perk* 
the  Federal  Deposit  Insurance  Corporation  would  have  the  same  powers  ud 
rights  with  respect  to  It  as  It  would  in  the  case  of  an  insured  bank. 

Involuntary  termination  of  insurance.— Whenever  the  directors  of  the  Fed- 
eral  Deposit  Insurance  Corporation  find  that  an  Insured  bank  or  its  directors  « 
trustees  have  continued  unsafe  or  unsound  practices  in  conducting  the  bust 
of  the  bank,  or  knowingly  or  negligently  have  permitted  any  of  Its  officer*  ot 
agents  to  violate  repeatedly  any  provision  of  the  Insurance  statutes  or  res 
tlons  made  thereunder,  or  of  any  law  or  regulation  pursuant  thereto  to  w' 
the  bank  is  subject,  the  board  of  the  Corporation  would  first  give  to  the  Ot^ 
troller  of  the  Currency,  In  the  case  of  a  national  bank  or  a  bank  in  the  District 
of  Columbia,  or  to  the  authority  having  supervision  over  it  in  the  case  i 
State  bank,  and  also  to  the  Federal  Reserve  Board  in  tbe  case  of  a  State  n 
ber  bank,  a  statement  of  such  violation  by  the  bank  for  the  purpose  of  securing 
a  correction  of  such  practise  or  conditions. 

Unless  a  correction  were  made  within  not  more  than  120  days  as  might  he 
required  by  supervisory  authorities,  the  directors  of  tbe  Corporation,  if  deter- 
mined to  proceed  further,  would  give  to  the  bank  not  less  than  30  days'  writtw 
notice  of  intention  to  terminate  its  status  as  an  insured  bank,  and  would  Oil 
time  and  place  for  a  hearing  before  the  directors  of  tbe  Corporation  or  baton 
a  person  designated  to  conduct  such  hearing,  at  which  evidence  might  be  pro- 
duced. The  directors  of  the  Corporation  would  make  written  findings  upon  ncti 
evidence  and  these  would  be  conclusive.  Failure  of  the  bank  to  appear  bj 
a  duly  authorized  representative  at  the  hearing  would  be  deemed  to  be  a  con- 
sent to  the  termination  of  its  status  as  an  Insured  bank.  Upon  a  finding  bj 
the  directors  of  the  Corporation  that  any  ground  specified  in  the  notice  has  bees 
established,  they  might  order  the  insured  status  of  the  bank  to  be  terminated 
on  n  date  subsequent  to  the  finding  and  to  the  expiration  of  the  time  speckled 
in  the  notice  of  Intention.  The  Corporation  might  publish  notice  of  such  termi- 
nation and  the  bank  would  be  required  to  give  notice  to  Its  depositors  in  sue* 
manner  and  at  such  time  as  the  directors  of  the  Corporation  might  order. 

If  the  directors  of  the  Corporation  should  terminate  the  Insured  status  of  t 
member  bank,  the  Federal  Reserve  Board,  In  the  case  of  a  State  member  bant 
would  terminate  membership  of  the  bank  in  the  Federal  Reserve  System,  and 
in  the  case  of  a  national  bank  the  Comptroller  of  the  Currency  would  appoint 
a  receiver  for  the  bank,  except  that  if  such  national  bank  were  unable  to  meet 
the  demands  or  its  depositors  the  Federal  Deposit  Insurance  Corporation  wouM 
be  the  receiver. 

After  the  involuntary  termination  of  the  insured  status  of  any  bank,  the 
insured  deposits  would  be  treated  as  explained  above  in  the  case  of  banks  wl  ~ 
Insurance  is  terminated  voluntarily. 

Aggvmptiun  of  liabilities.— Upon  tbe  assumption  of  the  liabilities  of  an  H- 
sured  bank  by  another  bank,  the  Insured  status  of  such  insured  bank  would 
terminate  on  receipt  of  notice  by  the  Corporation  of  such  assumption  with  the 
same  effect  as  if  terminated  voluntarily  (see  above)  except  that  should  sock 
a  bank  give  notice  of  the  assumption  within  30  days  thereafter  to  its  depositor! 
In  accordance  with  regulations  prescribed  by  the  directors  of  the  Corporitioa. 
the  insurance  of  its  deposits  would  terminate  at  the  end  of  6  months  after  tbe 
assumption  of  such  deposits,  and  tbe  bank  would  be  relieved  of  all  furtte 
obligations  to  the  Corporation. 

Corporation  as  receiver. — In  the  event  of  the  closing  of  any  Insured  national 
bank  or  bank  in  the  District  of  Columbia  on  account  of  Inability  to  meet  tat 
demands  of  the  depositors,  the  Comptroller  of  the  Currency  would  be  requires 
to  appoint  the  Federal  Deposit  Insurance  Corporation  as  receiver  for  tbe  Dtr*- 
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with  full  power  to  wind  up  Its  affairs.  Upon  the  closing  of  an  Insured  State 
sank,  the  Corporation  would  be  required  to  accept  appointment  as  receiver 
if  it  were  lawfully  tendered  by  the  proper  State  authority. 

Payment  to  depositors  in  closed  banks. — The  bill  would  change  In  several 
respects  the  procedure  to  be  followed  in  the  event  an  insured  bank  Is  closed  on 
iccount  of  Inability  to  meet  the  demands  of  its  depositors.  It  would  permit 
the  Corporation  to  pay  insured  depositors  (1)  by  making  deposits  to  their 
account  Id  a  new  national  bank  set  up  to  assume  the  insured  liabilities  of  the 
closed  bank ;  (2)  by  making  deposits  to  their  account  in  any  insured  bank  that 
Is  active  in  the  community;  or  (3)  by  adopting  any  other  procedure  that  Is 
approved  by  the  directors  of  the  Corporation. 

Under  the  present  law  the  only  method  available  to  the  Corporation  to  pay 
off  Insured  depositors  Is  through  the  establishment  of  a  new  national  bank 
with  limited  powers.  The  bill  would  permit  such  a  new  national  bank,  if 
organized,  to  keep  deposit  balances  with  another  insured  bank  as  well  as  with 
the  Corporation,  or  with  a  Federal  Reserve  bank. 

An  Insured  bank  would  be  deemed  to  have  been  closed  mi  account  of  Inability 
to  meet  the  demands  of  its  depositors  in  any  case  where  it  has  been  closed  for 
the  purpose  of  liquidation  without  adequate  provision  for  payment  of  depositors. 

Payment  of  an  insured  deposit  either  by  the  Corporation  or  by  a  bank  desig- 
nated to  make  such  payment  would  discharge  the  liability  of  the  Corporation 
and  of  such  bank  to  the  depositor  to  the  same  extent  that  payment  by  the  closed 
bank  would  have  been  a  discharge  of  liability.  Unless  otherwise  prescribed 
by  the  Board  of  tbe  Corporation,  neither  the  Corporation  nor  a  bank  assuming 
the  insured  deposit  liability  of  a  closed  bank  would  be  required  to  recognise 
as  the  owner  of  any  portion  of  a  deposit,  any  person  whose  name  or  Interest 
as  such  owner  is  not  disclosed  on  the  records  of  the  closed  bank  as  part  owner 
of  the  account,  if  such  recognition  would  Increase  the  aggregate  amount  of 
Insured  deposits  In  the  closed  bank. 

The  Corporation  migbt  withhold  payment  of  such  portion  of  an  insured  de- 
posit as  might  be  required  to  meet  any  stockholder  liability  of  the  owner  of 
the  deposit,  or  any  liability  of  the  depositor  to  the  bank  or  its  receiver,  not 
offset  against  a  claim  doe  from  the  bank,  pending  the  determination  and  pay- 
ment of  such  liability  by  the  depositor  or  any  other  person  liable  therefor. 

A  depositor  who  falls  to  claim  his  insured  deposit  within  1  year  or  to  arrange 
to  continue  it  with  such  bank  as  may  have  assumed  It,  would  have  all  bis  rights 
against  such  hank  barred  In  respect  to  the  deposit;  and  all  rights  of  the  de- 
positor against  the  closed  bank  to  which  the  Corporation  may  have  become  sub- 
rogated would  revert  to  the  depositor.  The  amount  of  any  transferred  deposits 
not  claimed  within  1  year  would  be  refunded  to  the  Corporation. 

8ubrooation  to  deposit. — Upon  the  payment  of  any  depositor  In  a  closed  na- 
tional bank  or  bank  In  the  District  of  Columbia,  the  Corporation  would  become 
subrogated  to  all  rights  of  the  depositor  to  the  extent  of  such  payment.  No  pay- 
ment could  be  made  to  a  depositor  In  any  Insured  bank,  other  than  a  national 
hank  or  a  bank  in  the  District  of  Columbia,  until  the  right  of  the  Corporation 
to  be  subrogated  to  the  rights  of  such  depositor  to  the  extent  described  above 
becomes  established. 

Subrogation  In  the  case  of  any  closed  bank  would  Include  the  right  to  receive 
tbe  same  dividends  from  the  proceeds  of  the  assets  of  the  bank  as  would  have 
been  payable  to  tbe  depositor  on  a  claim  for  the  Insured  deposit,  snch  depositor 
retaining  his  claim  for  any  uninsured  portion  of  his  deposit.  These  provisions 
differ  from  the  present  law  in  that  the  Corporation  Is  now  required  to  become 
subrogated  to  all  the  rights  of  tbe  depositor  against  the  closed  bank,  and  Is 
entitled  to  receive  the  same  liquidating  dividends  that  would  be  payable  to  the 
depositor  until  such  dividends  equal  the  insured  deposit  liability  to  snch  de- 
positor, whereupon  further  dividends  would  be  payable  to  the  depositor. 

Compulsory  membership  in  the  Federal  Reserve  System.— The  Insurance  of 
»ny  bnnk  which  Is  not  a  member  of  the  Federal  Reserve  System  (other  thai 
a  mutual  savings  or  a  Morris  Plan  bank  or  a  bank  in  Hawaii  or  Alaska) 
would  terminate  July  1,  1937. 

PwcKaxe  or  loan  upon  bank  aaiets.— Until  July  1,  1036,  the  Corporation 
would  be  given  the  right  to  purchase  or  loan  upon  (in  subordination  of  de- 
positors' rights  or  otherwise)  the  assets  of  an  open  insured  bank,  or  could 
agree  to  indemnify  another  Insured  bank  assuming  the  liabilities  of  such  open 
bank. 
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The  present  power  of  the  Corporation  to  purchase  or  lend  upon  the  UMD 
of  a  closed  National  or  State  member  bank  of  the  Federal  Reserve  Systea 
would  be  modified  so  as  to  embrace  all  insured  banks. 

Management  of  the  corporation. — In  tbe  event  of  a  vacancy  in  the.  onto  of 
the  Comptroller  of  the  Currency,  the  Acting  Comptroller  of  the  Currency  wooH 
be  a  member  of  the  board  of  directors  of  the  Federal  Deposit  Insurance  Cm- 
poration.  In  the  absence  of  the  Comptroller  any  deputy  comptroller,  within 
limits  prescribed  by  the  Comptroller,  could  act  as  a  member  of  the  board  of 
directors  in  his  place.  At  present  the  board  consists  of  3  members,  1  of  whom 
Is  the  Comptroller  of  the  Currency,  and  2  of  whom  are  appointed  by  the  Pral 
dent  with  the  approval  of  the  Senate. 

Capital  of  Federal  Deposit  Insurance  Corporation. — The  capital  stock  of  (be 
Corporation  would  consist  of  the  shares  subscribed  for  prior  to  the  passage  ot 
the  bill.  The  shares  would  be  without  nominal  or  par  value,  and  shares  al- 
ready Issued  would  be  exchanged  and  reissued  at  the  rate  of  one  share  tor 
each  $100  paid  into  the  Corporation  for  capital  stock.  The  consideration  re- 
ceived by  the  Corporation  for  its  capital  stock  could  be  allocated  to  capital  and 
surplus  in  such  amounts  as  the  board  of  directors  might  prescribe.  Such  stock 
would  have  no  vote  and  would  not  be  entitled  to  the  payment  of  dividends. 

The  bill  would  repeal  tbe  present  provision  that  requires  insured  banks  to 
subscribe  for  class  A  stock  of  the  Corporation ;  its  stockholders  would  consfei 
only  of  the  Treasury  of  the  United  States  and  the  Federal  Reserve  banks. 

Corporation  debenture*.— The  Corporation,  with  the  approval  of  the  Se 
of  the  Treasury,  could  Issue  aud  have  outstanding  at  any  one  time  its 
debentures,  bonds,  or  other  such  obligations  In  an  amount  not  to  exceed  ihra 
times  the  amount  received  by  It  in  payment  for  its  calptai  stock  plus  the  flnt 
annual  assessments  upon  the  Insured  banks. 

The  Secretary  of  tbe  Treasury,  in  his  discretion,  would  be  authorised  to  pur- 
chase obligations  of  the  Corporation.  For  such  purpose  he  would  be  aathorued 
to  use  as  a  public  debt  transaction  the  proceeds  of  tbe  sale  of  any  seenritiw 
issued  after  the  passage  of  the  bill  under  the  authority  of  the  Second  Liberty 
Bond  Act,  and  the  purposes  for  which  securities  may  be  Issued  under  such  a« 
would  be  extended  to  Include  any  purchase  of  the  Corporation's  obligations. 
The  Secretary  of  the  Treasury  could  sell  obligations  of  the  Corporation  » 
acquired.  All  redemptions,  purchases,  and  sales  by  lihu  of  such  obligation* 
would  be  (rented  as  public-debt  transactions  of  the.  United  States. 

Examination  and  reports. — The  CoriMiration  would  appoint  examiners  wbu 
would  have  power  to  examine  any  insured  State  hank  which  is  not  a  member  of 
the  Reserve  System,  any  State  n on  member  bank  applying  for  insurance,  or  any 
closed  Insured  bank  whenever  coo  side  ml  necessary,  .such  examiners  would 
have  like  |xiwer  to  examine,  with  the  written  consent  of  the  Comptroller  of  the 
Currency  or  of  the  Federal  Reserve  Board,  as  the  ca.se  might  be,  any  National 
or  Slate  member  bank.  Each  insured  nou member  Slate  hank,  except  a  bank  In 
the  District  of  Columbia,  would  be  required  to  make  reports  of  conditions  ir. 
such  form  and  at  such  times  as  the  board  of  the  Corporation  might  require. 
The  board  might  also  require  such  reports  to  l«e  published  and  could  levy  a 
penalty  upon  a  bank  which  fails  to  make  or  publish  a  required  report.  The 
Corporation  would  lie  given  access  to  reports  oi  examination  made  by  and  re- 
ports of  condition  made  to  the  Comptroller  of  the  Currency  or  any  Reserve  bant 
and  could  accept  any  report  made  by  or  to  any  authority  having  supervlsiifl 
over  a  State  nonmember  bank  except  a  bank  iti  the  District  of  Columbia. 

Sign*  and  advertixiinentx.— Every  Insured  bank  would  tie  required  tti  display 
signs  In  all  places  of  business  maintained  by  it.  and  to  include  In  Us  advertise 
ments  relating  to  deposits  anil  in  its  forms  furnished  for  the  use  of  depositors' 
statements  to  the  effect  that  Its  deposits  are  Insured  by  the  Corporation.  To? 
board  of  the  CoriHiration  would  prescrllie  by  regulation  the  form  of  such  sign* 
together  with  the  manner  of  their  display  and  the  form  of  such  statements  and 
the  manner  of  their  use.  A  bank  would  be  subject  to  a  penalty  of  $100  per  d»j 
for  violation  of  these  requirements. 

Inveitigationr.— The  board  of  the  Corporation  would  tie  specifically  directed 
to  investigate  and  report  upon  "the  organization,  operation,  closing,  reopen"* 
reorganization  and  consolidation  of  hanks,  bonking  practices  and  management. 
and  the  security  of  depositors  and  adequacy  of  service  to  borrowers."  Its  too- 
Iiirs  and  recommendations  would  be  made  In  annual  or  special  reports  to 
Congress. 

Dividend*.— No  insured  bank  could  pay  j 
while  it  remains  in  default  of  any  a 
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uld  be  Imposed  upon  officers  or  directors  of  4  bank  convicted  of  participating 

a  violation  of  this  prohibition. 

Mergers.— Prior  written  consent  of  the  Corporation  would  be  required  before 

insured  bank  could  merge  with  or  assume  the  deposit  liability  of  a  non- 
lured  hank  or  transfer  assets  to  any  nonlnsured  bank  In  consideration  of  the 
uiinption  of  liability  for  any  portion  of  Its  deposits. 

Capital  adjustments. — State  banks  which  are  not  members  of  the  Federal 
serve  System  would  not  be  permitted  to  reduce  the  amount  or  retire  any  part 

the  common  or  preferred  capital  stock,  or  retire  any  part  of  their  capital 
tes  or  debentures  without  the  prior  written  consent  of  the  Corporation. 
Fidelity  and  other  insurance, — Protection  and   indemnity   against  burglary, 
ellty,  and  other  similar  insurable  losses  as  the  board  of  the  Corporation  by 
rulatlon  might  require  would  have  to  be  provided  by  each  insured  bank. 

TITLE   HI 

(Summary  of  technical  amendments) 

The  gist  of  the  provisions  Is  stated  below  in  the  order  followed  by  the  bill. 
Definition  of  holding-company  affitiate.— The  term  "  holding-company  affiliate  " 
uld  be  defined  so  as  to  exclude  uny  organization  which  In  the  Judgment  of  the 
deral  Reserve  Board  Is  not  engaged  directly  or  Indirectly  us  a  business  In 
idlng  the  slock  of  or  managing  or  controlling  banks  (sec.  301). 
Security  affiliate*  in  liquidation. — Security  affiliates  which  have  been  placed  In 
uidalion  and  transact  no  business  except  that  Incidental  to  their  liquidation 
<Uld  be  exempt  from  the  provisions  of  the  Banking  Art  of  1933  with  regard  to 
>  divorce  of  such  affiliates  by  member  banks  (sec.  302). 

Security  and  real  estate  loan  operation*. — It  would  lie  specified  that  the  Bank- 
j  Act  of  1933  does  not  prohibit  banks,  trust  companies,  and  other  financial 
dilutions  from  engaging  in  transactions  In  securities  to  the  extent  that 
tionnl  banks  arc  permitted  to  do  so,  and  that  the  limitations  upon  the  powers 
banks  to  deal  In  securities  do  not  affect  their  right  to  sell,  without  recourse  or 
rrement  to  repurchase,  obligations  evidencing  loans  on  real  estate  (sec.  303a). 
Kmpltiyev  deposits. — The  requirement  that  any  bunking  or  Other  type  of 
at  which  accepts  deposits  must  submit  to  examination  by  the  Comptroller 
the  Currency  or  by  a  Reserve  bank  and  must  publish  reports  of  condition 
■uld  not  apply  to  firms  which  accept  deposits  only  from  their  own  officers, 
;nts,  and  employees.  The  espouses  of  examination  of  firms  receiving  other 
[Mislls  and  required  to  he  examined  by  the  Comptroller  of  the  Currency  or  a 
serve  bank  would  be  assessed  against  such  firms  (sec.  303b). 
noub'.r  liability.— The  additional  liability  upon  shares  of  national  bank  stock 
tied  prior  to  June  16,  1033,  would  be  terminated  ns  to  active  banks  on  July 
1037,  thereby  accomplishing  on  that  date  that  elimination  of  additional 
blllty  upon  the  slock  of  active  national  banks  (sec.  304). 
directors  of  national  feint*.— The  share  holdings  required  of  directors  of 
i  national  banks  that  are  not  members  of  the  Reserve  System  (certain  bonks 
Hawaii  and  Alaska)  would  be  made  the  same  as  those  required  of  directors 
other  national  banks  (sec.  305). 

Ittnk  and  security  dealer  relationship*. — After  January  1,  1936,  there  would 
(diminution  of  the  present  provisions  of  law  which.  In  the  absence  of  a  Fed- 
I  Iteserve  Board  permit  therefor,  prohibit  correspondent  relationships 
vvecn  a  member  bunk  and  a  securities  firm  anil  prohibit  any  such  firm  from 
ding  on  deposit  any  funds  on  behalf  of  a  member  bank. 

•HTcctlve  as1  of  January  1,  1930,  the  Federal  Iteserve  Board  would  he  i*r- 
tted  to  Issue  general  regulations,  111  lieu  of  the  present  requirement  that  It 
:nt  a  permit  In  each  case,  ns  to  the  conditions  under  which  an  individual 
rbt  serve  as  an  officer,  director,  or  employee  of  both  a  member  bank  and  of 
Irm  primarily  engaged  in  the  issue,  flotation,  underwriting,  sale,  or  dlstribu- 
n  of  securities,  in  limited  classes  of  cases  the  general  regulations  could 
[»w  such  service  when.  In  the  Judgment  of  the  Federal  Reserve  Board,  it 
aid  not  unduly  influence  the  investment  policies  of  the  member  bank  or 
advice  to  its  customers  regarding  Investments  (sec.  80S). 
"ttrchase  of  stock;  dealing  in  securities. — National  banks  (and,  in  view  of 
sting  provisions  of  law,  State  member  banks)  would  be  specifically  authorised 
buy  and  sell  stock  for  the  account  of  others;  but  the  provision  now  In  effect 
it  they  cannot  buy  stock  on  their  own  account  would  be  continued.  The 
illations  now  fixed  by  law  as  to  the  amount  of  an  investment  issue  that 
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may  be  tuken  by  a  bank  an  the  obligation  of  any  one  party  would  be  eliminates. 
Ah  a  substitute,  It  would  be  provided  that  the  total  amount  of  the  investment 
securities  (as  defined  by  the  Comptroller  of  the  Currency)  of  any  one  obligor 
or  maker  that  at  nny  time  could  be  purchased  and  held  for  its  own  accent 
by  a  bank  could  not  exceed  10  percent  of  the  bank's  capital  and  snrptai 
(sec.  307). 

Paid-in  surplus. — No  national  bank  hereafter  would  be  authorized  to  com- 
mence business  unless  it  has  a  paid-in  surplus  equal  to  20  percent  of  Its  capital. 
The  Comptroller  of  the  Currency,  however,  could  waive  this  requirement  la 
the  ease  of  a  State  bank  converting  Into  a  national  bank  (sec.  308). 

Unification  of  stock.— Restrictions  of  present  law  as  to  the  unification  of 
national-tin uk  stock  wltb  the  shares  of  other  corporations  or  with  benefiettl 
interest  In  such  con>o  ratio  as  would  be  broadened  to  provide  that  nothing  wooM 
prevent  the  ownership,  sale,  or  transfer  of  stock  of  otber  corporations  betas 
conditioned  upon  the  ownership,  sale,  or  transfer  of  tbe  stock  of  a  national 
bank  and  to  permit  the  ownership,  sale,  or  transfer  of  tbe  stock  of  a  national 
bank  being  conditioned  upon  the  ownership,  sale,  or  transfer  of  the  stock  of 
an  existing  corporation  engaged  primarily  (instead  of  solely)  In  holding  the 
bank's  premises  (sec.  309). 

Voting  by  holding-company  affiliates. — Holding-company  affiliates  would  not 
be  required  to  secure  a  permit  from  the  Federal  Reserve  Board  to  vote  In  favor 
of  placing  a  national  bank  (and  consequently  a  State  member  bank)  in  volun- 
tary liquidation.  The  right  of  a  holding-company  affiliate  to  accumulate  vote* 
upon  shares  of  national  banks  owned  by  it  would  be  made  clear  (sec  810a 
and  310c). 

Voting  by  bank  as  trustee.— Shares  of  Its  stock  held  by  a  national  bank  u 
sole  trustee  (which  cannot  be  voted  under  present  provisions  of  law)  would 
be  excluded  in  determining  whether  matters  voted  upon  were  adopted  by  the 
required  majority  of  shares  (sec.  310b). 

Retention  of  assets. — The  Comptroller  of  the  Currency  conld  allow  State 
banks  upon  converting  into  national  banks  to  retain,  at  values  determined  bj 
him,  assets  which  do  not  conform  to  the  legal  requirements  as  to  the  asset! 
which  may  be  acquired  and  held  by  national  banks  (sec.  311). 

Comptroller'!!  signature. — Tbe  Comptroller  of  the  Currency  could  delegate 
the  responsibility  of  countersigning  assignments  or  transfers  of  bonds  deposited 
by  national  banks  with  the  Treasurer  as  security  for  circulating  note* 
(sec.  312). 

Interest  charged  by  foreign  branches. — -A  branch  of  a  national  bank  outside 
of  the  continental  United  States  could  charge  the  rate  of  interest  allowed  bj 
the  laws  of  the  place  in  which  It  is  situated  (sec.  313). 

Eearnings  carried  to  surplus. — Before  declaring  a  dividend,  a  national  bant: 
would  be  required  to  carry  to  surplus  at  least  one-tenth  of  Its  net  profits  of 
the  preceding  half  year  until  its  surplus  equaled  the  amount  of  its  common 
capital,  instead  of  equaling  20  percent  of  its  capital  as  now  provided  (sec.  314). 

Criminal  provisions.— The  criminal  provisions  of  section  B200  of  the  Revised 
Statutes  would  be  made  applicable  to  the  Federal  Deposit  Insurance  Corpora- 
tion and  banks  insured  by  It  (sec.  31S). 

Voluntary  liquidation  of  national  banks. — In  case  liquidation  of  a  national 
hank  Is  voted  by  the  holders  of  two-thirds  of  its  stock,  the  shareholders  could 
designate  one  or  more  persons  to  act  as  a  liquidating  agent  or  committee  to 
conduct  the  liquidation  according  to  law,  under  suitable  bond  and  under  super- 
vision of  the  board  of  directors.  The  liquidating  agency  would  be  requited 
to  render  annual  reportB  to  tbe  Comptroller  of  the  Currency  and  to  the  share- 
holders of  the  hank  upon  the  progress  being  made.  At  an  annual  or  specitl 
meeting  a  majority  of  the  holders  of  the  entire  stock  could  remove  the  liqui- 
dating agent  or  committee  and  appoint  one  or  more  others  as  successors.  Tbe 
Comptroller  could  require  an  examination  at  any  time  in  the  affairs  of  hV 
liquidating  bank,  with  the  expense  assessed  against  It,  until  the  claims  of  ili 
creditors  bad  been  satisfied   (sec.  316). 

r/nn  of  the  title  "National." — Existing  prohibitions  upon  the  use  of  the  word 
"  iitttiniial  ",  as  part  of  the  business  title  of  hankers,  brokers,  or  trust  or  saving) 
hi 'Unit  funs — other  than  national  banks  and  those  concerns  specifically  author- 
ised by  the  laws  of  the  United  States  to  employ  lb— would  be  extended  to  r^" 
vent  its  use  In  combination  with  other  words  or  syllables  In  such  titles  (sk. 
317). 

Reduction  of  holdings  of  Reserve  bank  stock. — Provision  would  be  made  for 
the  reduction  of  stock  holdings  of  a  member  bank  in  a  Federal  Reserve  bant 
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In  the  event  of  a  decrease  In  tbe  surplus  of  the  member  bank.  This  would  be 
in  addition  to  the  present  requirement  that  in  the  event  the  capital  of  a  member 
bank  Is  decreased  It  must  reduce  Its  holdings  of  Reserve  bunk  stock  (sec.  318 1 . 

Report)  of  Stale  member  bank*. — The  Federal  Reserve  Board  would  be  au- 
thorized to  prescribe  the  contents,  time,  and  manner  of  publication  of  reports 
of  condition  of  State  member  banks  (sec.  319). 

Loans  on  United  States  securities.— Stute  member  banks  would  be  made  sub- 
ject to  the  limitations  Imposed  by  paragraph  (8)  of  section  0200,  revised  stat- 
utes, upon  national  banks  as  to  the  maximum  extension  of  credit  which  may  be 
made  to  one  borrower  upon  the  security  of  specified  obligations  of  the  United 
States   (sec.  320). 

Direct  loans.— The  requirement  that  a  direct  loan  to  a  private  concern  by  a 
federal  Reserve  bank  must  be  both  secured  and  endorsed  would  be  liberalised 
so  us  to  permit  a  Reserve  bank  to  make  an  advance  with  either  security  or 
indorsement  or  both   (sec.  3211, 

Insurance  Corporation  stock. — Sine*  under  title  I,  the  stock  of  the  Federal 
Deposit  Insurance  Corporation  would  he  changed  from  shares  having  par  value 
to  shares  without  par  value,  the  reference  to  the  par  value  of  such  stock  that 
la  made  In  the  so-called  "Loans  to  Industry  Act"  would  be  eliminated,  and 
the  amount  paid  by  each  Federal  Reserve  bank  for  such  stock  would  be  substi- 
tuted (sec.  322). 

Deposits  of  member  banks. — In  place  of  definitions  In  the  Federal  Reserve  Act, 
authority  would  be  given  to  the  Federal  Reserve  Board  to  define  the  various 
classes  of  deposits  for  purposes  of  computing  reserves,  of  determining  what  shall 
be  deemed  the  payment  of  interest,  of  classifying  time  and  savings  deposits 
and  of  making  rules  regarding  withdrawals  (sec.  323a). 

Reserves  on  bankers'  balances. — In  lieu  of  the  present  procedure  for  comput- 
ing reserves  required  on  bankers'  balances,  member  banks  could  deduct  from 
their  gross  demand  deposits  balances  due  from  other  banks  (except  Federal 
Reserve  and  foreign  banks),  Including  cash  Items  in  the  process  of  collection 
with  banks,  checks  on  local  banks,  and  exchanges  for  clearing  houses  (sec. 
323b). 

Interest  on  deposits. — In  addition  to  the  types  of  demand  deposits  upon 
which  interest  can  now  be  paid  would  be  added  (1)  all  deposits  payable 
only  at  offices  of  member  banks  located  outside  of  the  United  States  (instead 
of  those  payable  only  at  offices  In  foreign  countries),  and  (2)  deposits  of 
trust  funds  and  deposits  of  the  United  States  and  of  certain  other  public  bodies 
\v bore  required  by  law. 

The  Federal  Reserve  Board  could  classify  time  and  savings  deposits  ns  it 
might  deem  necessary  and  could  prescribe  different  rates  of  interest  for 
deposits  of  different  classes.  Time  deposits  In  member  hanks  could  be  paid 
prior  to  maturity  under  regulations  prescribed  by  the  Federal  Reserve  Hoard 
rather  than  as  now  prescribed  by  law.  The  provisions  regarding  ihe  payment 
of  interest  on  time  and  savings  deposits  by  a  member  bank  would  not  n|iply 
to  deposits  payable  only  at  an  office  located  outside  of  the  United  States. 

All  banks  Insured  by  the  Federal  Deposit  Insurance  Corporation,  except 
mutual  savings  and  Morris  Plan  banks  that  are  not  members  of  the  Federal 
Reserve  System,  would  be  required  to  comply  with  the  provisions  of  the 
Federal  Reserve  Act  respecting  tbe  payment  of  Interest  on  demand  and  time 
deposits  (sec.  323c). 

Reserves  against  United  States  depot  it*.— Member  banks  would  be  required 
to  maintain  the  same  reserves  against  deposit  by  the  United  States  as 
mast  be  maintained  against  other  deposits  (sec.  323d). 

Reports  of  affiliate*. — Supervisory  officials  could  waive  the  requirements  with 
respect  to  the  examination  of  affiliates  of  a  member  bank  and  reixirts  from 
them  If  It  is  deemed  that  such  examination  or  reports  are  not  necessary  to 
disclose  fully  the  relations  between  the  bank  and  its  affiliates  (sec.  324). 

Bank  examiners  .—Present  prohibitions  upon  the  making  of  loans  or  granting 
of  gratuities  to  public  examiners  of  bunks,  and  penalties  for  theft  or  conceal- 
ment by  such  examiners,  would  apply  In  the  case  of  all  banks  Insured  by  tbe 
Federal  Deposit  Insurance  Corporation  and  the  examiners  and  officers  of  such 
tanks.  The  prohibition  against  tbe  acceptance  of  outside  compensation  or  dis- 
closure of  In  fori  nut  I  on  by  hank  examiners  would  he  made  to  include  the  Federal 
Deposit  Insurance  Corporation  examiners  and  all  Insured  banks  (sec.  325  a 
and  b). 

Loans  to  bank  officers. — The  prohibition  that  an  executive  officer  of  a  mem- 
ber bank  may  not  borrow  or  otherwise  become  Indebted  to  the  bank  is  con- 
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tinned,  except  that  loans  extended  to  such  officer  prior  to  June  16,  1933,  c 
be  renewed  or  extended  until  June  10,  1838  (the  present  limitation  being  June 
16,  1935),  provided  that  the  board  of  directors  of  the  bank  evidences  in  III 
minutes  that  It  is  satisfied  that  it  Is  in  the  best  Interest  of  the  bank  and  tint 
the  officer  has  made  reasonable  effort  to  reduce  his  obligation. 

The  requirement  that  borrowings  by  an  executive  officer  of  a  member  bank 
from  another  batik  must  be  reported  to  the  chairman  of  the  bank  of  which 
the  borrower  is  an  executive  officer  would  be  changed  so  that  the  report  wooll 
nave  to  be  to  the  board  of  directors  of  such  bank. 

Borrowing  by  or  lending  to  a  partnership  In  which  one  or  more  execntiit 
officers  of  a  member  bunk  are  partners  having  Individually  or  together  ■ 
majority  Interest  in  the  partnership  would  be  similarly  restricted. 

An  officer  could  guarantee  or  endorse  for  the  protection  of  the  member  btnk 
of  which  he  is  an  executive  officer  any  loan  or  other  asset  previously  aeqnind 
by  the  bank  in  good  faith,  or  could  Incur  Indebtedness  to  the  bank  In  a  " 
to  protect  it  against  loss  or  to  give  it  financial  assistance. 

The  Federal  Reserve  Board  would  be  authorized  to  define  "  executive  offlt . 
and  to  determine  what  would  constitute  a  borrowing  or  extension  of  credit 
to  an  officer. 

The  provisions  of  the  Federal  Reserve  Act  for  the  removal  of  bank  off 
or  directors  would  be  substituted  for  the  present  penalties  attaching  to  v 
tions  of  the  prohibitions  against  loans  to  officers  (sec.  325c). 

Loan*  to  affiliates. — Limitations  upon  loans  to  affiliates  would  not  apply  Is 
situations,  In  addition  to  those  now  exempted,  where  (1)  the  affiliate  relation- 
ship  results  from  the  operation  of  properties  already  acquired  for  banking  par- 
poses;  (2)  the  affiliate  la  a  subsidiary  of  an  affiliate  established  under  tht 
terms  of  sections  25  and  25a  of  the  Federal  Reserve  Act;  (8)  a  bona  Ada 
debt  already  contracted  was  the  cause  of  such  relationship;  (4)  the  owner- 
ship or  control  of  voting  shares  In  the  affiliate  by  a  member  bank  la  In  a  fids- 
clary  capacity,  unless  the  fiduciary  relationship  exists  for  the  benefit  of  t 
majority  or  more  of  the  stockholders  of  the  bank;  or  (5)  the  indebtednen 
of  an  affiliate  is  for  unpaid  balances  due  a  bank  on  assets  purchased  from 
the  bank  (sec.  326). 

Limitation  on  direct  loans. — The  restrictions  upon  real-estate  loans  that  can 
be  made  by  national  banks  would  not  apply  to  loans  made  under  the  "  Loan! 
to  Industry  Act  "  In  those  cases  where  there  Is  an  actual  discount,  agreement 
to  purchase,  or  other  commitment  on  the  part  of  a  Federal  Reserve  bank  or 
the  Reconstruction  Finance  Corporation    (sec.  327). 

Interlocking  directorates. — The  prohibitions  upon  Interlocking  directorates  le- 
tween  brinks  and  commercial  or  Industrial  firms  which  may  make  loans  uprn 
collateral  would  be  eliminated,  as  would  certain  other  provisions  of  the  anti- 
trust laws  regarding  Interlocking  directorates  between  banks.  There  wonld  t* 
substituted  a  provision  that  no  director,  officer,  or  employee  of  any  member  bant 
of  the  Federal  Reserve  System  shall  he  at  the  same  time  n  private  banker  or  t 
director,  officer  or  employee  of  any  other  bunk  (except  a  mutual  savings  bant) 
or  trust  company,  except  In  limited  classes  of  cases  In  which  the  Federal  Re- 
serve Board  may  allow  such  service  by  general  regulation  and  In  the  Judgment 
of  that  Hoard  the  classes  of  institutions  are  not  in  substantial  competition 
(mx-.  328). 

VOHKOlidatioH  of  bank*. — The  provisions  for  the  consolidation  of  two  or  mow 
national  banks,  or  of  a  State  bank  and  a  national  bank,  would  be  changed  us 
regauls  the  procedure  for  the  determination  by  appraisal  of  the  value  of  the  stock 
of  sluinlmiili'is  who  dissent,  at  the  meeting  of  the  shareholders,  from  the  plin 
of  consolidation.  If  n  shareholder  dissents  at  a  shareholders'  meeting  and  the 
board  of  directors  falls  to  appoint  appraisers  to  determine  the  value  of  bi< 
stock,  he  may  request  the  Comptroller  of  the  Currency  to  appoint  on  appraiser 
to  act  on  :m  appraisal  committee  for  and  In  behalf  of  the  bank.  In  the  case** 
the  consolidation  of  two  or  more  national  banks.  If  shares,  when  sold  at  pnblk 
auction,  realize  a  price  greater  than  their  final  appraised  value,  the  exresl 
in  such  salt-  price  would  be  paid  to  the  shareholder.  Also,  in  the  consolidation 
uf  national  bunks,  the  nottee  as  to  shareholders'  meetings  to  vote  upon  Win- 
potidation  matters  could  he  waived  by  consent  of  all  shareholders  (sees.  SS 
and  33"). 

li'ne  (if  t'-rm  "deposit  insurance." — Limitations  now  Imposed  by  law  upon  ttW 
use  of  such  words  as  "Federal",  "United  States",  "reserves",  or  tiny  com- 
bination of  such  words  would  be  broadened  to  include  the  words  "Deposit 
Insurance."    They  would  not  apply,  however,  to  tlie  use  of  sue))  words  by  any 
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new  bank  organized  by  tbe  Federal  Deposit  Insurance  Corporation  as  provided 
Id  section  12  li  of  the  Federal  Reserve  Act,  nor  to  the  Corporation  (sec.  331). 
Offenses  against  6<mjfc*. — The  act  which  provides  punishment  for  certain  of- 
fenses committed  against  banks  organised  or  operating  under  the  laws  of  the 
United  States  or  any  member  bank  of  the  Federal  Reserve  System  would  be 
amended  to  Include  any  bank  insured  by  I  he  Federal  Deposit  Insurance  Corpora- 
tion (sec.  332). 

FBOPOSED     ADDITIONAL     SECTIONS 

It  Is  reported  that  the  Comptroller  of  the  Currency  recommended  to  the 
House  Banking  and  Currency  Committee  the  Inclusion  of  four  additional  sec- 
tions In  title  III,  to  be  numbered  sections  833-336.  It  is  understood  that  the 
gist  of  these  proposals  la  substantially  as  follows : 

Doubtful  asset*. — The  Comptroller  of  the  Currency  would  be  given  the  right 
to  retain  doubtful  assets  of  banks  reducing  their  capital,  such  assets  ultimately 
to  be  returned  to  the  stockholders  with  permission  of  the  Comptroller  and  a 
two-thirds  vote  of  the  shareholders. 

Form  of  stock  certificates. — A  definite  form  of  stock  certificates  for  national 
banks  would  be  provided  to  aid  In  national-bank  procedure. 

Authority  of  Comptroller  over  preferred  stock. — The  Comptroller  of  the  Cur- 
rency would  be  given  the  same  authority  over  tbe  issuance  and  retirement  of 
preferred  stock  that  he  now  has  over  common  stock. 

Clarification  of  District  of  Columbia  laic. — Certain  minor  points  In  he  District 
of  Columbia  Inw,  under  which  the  Comptroller  of  the  Currency  has  Jurisdic- 
tion over  State  banks  and  trust  companies  located  in  the  District  with  regard 
to  stockholders'  double  liability,  would  be  clarified.  (The  double  liability 
feature  would  be  eliminated  after  July  1,  1037.) 
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tbe  pbovisions  of  title  n  or  the  pending  "banking  act*  or  ms" 
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ronnroBD 

This  Is  a  report  upon  certain  proposals  for  far-reaching  changes  in  the  Federal 
Reserve  System.  These  are  tlie  amendments  contained  In  title  II  of  the  proposed 
"  Banking  Act  of  1935." 

The  report  does  not  deal  with  the  other  two  titles  of  the  proposed  act,  namely, 
title  I,  which  contains  amendments  to  tbe  laws  upon  Insurance  of  bank  deposits, 
w  title  III,  which  contains  a  number  of  technical  amendments  to  various  bank- 
idjj  statutes. 

In  view  of  the  position  taken  by  the  report  that  most  of  the  provisions  of 
:Itle  II  require  considerable  revision  and  should  be  dealt  with  separate  and  apart 
from  the  subject  matter  of  the  two  other  titles  of  the  bill,  the  committee  desires 
:o  nuike  It  clear  that  It  Is  not  suggesting  that  action  be  delayed  upon  the  subject 
natter  of  title  I  or  title  III.  On  the  contrary.  It  Is  the  Information  of  the  com- 
mittee that  the  provisions  of  title  I  and  title  III,  with  a  few  exceptions,  meet 
Tith  favor  In  (he  business  community. 

In  the  charter  given  to  the  committee  by  the  board  of  directors  of  the  national 
chamber  It  was  specifically  provided  that  the  committee  should  be  free  to  make 
te  findings,  concerning  the  subject  matter  of  title  II.  Independent  of  any  existing 
xjliciee  nt  tbe  chamber.  The  committee  proceeded  on  that  basts.  Its  report  is 
o  be  understood  as  the  expression  of  its  members  as  Individuals. 


BANKING   ACT   OF    1035 
pun  or  savour 


Pabt  One 


Ttie  task  has  been  assigned  to  this  committee  to  present  its  findings  I 
certain  ofilclal  or  semiofficial  proposals  for  Important  amendments  to  the  be 
tug  laws  of  the  United  States.  Tbe  amendments  in  question  affect  the  Fed 
Reserve  System.  They  appear  tinder  title  II  of  the  proposed  "  Banking-  Act  of 
1935  ",  which  measure  was  submitted  recently  to  the  Congress  as  a  "  tentative 
draft "  of  legislation. 

Tbe  nature  of  the  proposed  amendments  contained  in  title  II  of  the  pending 
bill  has  lad  the  committee  to  submit  Its  report  in  two  parts.  The  first  part 
deals  with  the  proposals  as  a  whole  in  relation  to  the  principal  functions  of  the 
Federal  Reserve  System.  Tbe  second  part  presents  more  detailed  discussion  of 
each  major  proposal. 

AUTBBATIOK  OT  THE  SYSTEM 

It  is  to  be  recognized  that  the  changing  requirements  of  our  domestic  and 
foreign  business  and  of  our  general  economic  situation  thrust  new  responsi- 
bilities from  time  to  time  upon  the  Federal  Reserve  Board,  the  regional  reserve 
banks,  and  the  member  banks.  Timely  modifications,  therefore,  of  the  Federal 
Reserve  Act  and  of  the  administrative  policies  of  the  System  will  continue  to  be 
necessary. 

As  a  basic  proposition,  however,  this  committee  expresses  confidence  In  the 
established  principles  of  the  Federal  Reserve  System  and  believes  that: 

Only  such  changes  should  be  made  In  the  Federal  Reserve  Act  and  In  the 
fundamental  policies  of  the  System  as  will  supply  further  strength  and  use- 
fulness to  the  present  plan. 

Except  for  minor  adjustments  to  provide  flexibility,  any  substantial  change 
In  the  System  should  be  based  upon  the  collective  Judgment  of  its  officials  sup- 
ported by  a  body  of  authoritative  banking  and  business  opinion. 

Every  necessary  safeguard  should  be  provided  against  partisanship  in  tbe 
control  and  operations  of  tbe  System. 

Measured  by  these  tests,  certain  of  the  major  proposals  in  title  II,  in  the 
form  originally  introduced  or  as  they  would  be  altered  by  later  suggestion* 
of  the  Governor  of  the  Federal  Reserve  Board  or  by  the  report  of  the  House 
Banking  and  Currency  Committee,  do  not  recommend  themselves.  The  com- 
mittee is  of  the  opinion  that : 

It  should  not  be  provided  that  before  taking  office  the  governors  of  tbe 
Reserve  banks  must  have  the  approval  eaeh  year  of  the  Federal  Reserve  Board 
at  Washington  or,  as  was  later  suggested,  every  3  years. 

it  should  not  be  provided  that  the  directors  of  Che  Reserve  banks  drawn  from 
commercial  and  industrial  pursuits  must  be  limited  by  statute  to  6  years  of 
service  on  the  boards  of  the  banks. 

It  should  not  be  provided  that  the  Federal  Reserve  Board  at  Washington 
shall  possess  a  broad  grant  of  authority  to  waive  entirely  the  statutory  require- 
ments of  capital  and  other  ellgiblity  provisions  that  govern  the  admission  of 
noumember  banks  to  membership  In  the  System. 

It  should  not  be  provided  that  the  present  eligibility  qualifications  of  ap- 
pointive members  of  the  Federal  Reserve  Board  be  changed  In  the  manner 
proposed. 

It  shonld  not  be  provided  that  the  Governor  of  the  Federal  Reserve  Boarf 
shall  be  permitted  to  hold  office  only  during  the  pleasure  of  the  President  of 
the  United  States. 

It  should  not  be  provided  that  the  open-market  [Hillcles  of  the  System  shall 
l»e  determined  by  the  Federal  Reserve  Board,  or  by  a  committee  composed  of 
the  Governor  and  2  members  of  the  Board  and  2  governors  of  Reserve  bank* 
or  that  either  such  group  shall  possess  broad  powers  to  dominate  the  purchase* 
and  sales  of  Government  securities  and  bankers'  acceptances  by  the  Reserre 
hanks,  to  pass  upon  their  discount  policies  or,  as  was  later  suggested,  to  modify 
from  lime  to  time  the  reserves  required  of  member  banks. 

It  should  not  be  provided  that  obligations  guaranteed  by  the  Government 
shall  be  eligible  for  purchase  and  sale  by  the  Reserve  banks,  without  limits  n 
to  volume  or  maturity. 
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:  should  not  be  provided  that  the  only  specific  cover  to  be  required  for  Federal 
erve  notes  shall  be  8  minimum  of  40  percent  In  (told  certificates, 
should  not  be  provided  that  the  eligibility  requirements  for  the  rediscount 
ommercial  and  other  paper  and  for  advances  to  member  banks  shall  be  left 
he  discretion  of  the  Federal  Reserve  Board. 

:  should  not  be  provided  that  the  reserves  to  be  required  of  member  banks 
n  time  to  time  shall  be  left  to  the  discretion  of  the  Federal  Reserve  Board, 
an  was  later  suggested,  to  the  proposed  open-market  committee. 
;  should  not  be  provided  that  the  powers  of  the  member  banks  to  make 
is  upon  the  security  of  real  estate  shall  be  changed  In  the  manner  origi- 
y  proposed  In  the  bill,  or,  as  was  later  suggested,  be  left  to  the  discretion 
he  Federal  Reserve  Board. 


he  detitlled  criticisms  of  these  unacceptable  provisions,  as  well  as  favorable 
iment  upon  certain  other  provisions,  are  reserved  for  the  secuad  part  of  the 
>rt.  We  record  tit  once  the  main  general  grounds  of  opposition  to  the  pro- 
ils  that  we  have  thus  far  stated.  In  tbeir  aggregate  effects  we  believe  that — 
be  Ft'deral  Reserve  Board,  the  Reserve  banks,  and  the  member  banks  would 
luhjected  to  u  greatly  Increased  dnnger  of  political  domination  of  their  oper- 
ins;  partisan  or  governmental  dictation  of  banking  would  be  likely  to  sop- 
it  desirable  regulation. 

mli  concern  ration  of  power  with  respect  to  Reserve  banking  would  be  pro- 
iil  08  to  approach  the  creation  of  a  central  bank  and  to  violate  the  established 
iclpte  that  the  regional  Reserve  bunks  should  lessees  considerable  autonomy, 
he  Federal  Reserve  Hoard  at  Washington  could  be  compelled  to  conform  Its 
cles  with  respect  to  money  and  credit  to  any  financial  program  of  the  Qov- 
meut  and  to  Its  dictntion  concerning  the  volume  and  kind  of  credit  to  be 
le  available  to  commerce,  agriculture,  and  Industry- 
he  main  features  of  the  banking  system  that  shall  exist  Id  this  country 
Id  be  determined  by  a  small  group  of  officials  In  Washington. 
i  the  councils  of  the  Federal  Reserve  System,  especially  In  the  Reserve 
ks,  there  would  be  a  marked  decrease  In  the  Influence  of  the  Independent 
resentatlves  of  commerce,  agriculture,  and  industry,  while  the  Influence  of 
Ic  officers  and  of  a  small  group  of  officials  In  Washington  would  be  Increased 
n  undesirable  extent. 

lie  door  would  lie  opened  to  the  Immediate  application  of  theories  of  money 
hanking  which  have  been  espoused  by  the  few  proponents  of  the  amend- 
ts  mid  which  are  fundamentally  opposed  to  carefully  developed  standards 
he  Federal  Reserve  Act  and  to  tlie  best  traditions  of  business  and  banking, 
his  direction  policies  concerned  mainly  with  the  volume  of  money  and  credit, 
ter  than  with  the  quality  oi  the  credit  extensions  of  the  primary  and  Reserve 
ks,  apparently  would  lie  established. 

oth  tlie  Reserve  and  member  bunks  would  lie  subjected  to  official  and  public 
■"■tiitloiis  tlint  their  loan  and  investment  policies  must  contemplate  the  poaaes- 
.  of  an  Indefinite  volume  of  Illiquid  paper.  Furthermore,  they  could  be 
lecti-il  to  an  Increase  of  pressure  to  conform  their  operations  to  inflatlonlstlc 

■'e  frankly  record  the  opinion  tbat  our  money  and  credit  mechanism  has 
Ml  in  some  respects  to  meet  the  real  requirements  df  commerce,  agriculture, 

Industry,  and  there  have  been  harmful  social  and  economic  consequences, 
'oulil  appear  that  wide  swings  of  booms  and  depressions  could  be  mitigated 

larger  extent  through  public  and  voluntary  efforts  to  obtain  greater  stability 
rodui'ticm,  prli-c  levels,  employment,  snd  purchasing  power, 
'e  recognize,  however,  that  greut  cure  must  be  employed  to  avoid  encouraging 
■ly  optimistic  expectations  concerning  the  extent  to  which  economic  eondi- 
»  mny  lie  controlled  by  operations  of  a  credit  or  monetary  character.  Decl- 
s  to  seek  and  to  employ  credit  must  be  made  by  borrowers  who  In  the  last 
lysis  also  control  the  manner  of  Its  use :  such  influence  as  the  banking  system 
nonetiiry  control  may  possess  Is  often  of  secondary  Importance. 
i  complex  Is  the  nature  of  the  credit  structure  that  adherence  to  sound 
cles  by  the  Reserve  and  member  banks  nevertheless  may  he  rendered  in- 
ctlve   for   many   reasons,   including  unwise  governmental   fiscal   operations 

the  mistaken  decisions  of  Individuals.  Such  Influence  as  may  be  exerted 
i  respect  to  the  volume  and  kind  of  currency  Issues  and  credit  extensions 
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cannot  assure  their  constructive  use  nor  avoid  the  effects  of  misdirection!  <i 
enterprise. 

It  is  to  be  emphasised  that  the  direction  of  ('{forts  to  produce  and  niainuia 
greater  economic  stability  should  not  rest  with  a  purely  political  body  nor  will 
interests  concerned  mainly  with  the  product i in  of  profits.  Since  It  Is  tank- 
mental  Id  the  Federal  Reserve  Act  that  Uic  Federal  Reserve  Board  and  tb» 
management  of  the  Reserve  banks  shall  not  conduct  their  operations  for  d* 
purpose  of  producing  profit,  It  would  appear  that,  with  adequate  safegntri* 
against  political  domination,  these  authorities  in  cooperation  with  the  tneoibtr 
banks  could  make  more  definite  contributions  than  (hus  far  have  been  obssrr- 
able.  In  fact,  within  the  limits  of  Its  powers,  it  is  a  proper  function  of  a  mil 
conceived  Reserve  System,  as  a  form  of  central  bunking,  to  seek  at  all 
to  exert  a  steadying  Influence  upon  the  money  market  and  uikui  the  cou 
industry. 

With  respect  to  these  matters,  however,  we  are  of  the  opinion  that  the  adop- 
tion of  the  provisions  of  title  II  would  raise  public  expectations  that  cannot ' 
realised  within  the  practicable  scope  of  the  banking  and  monetary  mechaa 
and  thus  would  endanger  the  vital  services  that  are  usual  and   ['ert'ortnable. 

White  recording  onr  opinion  that  some  clismgt's  to  Federal  statutes  relataf 
to  money  and  banking  are  needed,  we  recall  that  within  the  charter  of  tta 
committee  it  is  expected  to  limit  its  recommendations  to  the  provisions  of  tifk 
II.  Indeed,  It  Is  to  be  observed  that  the  committee  has  not  approached  the* 
subjects  as  technicians  In  banking  and  that  lime  lias  not  permitted  exhansdn 
study  of  numerous  suggestions  beyond  the  provisions  of  title  II. 

A  summary  of  our  general  position  with  respect  to  these  amendments  is  brirfr 

that,  Id  the  aggregate,  they  would  result  la  a  greatly  increased  Intrusion  <& 
political  and  governmental  Influences  to  the  detriment  of  sound  banking 
business,  the  application  of  doubtful,  If  not  indefensible,  theories  of  money 
credit,  the  subordination  of  practical  experience,  and  the  reversal  of  basic  ■ 

cepts  now  embodied  In  the  Federal  Reserve  Ad. 

It  Is  significant  that  these  proposals  In  title  II  are  being  subjected  to  fc 

criticisms   by   others.     Business   and   banking   or^imzatintis   nf    siaudiir--   !; 

urged  that  they  not  be  adopted.     Regarded  from  Hie  viewpoints  of  depositor* 
and  customers  of  banks,  and  the  board,  legitimate  interests  of  commerce,  ■  ' 

culture,  labor,  and  industry,  the  adoption  of  the  proposals  to  which  we  b 

referred  would  be  harmful. 

We  believe  that  the  following  propositions  with  respect  to  these  subjects 

basic,  and  we  recommend  their  continued  application  : 

independence  from  politic. — The  banks  of  deposit  should  be  privately  owned 

and  managed,  under  proper  public  Supervision,  and   the  day-to-day  control  tf 

both  primary  and  reserve  credit  should  be  Independent  of  governmental   " 

tlon  and  partisan  influence. 
Regional  autonomy. — The  authority  of  regional  Reserve  banks  to  exerdM 

a  high  degree  of  autonomy  should  be  maintained. 

Credit   accommodations. — The   accommodation   of   the   short-term   credit 

quirements  of  commerce,  agriculture,  and  industry  should  be  a  primary  Wa*fJ^ 

sthlilty  of  the  System  definitely  recognized  us  such  In  law  and  in  the  operafiaai 

of  the  member  banks  and  of  the  Reserve  banks;  the  credit  supply  should  1* 

titled  to  the  volume  of  current  production,  increasing  to  the  extent 

expands  and  diminishing  to  the  extent  It  recedes. 

Oorerrenvni   credit.— 'Aside  from   acting  as   fiscal  agent  for  the  govcromf 

the  System's  support  of  the  fiscal  program  of  the  government    " 

It  to  subordinate  the  needs  of  commerce,  agriculture  and  ind 

the  reserve  banks  concerning  the  acquisition  of  govt 

vestments  or  as  collateral  should  be  free  of  Treasury  and 

domination. 

A'ofc  ixKW*. — The  note  issues  of  reserve  I   utks  should  be  on     < 

will  assure  an  elastic  currency  that  will  expand   inn!   MHlB 

with   the   volume   of   bulness   transactions ;     \y   deflnlle   pn 

issues  should  be  tied  to  automatically  llQWl     iting  cm ei 

to  gold  or  gold  certificates ;   It  should  be        ■  -gn I /.<-!  M 

of  the  System  to  support  both  the  i  and 

and  adequate  foundation  of  gold,  a 

to  meet  that  responsibility  as  far  a=  . 
Capital  of  member  bank*. — Defln 

be  made  applicable  to  banks  admf 

cretlonary  authority  that  may  be 
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icouiiM  and  open  market  requirement*. — There  should  be  definite  slatu- 
•vlslons  con  trolling  tin'  kind  and  maturity  of  [wiper  made  eligible  for  re- 
ts, for  the  colluterallng  of  ndvani-es  (o  member  banks,  ami  for  open 
operations.  Ileenuctment  of  the  emergency  provision,  which  recently 
permitting  for  a  temporary  period  the  rediscount!  ng  of  good  but  now 
le  assets,   would   be  preferable  to  a  permanent  change   In  the  existing 

«■**  representation. — There  should  be  definite  provisions  of  law  for  the 
c  part  lei  pa  Hon  of  representatives  of  commerce,  agriculture  and  Industry 
iiunclls  of  the  System. 

■it*  of  member  bank*. — Iteservcs  to  be  required  of  member  hanks  should 
ifled  in  the  statute,  after  System  authorities  have  submitted  to  the 
is  ji  plun  which  Includes  definite  percentages  of  deposits  ns  minlmuDI 
Xlnmm  reserve  requirements  anil  which  Includes  a  method  of  couinate- 
iv  present  emergency  |«iwer  (preferably  limited  In  time)  to  change,  (he 
reiiuirements  would  Ire  more  desirable  than  a  permanent  grant  of  full 
on  In  this  respect  to  reserve  authorities. 

a  of  board  member*. — The  Governor  and  other  appointive  members  of 
leral  Keserve  Board  should  retain  definite  terms  of  offli-e,  und  should 
ivahle  only  for  cause. 

-tior  of  Hrttrrre  bank. — The  directors  of  a  Reserve  bunk  should  lie  left 
select  annually  the  chief  executive  nfflivr  of  the  hunk  und  Ills  suburdi- 
I  combination  of  I  ho  present  offices  of  governor  and  elmlrmiin  is  desirable 
at  the  sacrifice  of  this  freedom  of  selection. 

market  committee. — All  of  the  Keserve  banks  should  he  represented  by 
of  their  own  selection  In  any  Imdy  that  is  charged  with  pri'imsing  an 
irket  policy;  compulsory  participation  in  o|ien-imirket  npvrii lions  should 
e  obligatory  upon  the  Reserve  lianks  only  when  a  majority  of  then 
sen  ted  to  the  policy,  but  the  indlcy  should  regard  special  situation*  in 
i  Reserve  bank  inuy  be  placed  by  reason  of  conditions  peculiar  to  Of 

munt  rates. — The  Federal  Reserve  Itourd  or  other  central  ngeucy  *b<*W 

>'iivor  to  olitnln  changes  in  the  rediscount  rates  of  a  Reserve  luink  nnt( 

ill  consideration  of  the  resulting  Influence  upcm  the  commerce,  BfTMc- 

id  Industry  of  (he  district. 

term  and  Kltnr  loans. — No  ixilicy  of  cleiiendlng  upon  a  percentage  «£ «*'■ 

raltie  of  un  a**et  rather  than  upon  ability  to  discharge  tlie  lea  «tMe 

(bin  a  reasonable  iierlod  should  he  i-ermltted  to  endanger  the  lifts* 

issets  of  Reserve  or  member  banks. 

I  credit. — Sound  bank  credit  must  lie  the  consequence  of  the  n 

at  of  all  who  give  and  use  such  credit ;  it  cannot  lie  a 

:ates  of  the  Federal  Reserve  Board  or  Other  central  u 

i  unci  the  Government  should  avoid  contributing  to  t 

1  credit  conditions. 
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of  transitory  influences  should  not  characterize  our  national  endeavor  to  enht 
a  more  satisfactory  credit  and  monetary  mechanism. 

Recommendations. — We  recommend  that — 

Commerce,  agriculture,  labor,  and  Industry  should  support  a  proposal  that  tat 
Congress  make  provision  for  suitable  review  at  definite  Intervals,  of  S  to  H 
years,  of  the  basic  laws  relating  to  banking  and  money  and  the  operations  of  thi 
special  credit  agencies  chartered  by  the  Federal  Government. 

Representative  national  agencies  of  commerce,  agriculture,  labor,  and  India- 
try  should  provide  for  continuing  study  of  such  laws. 

PAST    TWO 

It  remains  to  state  in  a  more  detailed  manner  the  terms  of  the  amendment! 
contained  In  title  II  of  the  pending  banking  measure. 

There  is  presented  below  the  gist  of  each  proposal  of  moment,  including  He 
amendments  that  have  been  referred  to  in  the  first  part  of  this  report.  While 
it  is  the  belief  of  the  committee  that  Congress  should  defer  action  upon  tlt-e  II. 
it  appears  advisable  to  deal  in  this  part  of  the  report  with  modifications  that 
would  make  some  of  the  amendments  less  objectionable. 

OFFICERS  OF  THE  BMEBVE  BANKS 


Amendment. — The  bill  (sec.  201)  provides  for  a  combination  of  the  offices  of 
chairman  of  the  board  of  directors  and  governor  in  each  Federal  Reserve  hank 
and  the  annual  election  (as  is  now  the  practice)  of  the  Governor  of  the  Reserve 
bank  by  Its  directors,  but  before  taking  office  the  governor  would  be  retnjdred 
to  have  the  approval  each  year  of  the  Federal  Reserve  Board.  If  so  approved, 
the  governor  would  become  the  chief  executive  officer  of  the  bank  and,  while 
governor,  wou'd  be  a  member  and  ex-offlelo  chairman  of  the  board  and  of  la 
executive  committee  as  well  as  a  class  C  director. 

The  vice  governor  would  be  selected  in  the  same  manner  and  wonld  perform 
the  executive  duties  of  the  governor  in  his  absence.  In  the  discretion  of  the 
Federal  Reserve  Board  the  vice-governor  might  also  be  a  class  C  director,  and 
it  so  appointed  might  be  made  deputy  chairman  of  the  board  of  directors.  TV 
o(n<-es  of  Federal  Keserve  Agent  and  Assistant  Federal  Reserve  Agent  would 
be  abolished  and  all  duties  prescribed  by  law  for  such  agent  would  be  performed 
by  such  person  as  the  Federal  Reserve  Hoard  designates. 

At  present, — Tile  office  of  governor  was  created  under  the  power  given  to 
boards  of  Reserve  banks  to  engage  necessary  employees;  the  position  is  not 
mentioned  in  the  Federal  Reserve  Act.  The  same  is  true  of  the  office  of  deputy 
governor :  the  office  of  vice  governor  does  not  now  exist.  The  salaries  of  the 
officers  are  provided  by  the  banks  but  must  he  approved  by  the  Federal  Reserve 

The  chairman  of  the  board  of  a  Reserve  bank  Is  appointed  annually  by  the 
Federal  Reserve  Board  from  among  the  three  class  C  directors  of  the  bank; 
he  Is  also  the  Federal  Reserve  agent.  He  Is  required  to  be  a  person  of  tested 
banking  experience.  lie  must  maintain  in  the  Reserve  bank  the  local  office  of 
the  Federal  Reserve  Hoard,  make  regular  reports  to  thut  Board,  and  act  as  its 
official  representative  for  jierformanee  of  functions  conferred  upon  that  Board 
by  the  act.  His  salary  Is  fixed  by  the  Federal  Reserve  Board  and  must  be 
paid  by  the  bank. 

Motiificnlimx.— The  bill  as  reported  by  the  House  committee  would  make  the 
selection  of  rile  governor  subject  to  Approval  of  the  Federal  Reserve  Board 
every  3  years.  It  has  been  suggested  that  after  the  Federal  Reserve  Board 
has  owe  passed  favurahly  upon  the  selection  of  the  governor,  his  selection  In 
subsequent  years  should  tiot  be  subject  to  Board  approval.  Still  another  pro- 
posal is  that  the  governor  not  be  made  subject  at  all  to  the  approval  of  tb* 
Federal  Reserve  Board,  but  if  it  be  deemed  advisable  that  the  Hoard  be  (I'M 
somewhat  greater  influence  in  the  selection  of  officers  of  the  Reserve  banks,  tt 
might  be  empowered  to  name  4,  Instead  of  3,  of  the  ft  directors  of  a  Reserve 
bank  as  well  as  to  pass  upon  the  salary  to  be  paid  the  governor. 

Comment. — It  may  be  recognized  as  desirable  that  the  offices  of  governor 
and  chairman  of  the  board  be  combined,  even  though  this  requires  the  BUT- 
render  of  the  present  power  of  the  Federal  Reserve  Board  to  appoint  the 
chairman,  who  in  some  Instances  actually  is  the  executive  officer  of  the  Resem 
bank.  The  benefit,  however,  to  be  gained  from  a  combination  of  the  offices  doe* 
not  appear   to  be  a  sufficient  reason  for  empowering  the  Federal   Reserve 
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Board  to  approve  or  disapprove  each  year  (or  8  years)  of  the  governor  and 
vice  governor  elected  by  the  directors  or  the  Reserve  bank. 

The  principal  objection  to  aocn  proposal  is  that  the  governor  as  the  execu- 
tive In  charge  of  the  operations  of  the  bant,  and  his  subordinates,  Including 
tbe  vice  governor,  would  be  brought  too  closely  under  the  domination  of  the 
Federal  Reserve  Board  at  Washington.  The  arrangement  would  tend  to  make 
the  clilef  executives  of  the  banks  supine,  interfere  with  the  maintenance  of 
reasonable  regional  autonomy,  anil  lower  instead  of  Increase  the  efficiency  of 
the  Reserve  banks.  As  other  provisions  of  the  bill,  in  our  Judgment,  would 
expose  the  Federal  Reserve  Board  at  Washington  and  Its  governor  to  great 
danger  of  political  interference,  the  effectB  would  reach  to  the  Reserve  banks 
to  the  detriment  of  tbe  whole  banking  system. 

It  is  much  to  be  preferred  that  any  advantages  that  might  accrue  from  a 
combination  of  the  present  office  of  chairman  of  the  board  with  the  office  of 
governor  be  sacrificed,  rather  than  bring  the  officers  of  the  Reserve  banks  so 
definitely  under  the  control  of  a  small  Washington  group  unable  sufficiently  to 
avoid  political  domination. 

Some  of  the  Reserve  districts  cover  areas  greater  than  important  European 
countries.  The  Reserve  banks  must  operate  with  close  attention  to  the  com- 
mercial, agricultural,  and  industrial  conditions  peculiar  to  their  districts.  The 
responsibility  must  rest  with  the  officers  and  directors  of  tbe  Reserve  banks 
to  act  quickly  and  emelently,  and  no  arrangement  that  would  tend  to  make 
them  subordinate  their  Judgment  on  district  affairs  to  the  Washington  Board 
would  be  in  tbe  interest  of  good  banking. 

Recommendation. — While  not  believing  that  It  is  urgent  to  make  such  changes 
In  present  law,  our  committee  is  of  the  opinion  that  It  would  be  desirable  to 
provide  that — 

The  offices  of  governor  and  chairman  should  be  combined  and  tbe  governor 
should  be  made  chief  executive  officer  of  the  bank;  the  directors  of  a  Reserve 
bank  should  be  permitted  freedom  to  select  the  chief  executive  officer  and  all  of 
Lis  subordinates ;  any  requirement  that  tbe  governor  and  vice  governor  selected 
must  be  approved  by  the  Federal  Reserve  Board  at  Washington  should  apply 
only  to  selections  of  new  incumbents  of  those  offices. 

DIBKCTOB8  OT  KUiJOtVX   RANKS 

Amendment.— Tbe  bill  (sect inn  201)  provides  that  no  member  of  the  board 
of  directors  of  a  Reserve  bunk  (other  than  the  governor  or  vice  governor) 
would  be  permitted  to  serve  for  more  than  6  consecutive  years,  although  present 
locnmbnets  could  serve  the  remainder  of  their  terms. 

At  preterit. — The  directors  of  Reserve  banks  are  elected  for  S-year  terms 
with  no  statutory  limitation  upon  tbe  number  of  terms  that  they  may  serve. 
There  are  nine  directors  In  each  Reserve  bank,  divided  Into  three  classes. 
Three  class  A  directors  must  be  elected  by  and  be  representative  of  the  member 
banks  of  the  district.  Three  class  B  directors,  also  elected  by  the  member 
banks  of  the  district,  must  he  actively  engaged  In  the  district  in  commerce, 
agriculture,  or  some  other  industrial  pursuit  and  may  not  be  officers,  directors,. 
or  employees  of  any  bank.  Three  class  C  directors  must  be  designated  by  the 
Federal  Reserve  Board  at  Washington  and  may  not  be  officers,  directors, 
employees,  or  stockholders  of  any  bank. 

Modification*. — The  suggestion  has  been  made  that  the  6-year  limitation  be 
applied  to  class  A  directors,  but  not  to  class  B  directors.  There  has  also  been 
a  suggestion  that  the  Federal  Reserve  Board  be  empowered  to  appoint  one  of 
the  class  B  directors  as  well  as  the  three  class  C  directors,  if  It  is  deemed 
advisable  for  the  Federal  Reserve  Board  to  have  larger  influence  In  tbe  selec- 
tion of  directors  who  elect  tbe  officers  and  pass  upon  their  performance. 

Comment.— The  adoption  of  the  amendment  would  soon  require  considerable 
tournover  In  the  directors  of  the  reserve  banks.  If  the  chief  executive  officer 
of  the  bank  came  closely  under  the  domination  of  the  Reserve  Board  and  it  In 
turn  were  more  subjected  to  partisan  direction,  the  amendment  would  operate 
to  weaken  the  conservative  Influences  of  the  commercial,  agricultural,  and 
industrial  representatives  In  the  affairs  of  the  System,  and  otherwise  injure  the 


The  practice  has  developed  In  some  of  the  reserve  districts  of  limiting  tbe 

class  A  (banker)  directors  to  one  or  at  most  two  terms  of  office.    Tbe  class  B 

i  directors  (representative  of  enterprises  other  than  banking)   usually  arc  not 

:  so  limited.    It  Is  these  class  B  directors  who  are  generally  most  independent  In 
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their  attitude  In  favor  of  reasonable  autonomy.  When  (bey  are  permuted  to 
serve  for  a  sufficient  number  of  years  to  become  familiar  with  the  affairs  of  the 
System  tbey  exert  a  valuable  Influence  which  should  not  be  diminished  or  but 
On  tbe  average,  directors  of  this  type  have  served  longest  In  the  banks. 

At  the  conclusion  of  their  terms  as  class  B  directors,  individuals  who  served 
most  usefully  have  often  been  appointed  class  O  directors  by  the  Federal 
Reserve  Board  so  tbat  their  experience  and  wise  counsel  would  not  be  lest 
to  the  Reserve  System.  The  proposed  amendment  would  compel  the  retire- 
ment at  the  end  of  their  present  terms  of  several  class  C  directors  appointed 
because  of  their  special  qualifications  and  whose  constructive  influence  is  new 
felt  In  the  System. 

It  would  not  seem  that  statutory  limitations  upon  the  number  of  term* 
that  might  be  served  by  class  J3  directors  or,  for  thut  mutter,  by  any  of  tbe 
directors  are  necessary.  There  certainly  Is  no  urgent  need  of  a  change  is 
the  present  arrangement.  It  would  appear  that  any  reasonable  adjustment 
tbat  might  be  advisable  in  the  boards  of  some  Reserve  bunks  could  be  mads 
without  injury  to  satisfactory  arrangements  that  exist  in  the  others. 

Recoinmeiutation. — The  committee  is  of  the  opinion  that — 

Any  necessary  adjustments  respecting  the  number  of  terms  that  dlrecton 
of  Reserve  hunks  may  serve  should  be  made  without  statutory  limitation,  and, 
as  a  class,  the  directors  who  are  representative  of  commerce,  agriculture,  ami 
other  Industrial  pursuits  should  be  eligible  to  serve  in  excess  of  6  consecutive 
years. 

REQUIBEMENTS  FOB  MEMBERSHIP  IN   BKSEBVE  SYSTEM 

Amendment. — The  bill  (sec.  202)  would  grant  discretion  to  the  Federal 
Reserve  Board  to  waive  in  whole  or  in  part  the  capital  requirements  for 
membership  in  the  Reserve  System  in  the  case  of  any  nonmember  bank 
admitted  to  the  benefits  of  insurance  by  the  Federal  Deposit  Insurance  Cor- 
poration, if  the  bank  makes  application  for  membership  in  tbe  Reserve  System 
prior  to  July  1,  1937.  Such  bank,  however,  would  be  required  to  cumalT 
with  the  present  capital  requirements  within  such  period  after  its  admistioa 
as,  in  the  judgment  of  tbe  Federal  Reserve  Board,  would  be  reasonable  in 
view  of  all  the  circumstances. 

At  present. — To  be  admitted  to  membership  in  the  Federal  Reserve  System 
an  applying  bank  must  have  paid-up,  unimpaired  capital  sufficient  to  enable 
It  to  become  a  national  bank  in  the  place  in  which  it  Is  situated,  the  minimum 
being  $50,000,  except  as  to  certain  State  bunks  and  trust  companies,  located  in 
communities  of  6,000  or  less,  which  possess  capital  of  $25,000  or  more.  The 
Federal  Reserve  Board  Is  empowered  to  reject  the  application  even  if  capital 
requirements  are  met,  but  the  bank  would  not  make  a  suitable  member  In  other 
respects. 

Modifications. — The  bill  as  reported  by  the  House  Banking  and  Currency 
Committee  would  authorize  the  Federal  Reserve  Board,  in  its  discretion,  to 
waive  any  requirements  imposed  by  statute  or  otherwise  as  a  condition  to 
admitting  insured  nonmember  banks  to  membership  in  the  Federal  Reserve 
System.  In  tbe  bill  thus  reported  there  is  omission  of  any  requirement  that 
the  nonmember  hunks  admitted  to  the  benefits  of  deposit  Insurance  most 
become  members  or  the  Federal  Reserve  System. 

Others  have  recommended  tbe  admission  of  Insured  banks  to  membership  in 
the  Reserve  System  without  requiring  an  Increase  in  capital,  provided  their 
capital  la  adequate  In  relation  to  their  liabilities. 

Com  ment.— This  committee  supports  the  proposition  that  every  bank  doing 
a  commercial  business  should  ultimately  become  a  member  of  the  Federal 
Reserve  System.  This  would  serve  to  produce  desirable  uniformity  In  com- 
mercial banking  policies  and  practices  and  greater  safety  for  depositors. 

Tbe  committee  is  aware  that  the  present  law  for  insurance  of  bank  deposits 
requires  that  the  insured  banks  which  are  not  now  members  of  the  Federal 
Reserve  System  must  join  it  before  July  1,  1937,  if  they  desire  to  continue 
in  the  insurance  fund.  It  is  to  be  recognized  that  many  of  the  Insured  bankt 
do  not  now  possess  sufficient  capital  to  meet  present  requirements  for  admission 
intu  the  Federal  Reserve  System.  At  tbe  same  time  there  Is  a  strong  demand, 
which  finds  favor  among  many  members  of  Congress,  that  there  be  omitted  anf 
requirement  that  such  nonmember  banks  be  compelled  to  Join  the  Federal  Bfr 
■em  System  or  else  that  the  time  limit  be  extended  1  or  2  or  more  years  beyond 
July  1.  1837.    If  such  views  should  prevail  In  Congress,  the  urgency  of  changing 
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ent  requirements  for  admission  Into  the  Federal  Reserve  System  would 

the  other  band,  Congress  maintains  the  requirement  that  all  Insured 
mat  be  members  of  tbe  Federal  Reserve  System  by  July  1,  1937,  or 
uta,  we  would  still  feel  It  advisable  that  Congress  insist  upon  the 
ance  of  tbe  standards  for  capital  requirements  that  are  set  in  the 
Reserve  Act,  allowing,  however,  a  reasonable  period  of  time  to  the  banks 
npelled  to  Join  tbe  System  to  meet  those  standards.  If  tbe  practical 
les  in  some  sections  should  require  the  extension  of  branch  banking 
touuty  ob  somewhat  wider  areas,  in  order  that  by  combination  the 
night  reach  tbe  minimum  standards  of  capital,  It  would  offer  one 
to  difficulties  resulting  from  banks  being  iiermitted  to  operate  without 
and  reserves  sufficient  to  provide  any  real  protection  to  depositors. 
:o  be  recognized  that  there  are  about  2,000  State  banks  and  trust  com- 
n  the  insurance  fund  which  have  Insufficient  capital  to  be  eligible  for 
ship  in  the  Federal  Reserve  System  under  present  requirements.  About 
urths  of  these  banks  are  in  towns  of  3,000  population  or  less.  It  la  to 
I  also  that  during  the  depression  many  nonmeniber  State  hanks  issued 
tee  of  beneficial  interest  to  depositors  who  waived  portions  of  their 
,  or  sold  preferred  stock  or  capital  notes  or  debentures  or  used  various 
tions  of  tbese  devices.  Many  of  these  banks  are  in  a  position  where 
ve  no  common  capital  beyond  the  minimum  requirements  of  State  laws 

more  liberal  than  the  present  requirements  of  the  Federal  Reserve  Act 
mdltlons  are  all  pertinent  only  if  the  present  provision  of  law  be  main- 
bat  Insured  banks  must  become  members  of  the  Federal  Reserve  System 

stated  time. 

of  considerable  Importance  that  another  provision  of  toe  pending  bill 
«rmlt  member  banks  of  the  Reserve  System  to  make  and  present  for 
int  longer-term  loans  than  allowed  at  present  If  the  assets  of  banks 
more  generally  change  in  character  to  longer  maturities,  conservative 
would  require  that  many  banks  increase  their  capital  funds  above 
lints  now  possessed.  As  desirable  as  it  Is  to  have  all  commercial  banks 
to  the  membership  of  the  Federal  Reserve  System,  proper  standards  of 
ship  must  be  maintained  if  the  benefits  of  a  uniform  system  are  not 
me  illusory.  If  banks  are  once  admitted  with  no  statutory  provision 
■y  must  reach  specified  standards  as  to  capital  and  surplus,  within  a 
ble  period.  It  will  be  difficult  to  compel  them  to  Increase  their  capital 
fter  their  admission  to  the  system. 
imrndation. — Conditional    upon   the   existence   of   a    requirement    that 

banks  become  members  of  the  Federal  Reserve  System  by  a  stated  time 

are  to  continue  in  the  Insurance  fund,  we  recommend  that — 
!  be  statutory  specification  of  the  capital  that  must  be  possessed  by  banks 
ilssiun  Into  membership  of  the  Federal  Reserve  System,  with  definite 
ons  of  time  within  which  admitted  banks  most  conform  to  such  requlre- 
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dment. — The  bill  (sec.  203)  would  repeal  the  present  requirement  that 
members  of  the  Federal  Reserve  Board  appointed  by  the  President  must 
m  with  due  regard  to  "  fair  representation  of  tbe  financial,  agricultural, 
nmerclal  interests  and  geographical  divisions  of  the  country."    In  place 

it  would  be  required  that  such  Board  members  be  "well  qualified  by 
on  or  experience  or  both  to  participate  In  the  formulation  of  national 
ic  and  monetary  policies." 

'equlrement  that  not  more  than  one  member  of  the  Board  shall  be  from 
>  Federal  Reserve  district  Is  preserved,  but  It  is  made  inapplicable  to  the 
>r  of  the  Board. 

ssen/. — Present  requirements  are  indicated  above. 
Hcatvmx. — The   modifications    that   have   been    proposed    deal   with   the 

of  members  composing  the  Federal  Reserve  Board.  One  suggestion  Is 
o  members  of  the  Federal  Reserve  Board  should  be  elected,  if  possible, 
ersons  with  experience  as  executives  in  the  Federal  Reserve  System. 
r  Is  that  the  present  Board  of  6  appointive  members  and  2  ex-offtclo  mem- 
reduced  to  a  total  of  6  members,  by  retiring  the  ex-offlcio  members  (the 
ry  of  the  Treasury  and  the  Comptroller  of  the  Currency)  and  by  reducing 
olntlve  members  to  B  as  soon  as  a  vacancy  occurs. 
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It  bag  also  been  proposed  that  there  be  maintained  the  present  require- 
ment that  the  appointive  members  be  chosen  with  due  regard  to  fair  repre- 
sentation of  financial,  agricultural,  and  commercial  Interests  and  that  there 
be  added  the  requirement  that  the  members  be  well  qualified  by  experience 
to  participate  In  the  formulation  of  national  credit  and  monetary   policies. 

Comment.— The  proposed  change  In  the  qualification  for  membership  whli* 
would  omit  the  present  requirement  of  fair  representation  of  the  financial, 
agricultural,  and  commercial  Interests  of  the  country  and  provide  that  Board 
members  be  qualified  by  education  or  experience  to  participate  In  the  form- 
ulation of  "  national  economic  and  monetary  policies "  appears  to  be  n- 
deslrable.  It  would  tend  to  magnify  economic  and  monetary  policies  and 
subordinate  what  should  be  the  main  concern  of  the  Federal  Reserve  Board 
and  Reserve  banks,  namely,  desirable  credit  conditions. 

Emphasis  should  be  retained  upon  appointing  men  of  ripe  practical  ex- 
perience. The  Board  has  adequate  resources  and  authority  to  engage  sock 
monetary  and  statistical  experts  as  it  may  need.  These  men  as  a  rule  would 
lack  practical  knowledge  of  the  credit  conditions  of  banks  and  the  credit 
requirements  of  coaameree,  agriculture,  and  industry,  and  of  the  various  di- 
visions of  the  country-  It  must  be  recalled  that  those  who  urge  this  amend- 
ment have  indicated  their  belief  that  the  System  should  be  operated  wit* 
considerable,  if  not  main,  attention  to  monetary  powers  and  planned  economic 
development  largely    through  controlling  the  supply   of  money    and   deposit 

It  is  established  In  the  present  law  and  In  the  practices  that  have  proved 
most  beneficial  that  a  primary  concern  of  the  reserve  banks  should  be  to 
quality  of  credit  extensions,  and  that  considerations  applying  to  the  volume 
of  money  and  credit  should  never  disregard  the  quality  of  credit  extensions 
and  the  constructive  use  of  bank  credit  in  the  short-term  operations  of  coat- 
merce,  agriculture,  and  Industry. 

This  proposal,  combined  with  such  of  the  other  amendments  as  would  operate 
to  subordinate  the  Federal  Reserve  Board  and  banks  to  governmental  influences. 
would  tend  to  make  the  Federal  Reserve  Board  a  mere  economic  planning  bureau 
of  the  Government  and  would  be  more  conducive  to  undesirable.  If  not  danger- 
ous, operations  In  our  banking  system  than  to  Improvement. 

The  else  of  the  Federal  Reserve  Board  and  method  of  selecting  the  members 
have  been  under  frequent  discussion.  There  are  many  who  believe  that  some 
method  other  than  Presidential  appointment  of  the  members  of  that  Board 
should  be  established.  The  membership  of  the  Chamber  of  Commerce  of  the 
United  States  has  favored  the  elimination  of  the  Secretary  of  the  Treasury 
from  a  place  upon  the  Board,  and  has  indicated  that  a  method  should  be  found 
of  placing  the  duties  of  the  Comptroller  of  the  Currency  under  the  Jurisdiction 
of  the  Federal  Reserve  Board  so  that  this  official,  as  such,  might  also  be  retired 
from  Its  membership.  The  present  composition  of  the  Federal  Reserve  Board 
was  the  result  of  iwlltlcal  compromise  and  was  frankly  recognized  as  a  conces- 
sion that  had  to  be  made  to  certain  political  leaders  to  secure  the  passage  of 
the  Federal  Reserve  Act. 

It  is  not  the  intention  of  thin  committee  to  ohject  at  this  time  to  Presidenrlil 
appointment  of  the  members  of  the  Federal  Reserve  Board.  We  regard  sym- 
pathetically the  idea  that  ultimately  the  Secretary  of  the  Treasury  should  be 
retired  as  a  member  and,  if  commercial  banks  by  one  means  or  another  are 
brought  within  the  membership  of  the  Federal  Reserve  System,  any  need  for 
the  Comptroller's  membership  sboutd  pass. 

Since  the  committee,  however,  finds  so  much  of  the  substance  of  title  II  un- 
desirable, it  cannot  bring  Itself  to  favoring  an  immediate  readjustment  In  the 
composition  of  the  Board.  The  whole  question  of  the  most  desirable  method  of 
assuring  political  Independence  of  the  Board  and  adequate  representation  of 
financial,  commercial,  agricultural,  and  Industrial  influences  upon  that  Board, 
and  a  closer  tie-up  between  It  and  the  member  banks,  should  be  subjected  to 
review  when  there  Is  less  tendency  toward  the  centralization  of  governmental 
power  and  less  feur  that  the  Reserve  banks  and  member  hanks  may  be  mad* 
mere  adjuncts  or  agencies  of  the  Government  rather  than  Its  allies. 

Recommendation. — We  believe  that  the  present  qualifications  for  membership 
upon  the  Federal  Beserve  Board  should  be  retained. 
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SALARIES  Or  BOAKtt  MBHBCBS 


Amendment. — The  bill  (sec.  209)  would  provide  thnt  future  appointive  mem- 
bers of  (lie  Federal  Reserve  Board  be  given  annual  compensation  at  the  same 
rate  as  the  members  uf  the  President's  Cabinet,  namely,  (15.000  per  annum. 

At  present.— The  appointive  members  of  the  Board  receive  $12,000  per  annum. 
The  salaries  are  paid  by  the  Reserve  banks  and  not  by  the  Government. 

Modification!. — Most  of  the  modi  flea  t  Ions  that  have  been  suggested  would 
provide  higher  salaries.  The  report  of  the  House  Committee  on  Banking  and 
Currency  omits  any  provision  for  Increased  salary. 

Comment.— It  Is  to  be  noted  that  the  amendment  would  apply  to  future  ap- 
pointive members.  We  favor  the  proposal  in  principle.  In  fact,  we  support 
the  view  that  the  Board  members  should  be  given  salaries  that  compare  more 
favorably  with  those  paid  to  the  administrative  officers  of  the  Reserve  banks, 
some  of  whom  receive  $a*i,0OO  per  annum  or  more.  If  a  precedent  of  salaries 
paid  In  Government  service  must  be  controlling,  the  salaries  received  by  the 
Associate  Justices  of  the  Supreme  Court  of  the  United  States,  namely,  $20,000 
per  annum,  would  be  u  better  standard  than  the  salaries  of  Cabinet  officers. 

Such  Increase  In  compensation  Is  favored  to  encourage  the  acceptance  of 
Board  membership  by  men  of  demonstrated  ability  in  practical  pursuits,  to  en- 
courage long  service  and  to  develop  the  Independence  of  the  Board  from  any 
Influence  of  a  partisan  nature. 

To  increase  the  salaries,  however,  from  $12,000  to  $15,000  for  future  members 
will  accomplish  little.  It  would  be  better  to  leave  this  question,  together  with 
the  proposals  that  apply  to  the  qualifications  for  membership  upon  he  Board, 
the  size  of  the  Board,  the  methods  of  selecting  its  members,  and  other  important 
mod  ideations  of  the  Federal  Reserve  Act  to  be  dealt  with  In  a  study  by  a  thor- 
oughly representative  and  bipartisan  agency  established  to  give  adequate 
consideration  to  all  proposals  for  changes  in  the  Reserve  System. 

Recommendation. — We  favor  In  principle  that: 

The  salaries  of  the  members  of  the  Federal  Reserve  Board  should  be  increased 
to  compare  more  favorably  with  the  salaries  paid  the  principal  administrative 
officers  of  the  Reserve  batiks. 

REnBCMBNT  ALLOWANCE  1-OB  BOABD  MEKBKBS 

Amendment , — The  bill  (sec.  203)  provides  that  each  member  of  the  Federal 
Reserve  Board  heretofore  appointed  could  retire  from  active  service  upon 
reaching  the  age  of  70  or  at  any  later  time,  and  that  all  members  hereafter 
appointed  must  retire  upon  reaching  the  age  of  7a  Bach  retired  member  who 
has  served  for  at  least  5  years  would  receive  retirement  compensation  for  the 
remainder  of  bis  life.  The  retirement  pay  would  be  at  one-twelfth  of  the 
present  annual  salary  ($12,000)  of  appointive  members  for  each  year  up  to  12 
years  of  service.  A  member  whose  term  expired  while  he  is  between  the  age 
of  65  and  70.  and  who  was  not  reappointed,  would  reecive  retirement  pay  on 
the  same  basis.  The  retirement  pay,  as  the  salaries  of  the  appointive  members, 
must  be  provided  by  the  Federal  Reserve  banks.  The  term  of  appointment 
would  be  continued  as  12  years. 

At  present. — There  Is  no  provision'  for  compulsory  retirement  on  account  of 
age  nor  for  retirement  pay. 

Modification*. — A  modification  has  been  proposed  by  the  Governor  of  the 
Federal  Reserve  Board  to  provide  that  a  present  or  future  member  who  has 
served  as  long  as  5  years,  whose  term  has  expired,  and  who  is  not  reappointed 
would  be  eligible  for  a  pension  upon  the  same  basis  as  though  he  were  retiring 
at  the  age  of  70.  This  would  mean  that  a  present  member  of  the  Board,  who 
had  sired  at  least  5  years,  upon  completing  his  term  would  receive  each  year 
for  life  $1,000  for  every  year  that  he  had  served,  but  not  to  exceed  $12,000 
per  year. 

The  report  of  the  House  Committee  on  Ranking  and  Currency  would  main- 
tain the  amendment  as  first  stated  but  would  add  a  provision  that  if  the 
term  of  a  member  expires  liefore  he  reaches  the  age  of  65  and  he  is  offered 
and  declines  to  accept  reappointment,  he  would  not  be  entitled  to  retirement 
pay. 

Comment.— In  principle  the  Idea  of  adequate  retirement  allowance  Is  sup- 
ported by  the  committee.  It  is  to  be  noted,  however,  that  if  now  adopted  it 
would  operate  to  permit  or  Induce  the  retirement  of  some  of  the  present 
Board   members.    Combined  with   other  amendments,  such  as  the  proposed 
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changes  In  the  qualifications  fur  appointment  of  Board  members  and  tbe 
extensive  Increase  that  would  be  made  in  the  powers  of  the  Federal  Resent 
Board  it  would  probably  operate  to  permit  of  the  early  selection  of  a  Board 
composed  mainly,  If  not  entirely,  of  members  In  avowed  sympathy  with  direc- 
tions of  governmental  policy  that  would  produce  disturbing  changes  In  tbe 
operations  of  the  Reserve  System. 

We  express  the  point  of  view  concerning  the  retirement  plan  tliat  has  bra 
stated  above  In  connection  with  tbe  proposed  increase  of  salary,  namely,  thsi 
provision  for  retirement  pay  be  deferred  for  the  scrutiny  of  such  an  agency  u 
we  suggest  be  created  to  consider  all  proposals  for  modifications  of  the  Resent 
System. 
Rvcommendatioti. — We  favor  in  principle  as  a  matter  of  future  policy  that: 
Retirement  allowances  should  be  provided  for  members  of  the  Federal 
Reserve  Board  with  adequate  safeguards  to  prevent  abuse. 

VEB.il    Or    OFFICERS    OF    FEDERAL    RESERVE    BOAST* 

Amendment. — The  bill  (see.  203)  provides  that  the  Governor  and  Vice  Gov- 
ernor of  the  Federal  Reserve  Board  would  hold  these  offices  subject  to  tbe 
pleasure  of  the  President  of  the  United  States.  The  term  of  the  Governor 
would  be  limited  to  the  period  during  which  he  is  permitted  by  tbe  President  to 
serve  as  Governor,  and  upon  tbe  termination  of  bis  designation  as  Governor 
he  would  be  deemed  to  have  served  his  full  term  as  a  Board  member.  The  office 
of  Governor  would  be  exempted  from  the  limitation  that  not  more  than  one 
.member  of  the  Board  may  be  selected  from  any  one  Federal  Reserve  district. 

At  present. — The  Governor  and  Vice  Governor  are  chosen  by  the  President 
from  among  the  6  appointed  members  of  tbe  Board  and  have  12-year  terms  of 
office  as  board  members. 

Modification*. — One  modification  that  has  been  suggested  Is  that  a  Governor 
who  Is  not  redesignated  as  such  be  permitted  to  continue  as  a  member  of  tbe 
Board  if  he  chooses,  and  If  he  resigns  from  the  Board  in  the  event  of  not  being 
redesignated,  he  should  not  be  subject  to  the  prohibition  that  for  2  years  there- 
after he  may  not  hold  any  position  with  a  member  bank.  Another  suggestion 
is  that  each  incoming  President  might  be  given  the  right  to  name  a  (Jovernor 
of  his  own  choosing,  particularly  If  the  ex  officio  members  of  the  Board  are 
dropped,  in  which  case  consideration  should  be  given  to  providing  that  the  term 
of  office  of  the  Governor  of  the  Federal  Reserve  Board  lapse  with  the  term  of 
the  President,  but  that  the  Governor  and  other  appointive  members  of  the 
Board  should  be  removable  during  their  terms  of  office  only  for  cause. 

The  report  of  the  House  Committee  on  Banking  and  Currency  would  change 
the  amendment  to  provide  that  If  the  Governor  of  the  Federal  Reserve  Board 
should  resign  from  membership  on  that  Board  within  90  days  after  be  ceases 
to  be  Governor,  he  could  reenter  the  bunking  business  without  waiting  2  years, 
as  now  required  by  law ;  he  would  be  permitted,  however,  to  serve  out  his  full 
term  as  a  member  of  the  Hoard  If  he  should  choose  to  do  so. 

Comment. — To  provide  In  the  Federal  Reserve  Act  thnt  the  Governor  of  tbe 
.Federal  Reserve  Board  shall  hold  office  only  at  tbe  pleasure  of  the  President  of 
tbe  United  States  wonld  subject  both  the  Governor  and  the  President  to  great 
pressure  from  political  and  sectional  Interests  to  have  them  favor  or  oppose 
particular  policies  In  the  System.  It  would  place  the  Governor  of  the  Federal 
Reserve  Board  In  a  position  almost  Identical  to  that  of  a  member  of  the  Pres- 
ident's Cabinet  In  that  he  would  come  to  be  considered  a  political  adviser  and 
one  amenable  to  other  political  advisers.  It  has  been  recognized  by  some  advo- 
cates of  the  proposal  that  it  Is  undesirable. 

One  of  the  reasons  for  providing  In  the  Federal  Reserve  Act  that  members  of 
the  Federal  Reserve  Board  shall  have  terms  of  12  years  was  to  remove  them 
as  far  as  possible  from  political  influence.  As  a  matter  of  practice  the  Gover- 
nors of  tbe  Federal  Reserve  Board  who  have  differed  or  believed  they  might 
differ  with  an  Incoming  administration  have  been  willing  to  make  way  for 
new  appointees.  There  is  no  practical  necessity  for  the  amendment  at  this 
time  and  its  adoption  could  easily  lead  to  grave  abuses  In  the  operations  of  the 
Federal  Reserve  System.  Just  as  the  position  of  member  of  the  Federal  Re- 
serve Board  should  be  safeguarded  in  every  possible  manner  from  political  Influ- 
ence, so  also  should  the  position  of  Governor. 

The  provision  In  the  amendment  that  would  remove  the  office  of  Governor  of 
the  Federal  Reserve  Board  from  the  limitation  that  not  more  than  one  member 
of  that  Board  may  be  selected  from  any  one  Federal  Reserve  district  is  approved 
In  principle.    There  Is,  however,  no  urgency  for  Its  adoption. 
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Reoommendation. — The  committee  recommends: 

That  the  present  method  of  selecting  the  Governnr  of  the  Federal  Reserve 
Board  from  among  the  appointive  members  of  the  Board  uud  providing  him 
with  a  12-year  terra  of  office  should  be  continued. 


Amendm en f.— The  bill  (sec.  204)  would  provide  that  the  Federal  Reserve 
Hoard  could  assign  to  designated  members  of  the  Board  or  Its  officers  or  repre- 
sentatives, under  rules  and  regulations,  the  performance  of  »i>eclflc  duties  or 
functions  of  the  Board  that  do  not  include  the  determination  of  any  national 
or  system  policy,  nor  the  exercise  of  the  power  to  make  rules  or  regulations 
of  of  any  power  which  the  law  requires  to  be  exercised  by  a  specified  number  of 
the  members  of  the  Board. 

At  present, — The  law  s]>eelfles  a  variety  of  routine  duties  which  must  be 
performed  by  the  Board  without  clear  authorization  that  they  may  be  delegated. 

Modification. — None  has  been  suggested. 

Comment.— It  is  recognized  that  the  Board  is  charged  with  a  variety  of 
routine  duties  and  that  questions  have  arisen  concerning  its  power  to  delegate 
them.  In  the  Interest  of  reducing  the  amount  of  minutiae  that  must  be 
attended  to  by  the  Board,  the  proposal  is  desirable.  The  Federal  Reserve 
Board,  however,  has  been  operating  for  more  than  20  years  without  such  an 
amendment  In  the  law,  and  although  the  detail  placed  upon  the  Board  has  In- 
creased In  recent  years,  this  amendment  Is  not  of  sufficient  Importance  to 
Justify  the  adoption  of  title  II. 

Recommendation—  Without  any  belief  that  It  is  urgent,  we  approve  In  prin- 
ciple that : 

Reasonable  grant  of  authority  should  be  given  to  the  Federal  Reserve  Board 
to  delegate  to  Its  officers  or  representatives  duties  of  a  routine  nature. 

OPBN-MABKKT    COMMITTO!! 

Amendment. — The  bill  (sec.  205)  proposes  far-reaching  changes  in  the  Struc- 
ture and  powers  of  the  open-market  committee.  It  would  provide  for  a  com- 
mittee composed  of  the  Governor  of  the  Federal  Reserve  Board  aa  Its  chairman, 
2  members  of  that  Board  selected  annually  by  It,  and  2  governors  of  the 
Reserve  banks  selected  annually  by  the  governors  of  the  12  banks,  In  accord- 
ance with  procedure  to  be  prescribed  by  the  Federal  Reserve  Board.  The 
committee  would  meet  upon  the  call  of  the  Governor,  when  requested  by  the 
Board  or  by  any  two  members  of  the  committee,  or  upon  his  own  Initiative. 

The  committee  would  be  empowered  to  state  in  resolutions  the  policies  that 
lu  its  Judgment  should  be  followed  with  respect  to  the  open-market  operations 
of  the  Reserve  banks,  and  the  banks  would  be  required  to  conform  to  the  pro- 
posals. The  committee  would  also  be  empowered  to  make  recommendations  to 
the  Federal  Reserve  Board  regarding  tike  rediscount  rates  of  the  Reserve  banks. 

At  preient. — The  open-market  committee  at  present  has  only  advisory  powers. 
It  consists  of  12  members ;  the  board  of  directors  of  each  Federal  Reserve  bank 
elects  1  member  annually.  No  Reserve  bank  is  permitted  to  engage  In  open- 
market  operations  except  In  accordance  with  regulations  adopted  by  the  Federal 
Reserve  Board.  A  Reserve  bank  which  decides  not  to  participate  In  the  open- 
market  operations  recommended  by  the  committee  must  file  with  the  chairman 
of  the  committee,  within  30  days,  a  notice  of  Its  decision  and  transmit  a  copy  to 
the  Federal  Reserve  Board. 

&1  ud i fieat ion . — The  Governor  of  the  Federal  Reserve  Board  recently  proposed 
that  the  open-market  authority  be  vested  in  the  whole  Federal  Reserve  Board, 
and  that  there  be  appointed  a  committee  of  G  governors  selected  by  the  12 
governors  of  the  Reserve  banks,  with  the  requirement  that  the  Board  consult 
this  committee  before  changing  the  open-market  policy,  the  rediscount  rates,  or 
the  reserves  required  of  member  banks.  He  has  stated  that  the  Board  should 
have  the  responsibility  and  power  to  Initiate  chunges  and  that  the  committee  of 
governors  should  be  permitted  to  make  recommendations  upon  proposed  changes. 

Another  suggestion  Is  that  the  open-market  committee  consist  of  the  Federal 
Reserve  Board  and  4  governors  selected  by  the  12  governors  annually,  each 
member  to  be  given  a  vote  in  its  deliberations  with  respect  to  3  subjects,  namely, 
open-market  policy,  consideration  of  rediscount  rates,  and  changes  In  reserves 
required  of  member  banks. 
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The  report  of  the  Bouse  Committee  on  Banking  and  Currency 
amendment  In  a  manner  to  support  the  suggestion  of  the  Governor  of  the  KW- 
eral  Reserve  Board.  It  recommends  an  open  market  advisory  committee  as- 
sisting of  5  representatives  of  the  Federal  Reserve  banks  elected  annually  hi 
the  governors  of  the  12  Federal  Reserve  banks.  It  would  be  the  duty  of  the 
committee  to  consult  and  advise  with,  and  make  recommendations  to  the  Fed- 
eral Reserve  Board  from  time  to  time  with  regard  to  the  open-market 
of  the  Federal  Reserve  System  and  to  aid  in  the  execution  of  open 
policy.  The  Board  would  be  required  to  consult  the  committee  before 
any  changes  in  the  open-market  policy,  in  discount  rates  of  Federal  Hesem 
banks,  or  In  the  reserves  required  of  member  banks.  After  consulting  with 
and  considering  the  recommendations  of  the  committee,  however,  the  Fedenl 
Reserve  Board  would  be  empowered  to  prescribe  the  open-market  policy  of  the 
Federal  Reserve  System  and  this  policy  would  be  binding  on  all  reserve  bsnfa. 
Comment — The  Under  Secretary  of  the  Treasury,  in  testifying  before  tat 
Committee  on  Banking  and  Currency  of  the  House  of  Representatives,  Indi- 
cated objections  to  placing  control  of  open-market  operations  In  the  Fedenl 
Reserve  Board.  He  called  attention  to  the  fact  that  the  reserve  banks  an 
responsible  for  the  funds  employed  In  the  open  market  and  stated  that  thej 
should  be  represented  upon  a  controlling  committee  by  governors  of  their 
choice. 

The  proposed  amendment  provides  one  of  the  main  grounds  of  controvert*. 
Open-market  operations  are  considered  by  many  to  be  the  most  importaat 
single  Instrument  which  the  Federal  Reserve  System  has  for  controlling  credit 
and  monetary  conditions.  These  operations  consist  mainly  of  the  buying  or 
selling  of  obligations  of  the  United  States  and  bankers'  acceptances.  Buying  by 
the  Federal  Reserve  banks  releases  funds  to  the  market  and  selling  operation* 
withdraw  funds. 

In  addition  to  making  the  decisions  of  the  open-market  committee  manda- 
tory on  the  Reserve  banks  rather  than  advisory  to  them,  the  amendment  and 
the  proposed  modifications  would  omit  the  present  requirement  of  law  that  the 
time,  character,  and  volume  of  open-market  transactions  must  be  "  governed 
with  a  view  to  accommodating  commerce  and  business  and  with  regard,  to  the 
general  credit  situation  of  the  country."  In  our  judgment  that  requirement 
should  be  maintained. 

In  view  of  official  statements  respecting  the  intent  to  control  die  volume  of 
money  and  credit  through  open-market  operations,  the  advisability  of  mote 
conscious  central  direction  of  monetary  and  credit  policies,  and  especially  the 
desire  to  assure  support  of  the  Government's  credit  through  the  purchase  of 
Its  securities  by  the  Reserve  and  member  banks,  concern  has  been  expressed  la 
regard  to  the  proposed  amendment  upon  a  number  of  grounds. 

A  majority  of  the  members  of  the  open-market  committee  would  be  members 
of  the  Federal  Reserve  Board  and  the  two  governors  of  the  Reserve  banks 
would  be  men  whose  annual  election  would  be  subject  to  the  approval  of  that 
Board.  In  effect,  the  proposal  would  provide  an  additional  means  by  which 
the  Government  control  could  be  exerted  over  the  policies  of  the  Federal 
Reserve  banks.  The  history  of  the  System  Indicates  that  Treasury  domination 
of  Reserve  policies  has  existed  In  the  past  and  has  been  detrimental  to  the  best 
Interests  of  the  System  and  the  public. 

If  the  two  governors  of  the  Reserve  banks  should  consider  themselves,  In  effect, 
delegates  from  all  the  Reserve  banks  with  a  duty  to  reflect  the  decision  of  thoje 
institutions,  they  would  find  themselves  in  the  minority  upon  the  committee. 

It  Is  not  the  function  of  a  central  banking  system  to  give  Government  a  higher 
credit  rating  than  It  otherwise  would  have  In  the  open  market  to  which  non- 
governmental borrowers  and  lenders  must  go.  In  view  of  the  monetary,  credit 
and  governmental  spending  theories  of  the  principal  proponents  of  the  amend- 
ment, action  of  the  suggested  open-market  committee  doubtless  would  be  *Bf- 
jeeted  to  pressure  to  undertake  the  execution  of  these  theories,  with  resnlunl 
subordination  of  the  true  functions  of  the  Federal  Reserve  System  to  Aral 
and  other  operations  of  the  Government. 

The  open-market  operations  should  be  mainly  the  concern  of  the  Reserve 
banks*  the  funds  of  which  make  such  operations  possible.    No  ar 
would  be  correct  that  falls  to  regard  the  banking  situation  in  the 
Reserve  districts  In  relation  to  the  national  situation. 

The  reposal  of  open-market  powers  In  the  Federal  Reserve  Board,  with  a  derk» 
of  nn  advisory  committee,  is  especially  objectionable.  The  open-market  MBfr 
mlttee  should  l>e  broadly  representative  and  no  plan  should  be  supported  whks 
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would  disfranchise  the  boards  of  the  Reserve  banks  with  respect  to  a  poller  that 
vitally  concerns  the  business  of  the  country.  To  vest  complete  control  of  the 
open-market  power  In  the  Federal  Reserve  Board  would  fall  to  recognise  that 
the  Board  can  be  provincial  and  operate  In  a  manner  that  Is  not  truly  repre- 
sentative in  a  national  way. 

Special  objection  may  be  made  to  any  proposal  that  the  open  market  com- 
mittee be  given  power  to  compel  changes  in  respect  to  rediscount  rates.  It 
has  been  suggested  that  this  power  should  be  thus  centralized  as  a  means 
of  controlling  speculation.  The  record  of  reserve  operations  warrants  the 
belief  that  the  Reserve  banks  are  more  alert  than  is  the  Federal  Reserve 
Board  in  guarding  against  speculative  excesses.  The  Reserve  banks  now 
bave  extraordinary  powers,  under  the  Banking  Act  of  1933,  to  place  effective 
checks  upon  speculation.  The  committee  believes  that  the  present  method 
antler  which  changes  In  rediscount  rates  are  initiated  in  the  reserve  banks, 
but  are  subject  to  the  approval  of  the  Federal  Reserve  Board,  is  far  superior 
to  the  proposed  method. 

The  proposal  that  the  open-market  committee  be  given  power  to  deal  with 
the  reserves  to  be  required  of  member  banks  is  discussed  later  In  this  report. 

It  Is  to  be  recognized  that  there  are  occasions  upon  which  an  open-raarbet 
operation  should  be  entered  Into  by  all  of  the  banks.  The  committee  believes 
that  when  these  occasions  arise  the  Reserve  banks,  acting  independently, 
would  conform  voluntarily  to  any  sound  program  that  might  be  agreed  upon. 
The  committee  strongly  urges  that  no  power  be  given  to  compel  the  Reserve 
banks  to  engage  in  specific  open-market  operations  unless  the  program  meets 
with  the  approval  of  a  majority  of  the  12  Federal  Reserve  banks. 

Recm mendati on*.— The  committee  believes,  therefore,  that  open-market  poli- 
cies should  continue,  as  at  present,  to  be  formulated  by  a  committee  repre- 
senting the  12  Federal  Reserve  hanks.  If  authority  is  given  to  any  agency 
of  the  system  to  enforce  compliance  by  the  banks  with  a  stated  open-market 
policy,  such  authority  should  be  made  contingent  upon  Its  acceptance  by  a 
majority  of  tbe  banks. 

Changes  In  the  rediscount  rate  should  contlnne,  as  at  present,  to  be  Initiated 
by  the  Federal  Reserve  banks,  subject  to  tbe  approval  of  the  Federal  Reserve 
Board. 

BEM8O0UNTS  AND  LOANS   TO   MEMBEB  BANKS 

Amendment.— Tbe  bill  (sec,  206)  would  provide  that,  BUbJect  to  Federal 
Reserve  Board  regulation  as  to  maturities  and  other  matters,  any  Federal  Re- 
serve bank  Would  be  permitted  to  rediscount  for  a  member  bank,  upon  Its  en- 
dorsement, any  commercial,  agricultural,  or  Industrial  paper  and  to  make 
advances  to  a  member  bank  on  its  promissory  notes  secured  by  any  sound 
assets  of  such  member  bank. 

At  pretent. — The  Federal  Reserve  Act  prescribes,  with  careful  limitations,  the 
types  of  advances  which  may  be  made  by  Federal  Reserve  banks  to  member 
banks  and,  under  exceptional  circumstances,  directly  to  Individuals,  partner- 
ships, or  corporations.  There  are  also  meticulous  provisions  respecting  the 
types  and  maturities  of  paper  made  eligible  for  rediscount,  with  emphasis 
placed  upon  commercial  loans.  An  emergency  provision  that  a  Reserve  bank 
<uuld  come  to  the  assistance  of  a  bank  which  has  sound  assets  but  is  devoid 
of  eligible  paper  lapsed  in  March  1935. 

Modification*. — It  has  been  proposed  that  the  emergency  provision  of  the 
Federal  Reserve  Act  (sec.  lO-b,  which  lapsed  Mar.  3,  1935)  be  restored  for  a 
limited  period,  and  that  little  or  no  change  be  made  In  other  requirements  con- 
cerning rediscounts  and  advances.  Section  10-h  provided  that  a  member  bank 
with  no  further  eligible  and  acceptable  assets  available  to  enable  It  to  obtain 
adequate  credit  accommodations,  through  redlscounting  at  a  Reserve  bank  or 
any  other  method  provided  by  tbe  Reserve  Act,  could  secure  advances  from  the 
Reserve  bank  on  time  and  demand  notes  secured  to  tbe  satisfaction  of  the 
Reserve  bank.  The  note  was  required  to  bear  interest  at  a  rate  not  less  than 
1  percent  higher  than  the  highest  rediscount  rate. 

Others  would  require  that  advances  to  member  banks,  collateraled  by  Gov- 
ernment bonds,  bear  a  higher  rate  of  interest  than  rediscounts,  and  some  would 
curtail  more  drastically  tbe  use  of  Government  securities  by  member  banks 
In  obtaining  accommodations  from  the  Reserve  banks. 

Comment. — Objection  is  found  to  the  proposal  that  the  Federal  Reserve 
Banks  be  permitted  to  rediscount  for  the  member  banks  any  commercial,  agri- 
cultural, or  Industrial  paper,  and  to  make  advances  to  the  member  banks  on 
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their  promissory  notes  secured  by  any  sound  assets  of  such  banks  because  K 
would  mean  a  change  In  tbe  fundamental  conception  of  the  Reserve  System 
that  has  prevailed  since  its  establishment  and  that  should  be  continued. 

It  Is  not  the  function  of  a  central  banking  system  to  accept  illiquid  or  lout- 
term  paper  and  proper  safeguards  against  the  acceptance  of  such  paper  shooM 
be  specified  by  statute.  Tbe  proposal  would  eliminate  the  carefully  devised 
limitations  now  prescribed  by  the  Federal  Reserve  Act  as  to  the  kinds  and 
maturities  of  paper  that  may  be  taken  by  the  Reserve  banks. 

The  committee  recognizes  that  the  character  of  assets  of  tbe  member  bmla 
baa  undergone  some  changes  since  tbe  Federal  Reserve  System  was  established, 
and  that  an  increasing  percentage  of  such  assets  has  been  invested  in  securities 
and  advanced  upon  collateral  loans  of  types  not  generally  considered  suitable 
for  rediscount.  It  Is  to  be  expected,  however,  that  a  substantial  upturn  la 
business  activity  will  bring  forth  a  greatly  increased  volume  of  eligible  paper. 

The  total  loans  and  discounts  of  the  Federal  Reserve  bunks  now  outstanding 
to  member  banks  Is  less  than  110,000,000,  whereas  the  banks  possess  approxi- 
mately $2,000,000,000  of  eligible  paper  exclusive  of  Government  obligations.  In 
more  normal  periods  tbe  eligible  paper  possessed  by  the  member  banks  always 
has  been  many  tunes  greater  than  the  amount  of  rediscounts.  Neither  the  pros- 
pective capital  positions  of  the  principal  customers  of  the  member  banks  nor 
their  general  credit  practices  warrant  the  assumption  that  eligible  paper  In  large 
volume  will  not  be  possessed  by  the  member  banks. 

There  does  not  appear  to  be  at  this  time  any  great  need  of  the  amendment 
It  has  been  pointed  out  by  tbe  Federal  Reserve  Board  In  a  recent  annual  repurt 
that  the  use  made  by  the  member  banks  of  the  emergency  power  to  borrow  upon 
assets  not  otherwise  eligible  for  rediscount  was  availed  of  by  relatively  few 
banks.  The  amounts  Involved  In  those  loans  were  not  large,  the  maximum  out- 
standing ut  any  one  time  being  less  than  $100,000,000.  Tbe  existence  of  these 
facilities,  however,  served  a  useful  purpose  In  Individual  situations. 

The  committee  recognizes  the  desirability  of  a  reexamination  of  the  eligibility 
requirements.  It  Is  convinced,  however,  that  there  should  be  no  such  broad  grant 
of  authority  to  the  Federal  Reserve  Board  to  determine  these  requirements  as 
is  proposed  In  the  bill.  If  legislation  Is  to  be  passed  at  this  session.  It  might  be 
well  to  reennct  the  emergency  provisions  which  lapsed  last  March,  without  mak- 
ing other  changes  in  the  eligibility  requirements. 

Recommendation. — Tbe  committee  believes  that — 

Present  requirements  as  to  the  eligibility  of  paper  for  rediscount  with,  or 
to  secure  advances  from,  the  Federal  Reserve  banks  should  be  retained,  except 
that  consideration  should  be  given  to  the  desirability  of  reenacting,  for  a 
limited  period,  the  emergency  provision  of  the  Federal  Reserve  Act,  known  as 
"Section  10-b",  which  lapsed  in  March  1935. 

PURCHASE    AND    SAJ.E    OF    GUARANTEED    OBLIGATIONS 

Amend»nc«(.~ The  bill  (sec.  207)  would  provide  that  nil  obligations  that  are 
guaranteed  both  as  to  principal  and  Interest  by  the  United  States  would  be 
eligible  for  open-market  purchases  by  the  Federal  Reserve  banks  upon  the 
same  basis  as  direct  obligations  of  the  Government  and  without  regard  to 
maturities. 

At  present—  Direct  obligations  of  the  United  States  are  eligible  for  open- 
market  Derations.  The  Reserve  banks  have  purchased  principally  the  shorter 
term  securities.  Other  obligations,  which  may  be  cunranteed  as  to  principal 
and  Interest  by  the  United  States,  are  not  fully  eligible  in  every  instance  for 
open-market  operations.  With  tbe  exception  of  bonds  and  notes  of  the  United 
States,  obligations  which  may  be  purchased  by  the  Reserve  banks  nornwllj' 
must  have  maturities  of  not  exceeding  0  months  from  the  date  of  purchase. 

ilodifirat  ion  .—None  has  been  pro|x>sed. 

Comment. — The  proposed  amendment  serves  to  focus  attention  upon  the 
Increasing  number  of  Federal  agencies  which  hnve  access  to  the  money  market1 
and  to  the  resources  of  the  Federal  Reserve  and  the  memhei'  banks.  While 
it  may  be  said  that  no  distinction  should  be  made  In  principle  between  direct 
obligations  of  the  Government  and  those  fully  guaranteed  by  it,  the  committee 
believes  that  there  should  be  resistance  to  the  trend  toward  making  the  Reserve 
System  the  repository  of  innumerable  types  of  securities  which  are  not  snlwbte 
for  Investment  by  Reserve  banks.  Tbe  Reserve  banks,  moreover,  should  not  be 
expected  or  be  called  upon  to  provide  the  guaranteed  obligations  of  tbe  Gov- 
ernment with  greater  attractiveness  by  supplying  a  market  for  them.    It* 
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member  banks  already  possess  ample  holdings  of  direct  obligations  of  the 
Government  with   which   to  obtain  reserve  credit  should   occasion    require. 

In  central  banking  systems  that  are  most  highly  regarded  conservative  policies 
are  In  force  in  relation  to  the  amount  of  Government  paper  that  they  acquire. 
It  is  to  be  noted  that  their  extensions  of  credit  to  the  primary  banks  upoa 
the  security  of  direct  obligations  of  their  governments  may  bear  higher  rates 
Of  Interest  than  extensions  on  the  security  of  commercial  paper. 

Recommendation. — The  committee  believes  that — 

The  Federal  Reserve  banks  should  not  be  permitted  to  buy  and  sell,  without 
limits  as  to  volume  or  maturity,  the  obligations  which  are  guaranteed  by  the 
Government  bnt  which  are  not  Its  direct  obligations. 

SBW  BASIS  rOE  FEDCBAL  RESERVE  ROTES 

Amendment. — The  bill  (sec.  206)  provides  that  each  Federal  Reserve  bank 
would  be  permitted  to  Issue  Federal  Reserve  notes,  which  would  be  obligations  of 
the  United  States,  secured  by  a  first  and  paramount  Hen  on  all  the  assets  of  the 
Reserve  bank.  The  banks  wunld  be  required,  however,  to  maintain  reserves  in 
gold  certificates  of  not  less  than  40  percent  against  Federal  Reserve  notes  in 
actual  circulation.  The  notes  would  be  issued  and  retired  under  such  rales  and 
regulations  as  the  Federal  Reserve  Board  would  prescribe  and  would  be  legal 
tender  for  all  purposes. 

At  present. — Under  the  present  law  each  Federal  Reserve  bank  must  maintain 
a  100-percent  cover  for  Federal  Reserve  notes,  of  which  cover  a  minimum  of  49 
percent  must  be  in  gold  certificates  and  the  balance  In  eligible  paper  or  Govern- 
ment securities,  or  both.  The  inclusion  of  Government  securities  as  part  of  the 
cover  for  such  notes  has  generally  been  regarded  with  doubt  even  as  a  temporary 

Modification. — No  material  modification  has  been  advanced. 
Comment. — This  proposal  of  the  pending  measure  has  attracted  much  unfavor- 
able comment.    Taken  with  other  provisions  of  the  bill,  It  would  mean  the 
virtual  elimination  from  the  Federal  Reserve  Act  of  what  remains  of  the  original 
purpose  to  establish  a  sound  and  elastic  bank-note  currency. 

The  amendment  would  remove  permanently  the  requirement  of  any  specific 
cover  except  the  minimum  40  percent  in  gold  certificates,  but  would  retain  the 
present  provision  that  the  notes  are  a  first  and  paramount  Hen  upon  the  Reserve 
bank  assets.  It  would  mean  that  Reserve  notes  in  the  future  would  deteriorate 
in  quality  as  the  assets  of  the  banks  changed  from  short  term  to  long  term  or 
became  less  liquid.  There  would  be  neither  an  elastic  nor  a  redeemable 
currency. 

The  proposed  amendment  would  make  for  a  less  desirable  Federal  Reserve 
note,  especially  since  other  amendments  would  permit  assets  of  the  Reserve 
banks  to  be  composed  more  largely  of  Government  securities  and  all  manner  of 
long-term  or  Illiquid  paper. 

The  proposal  would  be  more  acceptable  if  there  were  safeguards  as  to  the 
quality  and  maturity  of  the  assets  of  the  Reserve  banks  and  against  political 
interference  with  their  management.  In  view,  however,  of  the  suggestion  that 
the  eligibility  requirements  for  rediscounts  be  left  entirely  to  the  Federal  Reserve 
Board  and  the  possibility  that  holdings  of  Government  securities  and  guaranteed 
obligations  would  be  increased,  disturbing  questions  would  arise  concerning  the 
volume  and  quality  of  future  Reserve  note  circulation. 

The  fear  appears  justified  that  under  two  proposed  changes,  namely,  In  the 
eligibility  requirements  for  rediscounts  and  in  the  collateral  requirements  for 
Federal  Reserve  notes  practices  would  develop  which  are  not  generally  recog- 
nized as  being  desirable  In  central  banks.  These  changes  taken  together  would 
emphasize  the  prospect  of  more  central  management  and  "  conscious  control "  of 
money  and  credit  and,  combined  with  the  deficit  financing  of  the  Government, 
would  make  for  an  Increased  opportunity  for  Inflation. 
Recommendation. — The  committee  believes  that : 

Each  Reserve  bank,  as  at  present,  should  be  required  to  maintain  a  100 
percent  cover  for  Federal  Reserve  notes  of  which  cover  a  minimum  of  40 
percent  should  be  in  gold  certificates  and  the  balance  In  eligible  paper,  or, 
temporarily,  Government  securities,  or  both. 

BESEBVES  AGAINST  DEPOSITS  GT  BESBBVE  BANES 
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The  reserves  would  be  lawful  money  (other  than  Federal  Reserve  notes  « 
Federal  Reserve  bank  notes)  of  not  less  than  35  percent 

At  present. — Bach  Reserve  bank  is  required  to  maintain  a  So-percent  resent 
In  gold  certificates  or  lawful  money  against  deposits. 

Modification. — None  bas  been  officially  proposed. 

Comment. — No  great  objection  has  been  raised  to  this  proposal  except  tku 
It  would  constitute  another  step  away  from  the  principle  that  the  structure  at 
both  the  note  Issues  aud  the  deposits  of  a  Reserve  bank  should  be  placed  ope 
a  firm  basis  of  gold  reserves.  There  Is  no  emergency  which  require*  tk 
passage  of  the  amendment. 

Recommendation. — We  believe  that: 

It  Is  desirable  to  maintain  that  required  reserves  against  the  deposits  o( 
Federal  Reserve  banks  should  consist  of  35-percent  reserve  in  gold  certlncatM 
or  lawful  money. 

BXSEBVES  Or    MBMBSE   BANKS 

Amendment.— The  bill  (sec.  200)  would  provide  ■  new  basis  tor  the  d> 
termination  of  the  reserves  of  member  banks.  In  order  to  prevent  tnjuriosi 
credit  expansion  or  contraction,  the  Federal  Reserve  Board  would  be  pat- 
mitted  to  change  by  regulation  the  requirements  as  to  reserves  to  be  mils- 
tained  against  demand  or  time  deposits,  or  both,  by  member  banks  In  any  or  d 
of  tbe  reserve  districts  and/or  In  any  or  all  of  the  three  reset-re  classes  «1 
eitles. 

At  present. — The  law  now  specifies  definite  minimum  reserves  that  must  hi 
maintained  by  member  banks,  according  to  their  locations.  The  highest  it- 
serves  against  deposits  are  required  of  the  banks  In  the  central  MssrW 
cities  (New  York  and  Chicago).  The  next  highest  reserves  are  requited 
in  tbe  reserve  cities  (now  some  62  In  number),  and  the  lowest  reserves  sr 
required  of  banks  outside  of  these  two  classes  of  cities,  namely,  those  In  the 
country  districts.  There  is,  however,  an  emergency  provision  that  the  Federal 
Reserve  Board,  upon  the  affirmative  vote  of  not  less  than  five  of  Its  members  and 
witb  the  approval  of  the  President,  may  declare  that  an  emergency  eiWi 
by  reason  of  credit  expansion  and  may,  by  regulation,  during  such  emergen? 
Increase  or  decrease  the  reserve  balances  required  to  be  maintained  by  member 
banks  against  their  deposits. 

Modification. — The  Governor  of  the  Federal  Reserve  Board  has  proposed  a 
modification  of  the  amendment  to  the  effect  that  changes  in  member  bank 
reserve  requirements  might  be  applied  to  two  classes,  namely,  to  one  clan  to 
be  composed  of  the  banks  In  central  reserve  and  reserve  cities,  aud  to  a  second 
class  to  be  composed  of  the  banks  In  country  areas.  The  report  of  the  Hoax 
Committee  on  Banking  and  Currency  supports  this  proposal. 

It  has  also  been  proposed  that  there  be  provided  fixed  limits  within  whM 
the  reserve  percentages  could  be  raised  or  lowered  and  that  the  power  to  change 
the  reserve  requirements  be  reposed  In  an  open  market  committee  representative 
of  the  Reserve  banks. 

Comment. — Proposals  for  changes  in  the  required  reserves  hare  been  under 
discussion  for  many  years.  This  subject  Is  of  great  Importance  not  only  te 
the  member  banks  of  the  Federal  Reserve  System,  but  to  commerce,  agrlcal- 
ture,  and  Industry,  as  reserve  requirements  have  an  Important  bearing  upas 
the  availability  of  bank  credit. 

The  committee  takes  tbe  position  that,  based  upon  recommendations  of  a*- 
mlnistrntive  officials  of  the  Reserve  System  outlining  the  extent  of  proposal 
changes  and  presenting  a  method  of  computing  the  reserves  to  be  required  at 
member  banks,  there  should  be  legislative  revision  of  the  provisions  of  tke 
Federal  Reserve  Act  relating  to  such  reserves.  The  legislation  should  stab) 
definite  percentages  of  deposits  within  which  required  reserves  could  be  change! 
by  action  of  the  Federal  Reserve  Board.  There  Is  no  Immediate  need,  how- 
ever, for  such  legislation  and  no  changes  at  all  would  be  preferable  to  radi 
delegation  of  power  to  tbe  Federal  Reserve  Board  as  would  be  provided  by  us) 
amendment  or  the  later  suggestion  of  the  Governor  of  the  Federal  Resemj 

Since  the  law  now  provides  sufficient  power  to  meet  an  emergency  thai 
is  no  Immediate  need  for  additional  legislation  of  this  character  to  conn* 
possible  Inflation. 

An  important  objection  to  the  broad  grunt  of  power  which  the  amendment 
would  give  to  tbe  Federal  Reserve  Board  Is  that  through  the  exercise  of  tsk 
power  great  changes  in  the  banking  system  could  be  forced.    The  door  wmbi 
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be  opened,  for  Instance,  to  furthering  a  theory  which  a  few  persons  have 
advanced,  that  a  100  percent  reserve  should  be  established  against  demand 
deposits.  Arbitrary  decisions  In  such  matters  by  a  small  group  of  persons, 
with  power  to  act.  would  create  considerable  disturbance. 

Recommendation. — The  committee  concludes,   therefore,   that — 
"After  the  reserve  authorities   have  submitted  a  plan   for  minimum  and 
maximum  reserves  of  member  bunks  and  a  method  of  computing  the  reserves, 
it  would  be  advisable  for  the  Congress  to  consider  modification  of  the  present 
reserves  required  of  member  banks." 

LOANS    OK    IMPROVED    SEAL    ESTATE    BY    MHMBBR    BANKS 

Amendment. — The  bill  (section  210)  would  provide  that  State  member  banks 
must  conform  to  the  limitations  upon  national  banks  In  regard  to  new  loans 
made  upon  the  security  of  real  estate. 

The  bill,  however,  would  change  substantially  the  powers  of  national  banks  to 
make  loans  upon  Improved  real  estate.  Such  a  loan  could  not  have  a  maturity 
in  excess  of  8  years  nor  be  in  an  amount  In  excess  of  60  percent  of  the  actual 
value  of  the  property,  except  that  a  loan,  secured  by  a  first  Hen  In  an  amount 
not  exceeding  76  percent  of  the  actual  value  of  the  property,  could  be  made  If  it 
is  required  to  be  completely  amortised  within  a  period  not  exceeding  20  years  by 
means  of  substantially  equal  monthly,  quarterly,  semiannual,  or  annual  pay- 
ments. The  aggregate  sum  of  such  loans  could  not  exceed  the  paid-in  unim- 
paired capital  and  unimpaired  surplus,  or  00  percent  of  the  time  and  savings 
deposits  of  the  bank,  whichever  Is  the  greater.  <The  geographical  restrictions 
on  real-estate  loans  would  be  removed.) 

In  the  case,  however,  of  loans,  secured  by  improved  real  estate  and  insured 
under  the  provisions  of  title  II  of  the  National  Hoaslng  Act,  the  restrictions  as 
to  the  amount  of  the  loan  in  relation  to  the  value  of  the  real  estate  and  as  to 
the  3-year  limit  on  the  terms  of  the  loans  would  not  apply. 

At  present. — State  member  banks  must  conform  only  to  the  requirements  of 
their  respective  State  laws,  which  in  some  Instances  grant  them  powers  different 
from  those  of  national  banks  In  the  matter  of  real-estate  loans. 

A  national  bank  Is  authorised  to  lend  upon  improved  real  estate  for  a  period 
not  exceeding  5  years,  and  In  an  amount  not  exceeding  CO  percent  of  the  actual 
value  of  tbe  property.  The  aggregate  amount  of  such  loans  may  not  exceed  28 
percent  of  the  hank's  paid-in  unimpaired  capital  and  unimpaired  surplus  or 
one-half  of  Its  savings  deposits,  as  it  may  elect. 

There  is  no  provision  that  a  national  hank  may  make  an  amortized  loan 
without  conforming  with  the  limitation  of  5  years  maturity  and  BO  percent  of 
the  value  of  the  property,  except  that  in  the  case  of  n-  loan  which  la  Insured 
under  tbe  provisions  of  title  II  of  the  National  Housing  Act  the  restrictions  as 
to  the  amount  of  the  loan  la  relation  to  the  value  of  the  real  estate  and  as  to 
tbe  5-year  limit  on  Its  term  do  not  apply. 

A  national  bank  may  make  a  loan  only  upon  the  security  of  a  first  lien  upon 
property  situated  wltbln  the  reserve  district  In  which  It  is  located  or  within 
a  radius  of  100  miles  of  the  location  of  tbe  bank. 

ifoteflonlion. — The  Governor  of  the  Federal  Reserve  Board  has  proposed 
that  the  conditions  upon  which  loans  upon  the  security  of  real  estate  might  be 
made  by  member  banks  should  be  left  to  the  discretion  of  the  Federal  Reserve 
Board  to  enforce  by  regulations  and  that  some  suitable  geographical  limitations 
ma  to  the  territory  In  which  such  loans  might  be  made  should  be  established. 

It  has  also  been  suggested  that  all  real-estate  loans  hereafter  made  should 
be  limited  to  60  percent  of  the  appraised  value  of  the  property  and  that  the 
Federal  Reserve  Board  be  given  discretion  to  make  regulations  governing  real- 
estate  loans  held  by  member  banks  at  tbe  present  time,  but  that  they  he  per- 
mitted to  make  unamortized  real-state  loans  up  to  a  period  of  5  years. 

The  report  of  the  House  Committee  on  Banking  and  Currency  would  support 
the  Idea  that  the  conditions  under  which  real-estate  loans  may  be  made  by 
national  banks  should  he  prescribed  henceforth  by  regulations  of  the  Federal 
Reserve  Board,  except  that  ID  the  amount  of  any  such  loan  hereafter  made 
could  not  exceed  60  percent  of  the  appraised  value  of  the  real  estate  at  the  time 
the  loan  Is  made:  and  (2)  the  aggregate  amount  of  such  loans  which  any  hank 
might  make  would  not  be  permitted  to  exceed  the  capital  and  surplus  of  th« 
bank  or  80  percent  of  Its  time  and  savings  deposits,  whichever  1b  greater. 

Comment. — The  proposed  amendment  would  disregard  tbe  results  of  the  prac- 
tical experience  of  commercial  banks  With  long-term  real-estate  loans  when 
made  upon  an  over-liberal  basis  or  In  too  large  volume. 
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It  Is  recognised  that  member  banks  of  the  Reserve  Systran  should  be  per- 
mitted to  invest  at  least  a  portion  of  their  time  and  savings  deposits  In  ral- 
estate  loans,  If  they  are  to  continue  to  accept  such  deposits  and  oar  commnnitfei 
are  to  be  supplied  with  adequate  credit  facilities. 

The  interests,  however,  of  the  depositors  In  such  banks  require  that  leudtaf 
upon  real  estate  be  carefully  circumscribed,  both  as  to  the  amount  that  can  ta 
loaned  upon  a  single  property  and  the  proportion  of  the  bank  assets  which  aij 
be  engaged  In  real-estate  loans.  It  will  be  recalled  that  the  banks  in  recent  yean 
have  been  severely  criticized  for  tying  up  their  deposits  in  illiquid  paper.  Its 
strange,  therefore,  to  have  it  suggested  by  one  with  some  responsibilities  of 
bunk  supervision  that  there  be  a  relaxation  of  standards  which  in  the  past  ban 
not  proved  too  high. 

If  many  State  banks  that  are  not  now  members  of  the  Reserve  System  in 
compelled  to  join  it,  the  greatest  care  will  be  necessary  to  penult  them  a  sufflciMt 
but  not  undue  authority  to  lend  in  the  future  upon  the  security  of  real  estate, 
It  would  be  a  disservice  to  them  and  to  their  depositors  to  encourage  loons  upoi 
the  security  of  paper  that  may  prove  to  be  without  a  ready  market,  whether 
mortgages  or  bonds,  or  to  invest  in  such  paper  to  an  extent  that  experience  hu 
not  Indicated  to  be  desirable. 

If  it  be  expected  that  the  Reserve  banks  should  increase  the  liquidity  of  the 
member  banks  by  making  them  advances  upon  the  security  of  such  assets,  in  the 
event  of  trouble  arising,  the  reserve  banks  will  depart  further  from  a  proper 
sphere  of  operation  of  central  reserve  institutions  and  thus  be  more  likely  t* 
intensify  rather  than  relieve  the  uneasiness  of  the  country  with  respect  to  nk> 
credit  situation. 

Recommendations. — We  believe  that  the  power  of  member  banks  to  make  tot 
upon  the  security  of  Improved  real  estate  should  be  limited  to  00,  or  at  most 
percent  of  tbe  appraised  value  of  the  property,  and  the  permissible  volume  of  sock 
loans  should  bear  a  conservative  relation  to  capital  and  surplus,  or  to  time  and 
savings  deposits. 

If  the  application  of  the  present  provision  of  law  that  all  banks  in  the  insur- 
ance-deposit fond  mast  be  members  of  the  Federal  Reserve  System  after  July  1, 
1937,  Is  postponed  or  If  the  provision  is  eliminated,  the  mortgage-loan  limita- 
tions should  he  established  with  sole  attention  to  the  situation  of  the  banks  now 
In  the  membership  of  the  Reserve  System. 


Amendment. — While  there  was  no  amendment  dealing  specifically  with  the 
■abject  of  business  stability  in  the  bill  as  Introduced,  the  Governor  of  the 
Federal  Reserve  Board  later  recommended  the  insertion  of  a  provision  thai 
"  it  shall  be  the  duty  of  the  Federal  Reserve  Board  to  exercise  such  powers  es 
It  possesses  to  promote  conditions  making  for  business  stability  and  to  mitigate 
by  Its  Influence  unstabilizing  fluctuations  in  the  general  level  of  production, 
trade,  prices,  and  employment,  so  far  as  may  be  possible  within  the  scope  of 
monetary  action." 

The  bill  (nee.  204-b)  as  reported  by  tbe  House  Banking  and  Currency  Com- 
mittee would  require  the  Federal  Reserve  Board  "  to  exercise  such  powers  at 
It  possessed  in  such  manner  as  to  promote  conditions  conducive  to  business 
stability  and  to  mitigate  by  its  influence  unstabilizing  fluctuations  in  the  gen- 
eral level  of  production,  trade,  prices,  and  employment,  so  far  ns  may  be  possible 
within  the  scojie  of  monetary  action  and  credit  administration." 

At  prenent. — There  is  no  requirement  of  law  that  tbe  powers  of  tbe  Fedetil 
Reserve  System  be  exerted  to  produce  business  stability.  As  a  matter  of  poller, 
however,  it  is  recognized  that,  as  a  reserve  or  supplementary  credit  system 
the  Federal  Reserve  Board  and  Reserve  banks  must  seek  to  exert  a  steadying 
influence  upon  the  money  market  and  upon  the  course  of  Industry. 

In  1033  a  modification  of  the  Federal  Reserve  Act  was  made  to  estabbsV 
that,  subject  to  the  provisions  of  law  and  the  orders  of  the  Federal  Resent 
Board,  the  directors  of  n  reserve  bank  may  extend  to  each  member  bank  sock 
discounts,  advances,  and  accommodations  as  may  be  safely  and  reus-wabtj 
made  with  due  regard  to  the  claims  and  demands  of  other  member  bar" 
"  the  maintenance  of  sound  credit  conditions  and  the  accommodation  of  a 
merce,  Industry,  and  agriculture."  The  italicised  word  "  may  "  replaced  tk* 
word  "shall"  and  thus  more  clearly  granted  discretion.  "The  malntennat 
of  sound  credit  conditions  and  the  accommodation  of  commerce,  Industry,  sal 
agriculture"  were  added  as  testa  to  be  applied. 
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It  was  also  required  by  the  amendment  of  1933  tbat  each  reserve  bank 
mum  keep  Itself  informed  of  the  general  character  and  amount  of  the  loans 
and  Investments  of  its  member  banks  with  a  view  to  ascertaining  wbeth'T 
undue  use  Is  being  made  of  bank  credit  for  the  speculative  carrying  of  or 
trading  In  securities,  real  estate,  or  commodities,  or  for  any  other  purpose 
inconsistent  with  the  maintenance  of  sound  credit  conditions;  and  to  give 
con  si  deration  to  such  Information  In  determining  whether  to  grant  or  refuse 
advances,  rediscounts,  or  other  credit  accommodations.  Each  reserve  bank 
chairman  Is  required  to  report  to  the  Federal  Reserve  Board  any  such  undue 
use  of  bank  credit  by  any  member  bank,  together  with  his  recommendation. 
The  Federal  Reserve  Board,  after  reasonable  notice  and  opportunity  for  a  hear- 
ing, may  suspend  the  bank  from  the  use  of  the  credit  facilities  of  the  Federal 
Reserve  System  if  the  bank,  in  the  Board's  Judgment,  is  making  such  undue 
use  of  bank  credit  The  suspension  may  be  terminated,  or  it  may  be  renewed 
from  time  to  time. 

If  any  member  bank,  during  the  life  or  continuance  of  an  advance  to  It  by  a 
Reserve  bank,  and  despite  the  official  warning  of  the  Reserve  bank  or  of  the 
Federal  Reserve  Hoard  to  the  contrary.  Increases  Its  outstanding  loans  secured 
by  collateral  In  the  form  of  stocks,  bonds,  debentures,  or  other  such  obligations, 
or  in  the  form  of  loans  made  to  members  of  any  organized  stock  exchange, 
investment  house,  or  dealer  In  securities,  upon  any  obligation,  note,  or  Mil, 
secured  or  unsecured,  for  the  purpose  of  purchasing  and/or  carrying  stocks, 
bonds,  or  other  Investment  securities,  except  obligations  of  the  United  States 
and  except  the  temporary  carrying  and  clearance  loans  made  solely  for  the 
purpose  of  facilitating  the  purchase  or  delivery  of  securities  offered  for  public 
subscription,  the  advance  will  become  immediately  due  and  payable  and  the 
member  bank  will  be  Ineligible  for  such  advances  for  such  period  as  thq 
Federal  Reserve  Board  determines. 

Comment  .—This  committee  lias  Indicated  In  the  first  part  of  its  report  that, 
as  a  matter  of  policy,  the  Federal  Reserve  Board  and  the  Reserve  banks,  in 
cooperation  with  the  member  banks,  should  endeavor  to  promote  business  sta- 
bility. It  is  to  be  noted,  however,  that  difficulties  may  arise  from  a  specific 
requirement  of  law  tbat  stability  of  business  prices  and  employment  shall  be  a 
required  duty  of  the  Federal  Reserve  System.  Puhllc  expectations  may  be 
raised  that  cannot  be  realized  through  use  of  the  powers  that  the  System 
possesses  and  It  is  liable  to  be  subjected  to  severe  criticisms  on  the  grounds 
that  It  has  not  mnde  proper  exercise  of  Its  powers  in  the  event  of  conditions 
arising  that  any  iwrticular  group  deems  to  be  unstable  or  undesirable. 

It  should  he  remembered  that  it  is  a  primary  obligation  of  the  Federal  lie- 
serve  System  to  provide  for  the  custody,  regulation,  and  protection  of  the 
central  banking  and  currency  reserves  of  the  country.  All  of  these  reserves 
are  not  now  possessed  by  the  System.  Under  some  of  the  amendments  of  the 
bill  the  assets  of  the  Reserve  bunks  themselves,  which  should  be  of  the  most 
liquid  character  possible,  may  become  such  as  to  Interfere  with  the  discharge 
of  its  primary  duties. 

So  far  as  monetary  action  may  be  necessary  to  contribute  to  stability,  it 
should  be  recalled  thnt  the  Federal  Reserve  banks  do  not  possess  the  exclusive 
rlf&t  of  note  issue  and  that  broad  monetary  powers  are  vested  outside  of  the 
System.  The  management  and  policies  of  the  System  may  be  brought  under 
Government  control  and  the  Influence  of  politics.  The  Reserve  banks  are  not 
today  the  bankers  of  all  our  banks,  and  cannot  influence  the  credit  policies  of 
nonwembers  nor  of  many  other  credit-granting  institutions  while  their  influ- 
ence in  relation  to  many  of  the  present  member  banks  is  of  n  limited  character. 

All  of  these  conditions  have  a  direct  bearing  upon  the  advisability  of  enact- 
ing a  requirement  that  may  lead  to  the  charge  that  business  instability  in  the 
future  will  be  Ihe  result  of  delinquencies  or  misdirections  of  policy  of  the 
Federal  Reserve  System,  and  especially  of  the  Federnl  Reserve  Board. 

The  conditions  that  have  just  been  referred  to  and  all  proposals  that  would 
add  further  strength  and  usefulness  to  the  Reserve  System  should  te  examined 
tu  n  comprehensive  inquiry  by  a  competent  body  before  fundamental  changes 
In  the  structure,  policy,  or  operations  of  the  System  are  made.  It  would  seem 
that  better  integration  of  the  entire  banking  system  of  the  country,  more  pro- 
tection of  the  Reserve  System  Itself  from  unwise  actions  by  the  Government, 
and  greater  resources  and  powers,  with  proper  safeguards,  will  be  necessary 
before  our  credit  mechanism  can  contribute  most  usefully  to  the  promotion 
of  such  stability  as  is  the  objective  of  the  amendment  In  question. 

(Thereupon,  at  12: 15  p.  m.,  Tuesday,  May  21,  1936,  the  subcom- 
mittee adjourned  to  meet  at  10:30  o'clock  the  following  morning.) 
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wednesday,  mat  82,  1935 

United  States  Senate, 
Subcommittee  of  the  Committee 

on  Banking  and  Cdbbenct, 

Washington,  D.  C. 
The  subcommittee  met,  pursuant  to  adjournment  on  yesterday, 
at  10 :  30  a.  m.,  in  room  301,  Senate  Office  Building,  Senator  Carter 
Glass  presiding. 

Present:  Senators  Glass  (chairman  of  the  subcommittee) ,  Bulkley, 
McAdoo,  Bankhead,  and  Townsend. 

Senator  Glass.  The  subcommittee  will  come  to  order. 
Mr.  Byrne,  if  you  will  be  good  enough  to  come  up  to  the  com- 
mittee table  and  take  a  seat  opposite  the  committee  reporter. 
Mr.  Byrne.  Thank  you,  Mr.  Chairman. 

Senator  Glass.  I  believe  you  are  the  president  of  the  Hartford 
Trust  Co. 

Mr.  Byrne.  Yes,  Mr.  Chairman,  but  the  correct  name  is  Hartford- 
Connecticut  Trust  Co. 

STATEMENT  OF  JOHN  B.  BYRNE,  HARTFORD,  CONN.,  CHAIRMAN 
OF  A  SPECIAL  COMMITTEE  OF  THE  EXECTTTTVE  COMMITTEE 
OF  THE  CONNECTICUT  BANKERS'  ASSOCIATION 

Senator  Glass.  Mr.  Byrne,  we  hare  under  consideration  the  bill, 
S.  1715,  and  have  understood  that  you  wanted  to  be  heard  on  the 
bill. 

Mr.  Byrne.  Yes,  Mr.  Chairman. 

Senator  Glass.  We  will  be  glad  to  have  any  statement  you  care 
to  make. 

Mr.  Byrne.  I  might  say,  gentlemen  of  the  committee,  that  I  am 
chairman  of  a  special  committee  which  was  appointed  by  the  execu- 
tive committee  of  the  Connecticut  Bankers'  Association,  which  drew 
up  a  set  of  resolutions  in  regard  to  this  bill.  Those  resolutions  were 
forwarded  to  you  and  are  now,  I  take  it,  in  your  possession.  My 
purpose  today  is  simply  to  amplify  those  resolutions  in  person.  I 
might  say  by  way  of  further  explanation  that  for  9  years  I  was 
in  the  service  of  the  banking  department  of  the  State  of  Connecticut 
and  for  the  last  5  years  was  Commissioner  of  Banking  of  the  State. 

Senator  Glass.  You  may  proceed  with  your  statement. 

Mr.  Byrne.  Recently  the  executive  committee  of  the  Connecticut 
Bankers'  Association  adopted  a  resolution  in  opposition  to  certain 
provisions  of  the  proposed  banking  act,  and  a  copy  of  that  resolu- 
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lion  has  been  sent  to  each  member  of  your  committee.  I  am  hen 
today  with  the  authority  of  that  committee  to  express  its  views  u 
contained  in  that  resolution. 

In  the  first  place,  we  believe  that  titles  I,  II,  and  III,  into  which 
the  act  is  divided  in  the  bill,  are  unrelated  subjects  and  should  not 
properly  be  combined  in  one  measure.  Title  I  deals  with  certain 
changes  and  amendments  in  the  present  deposit- insurance  law,  and 
title  III  contains  modifications  and  clarifications  of  existing  baok> 
ing  laws.  Title  II,  however,  proposes  to  bring  about  far-reaching 
and  vital  changes  in  the  basic  set-up  of  the  Federal  Reserve  System. 
We  feel  that  such  radical  changes  should  not  have  been  combined 
with  the  technical  and  routine  changes  contained  in  titles  I  and  HL 

Now,  as  to  title  I:  I  have  to  say  to  you  that  the  feeling  against 
deposit  insurance  in  principle  is  very  strong  in  Connecticut.  We 
do  not  regard  it  as  a  cure  for  bad  banking.  We  feel  very  strongly 
that  it  may  weaken  and  undermine  good  banking  practice.  Our 
feelings  are  based  largely  on  the  belief  that  such  insurance  is  largely 
unnecessary  in  our  State  and  that  we  are  being  assessed  for  the 
benefit  of  banks  in  other  States.  However,  recognizing  that  then 
is  a  public  demand  for  some  form  of  insurance  and  that  its  con- 
tinuance for  the  time  being  is  expedient,  we  do  not  oppose  it.  We 
suggest,  however,  that  the  life  of  the  corporation  be  limited  to  a 
definite  period ;  that  the  maximum  amount  of  the  fund  to  be  raised 
be  fixed,  that  assessments  be  not  mandatory;  and  that  the  rate  be 
substantially  less  than  that  proposed  in  the  House  bill. 

Many  of  he  banks  in  our  State,  as  well  as  others,  are  doing  their 
utmost  in  the  face  of  diminishing  earnings  to  set  up  adequate  re- 
serves for  slow  and  doubtful  paper,  but  they  are  doing  it  only  by 
setting  aside  each  year  a  substantial  part  or  all  of  their  available 
earnings.  If  the  assessment  established  is  too  heavy,  it  will  seriously 
affect  the  ability  of  the  individual  bank  to  continue  to  put  its  house 
in  order,  and  it  may  be  that  a  great  many  banks  will  not  be  able 
to  stand  the  assessment  at  the  proposed  rate  and  will  be  forced  to 
withdraw  and  risk  going  it  alone. 

Senator  Glass.  And  you  say  risk  going  it  alone? 

Mr.  Byrne.  Yes,  sir. 

Senator  McAdoo.  And  the  proposed  rate  of  assessment  you  speak 
of  is  one-eighth  of  1  percent? 

Mr.  Byrne.  Yes,  sir.  And  I  can  report  for  67  State  banks  ia 
Connecticut,  with  total  deposits  of  $464,947,000,  the  assessment  at 
the  rate  would  bring  in  the  sum  of  around  $580,000.  The  State 
bank  commissioner  reports  to  me  that  the  net  earnings  of  those 
banks  last  year  were  $4,000,000  and  the  losses  were  $5,000,000. 

Senator  Townsend.  In  other  words,  they  were  in  the  red  a  million 
dollars? 

Mr.  Byrne.  Yes,  sir. 

Senator  McAdoo.  These  are  abnormal  times,  of  course. 

Mr.  Byrne.  That  is  true,  but  if  these  abnormal  times  continue 
and  this  assessment  rate  is  put  at  one-eighth  of  1  percent  it  would 
mean 

Senator  McAdoo  (interposing).  But  they  do  not  have  to  take  the 
insurance,  do  theyf 

Mr.  Byrne.  They  do  not  have  to  unless  they  want  to.  And  they 
may  have  to  go  it  alone  if  they  feel  they  cannot  pay  it. 
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Senator  Townbend.  Or  they  may  close,  either  the  one  thing  or 
the  other.  That  is  the  feeling  as  I  see  it.  There  is  no  prospect  that 
the  banks  can  expect  to  make  more  money  this  year  than  in  years  past 
with  the  low  rates  of  interest  prevailing;  is  that  your  view  of  the 
situation  i 

Mr.  Byrne.  As  far  as  I  can  see,  judging  from  your  own  situation, 
and  the  situation  generally  in  Connecticut,  with  which  I  am  more 
familiar  than  elsewhere,  I  think  bank  earnings  this  year  will  be 
substantially  less  than  they  were  in  1934. 

Senator  McAdoo.  Do  you  think  that  banks  that  do  not  take  the 
insurance  would  have  to  close! 

Mr.  Byrne.  No.  There  are  seven  or  eight  bunks  that  did  not  see 
fit  to  take  the  insurance  and  yet  they  seemed  to  go  along  very  well. 

Senator  McAdoo.  Of  course  the  law  is  such  that  if  they  do  not 
want  to  take  the  benefit  of  the  insurance,  if  there  is  any  benefit  in  it, 
that  it  is  optional  with  them  to  do  it  or  not. 

Mr.  Byhnk.  That  is  true,  but 

Senator  McAdoo  (continuing).  They  are  free  to  join  or  not  as  they 
please. 

Mr.  Btrne.  Of  course,  that  is  very  true,  but  one  of  the  objects 
of  the  Federal  Deposit  Insurance  was  to  get  the  most  of  the  banks  in 
that  were  eligible  to  join. 

Senator  McAdoo.  I  am  not  making  an  argument  against  reason- 
able treatment  of  the  banks  because  I  am  strongly  in  favor  of  giving 
them  reasonable  treatment.  What  I  meant  to  say  was  that  they  are 
not  forced  to  join  the  system  under  the  existing  law. 

Mr.  Bybne.  No;  but 

Senator  Bulkley  (interposing).  Just  what  are  you  arguing  for 
now  ?  Are  you  arguing  that  we  ought  to  abolish  the  Federal  Deposit 
Insurance  Corporation! 

Mr.  Byrne.  No;  but  I  am  registering  in  principle  our  objection 
to  it. 

Senator  Bolkxey.  What  is  the  point  that  you  make! 

Mr.  Byrne.  That  the  rate  should  be  fixed  in  this  bill  at  substan- 
tially less  than  one-eighth  of  1  percent. 

Senator  Bulkley.  And  what  should  it  be! 

Mr.  Byrne.  Well,  that  is  a  different  proposition.  This  is  not 
insurance  but  an  assessment.  There  is  no  actuarial  experience  in  this 
kind  of  thing  from  which  to  judge  what  is  the  proper  amount  to  be 
set  up  in  order  to  safeguard  possible  failures. 

Senator  Bolkxey.  I  realize  that  there  is  room  there  for  a  differ- 
ence of  opinion,  but  wanted  to  know  what  you  thought  it  should  be. 

Mr.  Byrne.  The  Federal  Deposit  Insurance  Corjwration  put  it  at 
one-twelfth.  We  feel  that  one-sixteenth  is  about  the  situation  that 
we  could  hope  to  meet.  That  will  raise  about  $22,000,000  a  vear  in 
the  Corporation. 

Senator  Bulkley.  And  any  amount  fixed  would  be  on  top  of  the 
existing  losses  that  the  banks  are  suffering  anyway. 

Mr.  Byrne.  It  would  have  to  be. 

Senator  McAdoo.  You  also  want  to  have  the  life  of  the  Federal 
Deposit  Insurance  Corporation  limited,  I  understood  you  to  say. 

Mr,  Byrne.  Yes,  sir. 

Senator  McAdoo.  Limited  to  how  short  a  period  of  time! 
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Mr.  Byrne,  We  suggest  5  years,  although  I  am  not  too  posttni 
about  that.  And  that  the  maximum  amount  of  the  fund  to  fat 
raised  be  fixed.  It  seems  to  me  there  should  be  a  goal  set  for  thi 
work. 

Senator  McAdoo.  Do  you  mean  a  maximum  amount  of  insurance 
reserve  ? 

Mr.  Btbne.  Yes,  sir;  and  maintained  at  that  figure  unless  further 
losses  occur  when  assessments  would  be  made  to  build  it  up  again. 

Senator  McAnoo.  What  do  you  suggest  as  a  maximum  figure! 

Mr.  Byrne.  I  would  suggest  half  a  billion  dollars. 

Senator  McAdoo.  And  to  what  extent  would  you  suggest  that  the 
reserve  would  have  to  be  depleted  in  order  to  have  the  insurance 
premiums  resumed? 

Mr.  Byrne.  I  think  it  should  be  kept  at  that  figure. 

Senator  McAnoo.  Suppose  the  fund  should  become  impaired  bj 
losses;  to  what  extent  do  you  think  that  impairment  should  be  per- 
mitted to  go  before  there  should  be  a  resumption  of  assessments! 

Mr.  Byrne.  I  would  not  state  any  definite  percentage.  They 
should  set  about  getting  new  assessments  as  soon  as  definite  lessee 
were  established.  I  suppose  if  forty  or  fifty  million  dollars  of  Iowa 
occurred  they  should  go  ahead  and  build  up  the  fund  again. 

Senator  Glass  (chairman  of  the  subcommittee).  The  Senator 
from  California,  I  assume,  is  asking  that  question  because  it  has  been 
suggested  that  the  assessment  against  banks,  at  whatever  percentage 
it  may  be  fixed,  should  be  automatic  until  they  have  a  fund  of 
$500,000,000.  Then  the  assessment  should  automatically  cease  until 
that  fund  is  impaired  to  the  extent  of  25  percent,  and  then  the  assess- 
ments would  be  automatically  resumed. 

Mr.  Byrne.  Exactly.  Mr.  Chairman,  you  have  stated  it  much 
better  than  I  could. 

Senator  McAnoo.  Do  you  think  that  is  a  good  plan  ? 

Mr.  Byrne.  That  is  a  very  good  plan. 

Senator  Glass  (chairman  of  the  subcommittee).  You  may  proceed 
with  your  statement. 

Mr.  Byrne.  If  I  may  go  on  to  title  III  next,  we  feel  that  it  con- 
tains changes  for  the  most  part  technical  but  seem  to  us,  on  the  whole, 
to  be  beneficial,  and  we  believe  that  title  III  should  be  passed.  We 
have  no  objection  to  that  at  all.  As  to  title  II,  we  oppose  vigorously 
the  whole  of  it  and  believe  that  it  should  be  taken  out  of  the  bill 
We  regard  as  extremely  dangerous  the  possibilities  of  the  centraliza- 
tion of  control  over  our  money  and  credit  in  the  hands  of  a  small 
group  supposedly  under  complete  political  domination. 

Senator  Townsend.  Are  you  authorized  to  represent  all  of  the 
banks  of  Connecticut? 

Mr.  Byrne.  There  has  been  no  referendum  on  this  subject,  but 
this  represents  the  views  of  the  executive  committee  of  the  Connecti- 
cut Bankers'  Association. 

Senator  Glass  (chairman  of  the  subcommittee).  You  may  proceed. 

Mr.  Byrne.  We  are  opposed  to  lowering  the  standards  with  re- 
spect to  assets  which  would  be  eligible  for  rediscount  and  to  the 
liberalization  as  contrary  to  the  teachings  of  experience  of  the  law 
regulating  real-estate  loans.  A  large  part  of  our  dismal  record  of 
bunk  failures  is  due  to  the  abuse  of  demand  deposits;  that  is,  too 
great  a  proportion  of  those  deposits  were  put  out  on  long-term,  non- 
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liquid  loans,  including  loans  on  real  estate.  We  feel  that  it  is  an 
experiment  full  of  danger  to  open  wide  the  requirements  of  assets 
eligible  for  rediscount.  No  amount  of  artificial  liquidity  and  letting 
the  Federal  Reserve  hold  the  bag  is  going  to  discourage  bad-loaning 
practices  on  the  part  of  banks,  and  it  may  have  the  effect  of  encour- 
aging them. 

We  believe  it  to  be  essential  to  preserve  the  autonomy  of  the 
regional  Federal  Reserve  banks  and  are,  therefore,  strongly  opposed 
to  the  provisions  of  this  title,  which  would  take  from  the  regional 
banks  all  independence  of  action— deprive  them  of  their  ability  to 
.truly  represent  their  respective  districts  with  some  degree  of  au- 
thority, 

We  are  in  agreement  with  the  statement  of  the  Economies  Na- 
tional Committee,  which  I  believe  has  been  filed  with  you,  that — 
|  reading]— 

Measures  designed  to  correct  weaknesses  !n  the  Federal  Reserve  System 
should  seek  to  Increase  rather  than  destroy  its  Independence  of  political  In- 
fluence. They  should  assure,  not  Impair,  Its  liquidity,  and  they  should  free  It 
from  Government  financing  rather  than  link  It  more  closely  to  the  fiscal  needs 
of  the  Govei 


However,  whether  opposed  or  in  favor  of  the  far-reaching  changes 
contained  in  title  II  of  the  proposed  bill,  we  think  that  all  would 
agree  that  these  changes  are  revolutionary,  and  there  is  no  disputing 
the  fact  that  they  are  controversial.  We  see  no  emergency  existing 
at  the  present  time  which  calls  for  drastic  and  hurried  action  and 
feel  that  no  attempt,  therefore,  should  be  made  to  rush  through  such 
revolutionary  and  controversial  legislation. 

It  was  only  after  long  and  patient  study  that  the  Federal  Reserve 
Act  was  evolved.  It  is  the  first  real  reserve  banking  system  we  ever 
had.  and  by  and  large,  for  20  years,  it  has  worked  and  worked  ex- 
ceedingly well.  It  seems  to  us  the  height  of  folly  to  overthrow  some 
of  the  fundamental  theories  upon  which  it  is  based  merely  because 
the  blame  for  some  of  the  difficulties  we  have  experienced  is  charged 
against  it.  If  it  has  fallen  down  in  some  particulars,  we  believe  that 
it  has  also  contributed  very  materially  to  the  development  of  sound 
banking  along  recognized  lines  and  has  rendered  valuable  service  to 
the  interests  of  commerce,  trade,  and  agriculture  as  carried  on  under 
our  American  system  of  doing  business. 

Granted  that  the  Federal  Reserve  System  is  not  perfect  and  may 
need  some  modification  after  careful  study,  it  is  our  opinion  that  the 
failure  of  the  System  to  be  very  helpful  in  the  time  of  crisis,  and 
speaking  more  specifically,  to  check  the  speculation  which  led  up  to 
the  crash  in  1929,  can  be  attributed  largely  to  the  human  element 
in  its  management  rather  than  any  break-down  of  the  principles 
upon  which  the  System  was  founded. 

Senator  Glass.  Has  not  that  been  cured  so  far  as  legislation  may 
cure  it  in  the  Banking  Act  of  1933* 

Mr.  Btbne.  Yes.  sir. 

Senator  Glass.  You  may  proceed. 

Mr.  Btbne.  Strengthen  the  System,  if  possible,  and  make  such 
changes  as  are  necessary,  but  let  us  not  in  a  spirit  of  discontent  and 
in  our  eagerness  for  reform  and  the  centralization  of  power  pass  in 
haste  measures  which  we  may  later  have  cause  to  regret.  We  are 
in  complete  accord  with  the  position  taken  by  those  members' of  the 

120688— 85— FT  2 21 

1)  3 


672  BANKING   ACT   OP    1935 

House  committee  in  their  minority  report  that  title  II  be  taken  __. 
of  the  proposed  act  and  that  further  consideration  of  such  radial 
and  fundamental  changes  in  our  banking  system  be  referred  to  son* 
qualified,  independent,  and  nonpartisan  commission  for  thorough 
investigation  and  study. 

I  submit  that  statement  for  your  record,  Mr.  Chairman. 

Senator  Glass  (chairman  of  the  subcommittee).  Have  you  gentle- 
men of  the  subcommittee  any  further  questions?  [A.  pause,  with- 
out response.]     Then  we  are  very  much  obliged  to  you,  Mr.  Byrne. 

We  understood  that  there  would  be  present  this  morning  sow 
bankers  from  West  Virginia,  but  they  do  not  seem  to  be  present 
The  subcommittee  will  now  stand  adjourned  until  tomorrow  morn- 
ing at  10 :  80  o'clock. 

(Thereupon,  at  11:20  a.  m.,  May  22.  1985,  the  subcommittee  ad- 
journed to  meet  at  10 :  80  o'clock  the  following  morning. ) 
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friday,  hay  84,  1935 

United  States  Senate, 
Subcommittee  op  the  Committee 

on  Banking  and  Currency, 

Waakingtoa,  D.  C. 

The  subcommittee  met,  pursuant  to  adjournment,  on  Wednesday 
at  10:30  a.  m.  in  room  301,  Senate  Office  Building,  Senator  Carter 
Glass  presiding. 

Present:  Senators  Glass  (chairman  of  the  subcommittee),  Bulkley, 
McAdoo,  Bankhead,  Byrnes,  Couzens,  and  Townsend. 

Senator  Glass.  The  subcommittee  will  come  to  order. 

Senator  Couzens.  Mr.  Chairman,  before  Dr.  Miller  begins  bis 
statement,  may  I  hare  entered  in  the  record  a  letter  which  I  received 
from  the  Governor  of  the  Federal  Reserve  Board,  Mr.  Eccles,  dated 
May  21, 1935,  in  which  he  says,  in  part  [reading]  : 

You  asked  me  the  other  day  what  procedure  I  would  have  followed  In  1028 
and  1929.  had  the  banking  bill  of  1935  been  in  effect  at  that  time  and  had  I  been 
Governor  (if  the  Federal  Reserve  Board.  It  Is  always  difficult  to  State  what 
one  would  have  done  In  different  circumstances,  and  I  presume  that  what  you 
meant  was  not  what  I  myself  would  have  done  In  the  circumstances,  but  what 
powers  this  bill  would  confer  on   the  Board  that  It  did  not  have  at  that 

May  I  put  this  in  the  record,  without  reading  all  of  it? 

Senator  Glass.  Yes. 

(Letter,  dated  May  21,  1935,  from  M.  S.  Eccles,  Governor  Federal 
Reserve  Board,  to  Senator  Couzens,  is  here  printed  in  full,  as 
follows :) 

Fepkbai.  Rrsebve  BoABD, 
Waghlnffton,  May  tl,  1995. 
Hun.  Jameb  Couebnb, 

United  Slates  Senate,  Washington,  D.  C. 

Dcab  Sekatob  ('oi.-zos:  You  asked  me  the  other  day  what  procedure  I  would 
have  followed  in  1928  and  1929  had  the  banking  bill  of  1935  been  In  effect  at 
that  tune  and  had  I  been  Governor  of  the  Federal  Reserve  Board.  It  la  always 
difficult  to  state  what  one  would  nave  done  in  different  circumstances,  and  I 
presume  that  what  you  meant  was  not  what  I  myself  would  have  done  In  the 
circumstances,  but  what  powers  this  bill  would  confer  on  the  Board  that  It  did 
not  have  at  that  time  that  would  have  been  helpful  in  preventing  the  excesses 
of  1928  and  1929. 

As  I  stated  in  the  hearing,  the  banking  bill  of  1935  la  not  primarily  proposed 
for  the  purpose  of  meeting  a  situation  such  as  existed  In  1928  and  1929.  Provi- 
sions that  would  have  strengthened  the  Board's  power  to  meet  such  a  situation 
are  contained  in  the  Banking  Act  of  1933,  which  was  the  direct  outcome  of  a 
Senate  resolution  and  investigation  occasioned  by  the  stock  market  excesses 
during  that  period.  The  Securities  Act  and  the  establishment  of  the  Securities 
and  Exchange  Commission  were  also  the  results  of  investigations  by  the  Senate 
committee  Into  abuses  In  the  capital  market  and  on  the  stock  exchange. 
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Conditions  In  1928  and  1929  represented  the  culmination  of  development* 
during  the  entire  post-war  period.  Interest  rates  were  falling  steadily  fna 
1920  to  the  end  of  1927,  owing  partly  to  the  great  Inflow  of  gold  from  ahroU; 
business  was  generally  active;  there  were  large  profits  earned  by  certain  wr- 
iwratlons,  particularly  by  the  larger  corporations  with  monopolistic  ndvantigni 
Opport unities  for  floating  securities  at  profitable  rates  were  exceptionally  gwi 
with  the  consequence  that  many  corporations  built  up  large  cash  reserves  bejtnrf 
their  immediate  needs,  and  this  money  was  available  tor  temporary  emplormai 
In  the  stock  market  when  the  demand  for  brokers'  loans  Increased. 

Speculative  activity  on  the  stock  market  had  become  pronounced  in  1924 
and  bad  continued  to  be  large  with  fluctuations  from  that  time  to  the  ami™ 
of  1929.  In  1927  an  easy-money  policy,  adopted  primarily  for  the  purpose  of 
helping  England  remain  on  the  gold  standard  and  helping  France  and  other 
countries  to  return  to  the  sold  standard,  was  followed  by  an  additional  sport  ta 
the  stock  market.  During  1928  the  Federal  Reserve  System  raised  discount 
rates  and  sold  Government  securities,  but  this  had  relatively  little  effect  a 
speculation. 

In  1929  the  Federal  Reserve  System  had  only  a  small  volume  of  Govern  m« 
securities  left  and  member  Indebtedness  was  large.  Tile  question  that  awe 
was  whether  the  discount  rates  should  be  raised.  Some  of  the  Reserve  bub 
recommended  such  advances,  bnt  the  Federal  Reserve  Board  felt  that  then 
was  nothing  In  the  business  situation  that  required  restraint :  that,  in  fact,  then 
was  a  recession  in  building  activity,  and  that  advances  in  discount  rates  wooM 
be  undesirable,  because  they  would  probably  not  deter  speculators  hut  wmiM 
have  a  bad  effect  on  business  activity.  The  Board  therefore  adopted  a  pn'.k; 
of  trying  to  reach  member  banks  directly  by  curtailing  Federal  Reserve  credit 
extruded  to  banks  that  had  a  targe  volume  of  loans  in  the  stock  market.  This 
policy  was  only  partially  successful  In  restraining  speculation,  partly  bt-van* 
under  the  then  existing  law  the  Reserve  banks  could  only  deal  with  meuiner 
batiks  who  were  actually  In  debt  at  the  Federal  Reserve  banks.  Thin  enabled 
iMinks  with  large  stock-exchange  accounts  to  buy  Federal  funds  from  otiwr 
banks  and  thus  to  acquire  reserve  funds  without  borrowing  directly  from  tlw 
Reserve  banks.  Control  of  speculative  loans  was  difficult  under  these  condi- 
tions. Furthermore,  there  was  little  or  no  growth  in  the  volume  of  ban* 
credit  In  1928  and  1920.  Loans  by  member  hanks  to  brokers  mid  niemtier-iiant 
deposits  did  not  increase.  The  speculative  demand  for  credit  in  the  market  wsi 
met  largely  by  the  loaning  of  surplus  fund.s  owned  by  corpi ira tions. 

It  Is  impossible  nt  this  time  to  any  what  could  have  lieen  done  to  remedy  the 
Situation,  certainly  at  so  Inte  a  date  as  1928  and  1929.  It  is  to  Im-  hoped  that 
wl  h  security  issues  mid  stock-exchange  practices  under  regulation  by  nV 
Securities  and  Exchange  Commission,  with  authority  In  the  Federal  Reserir 
Hiiiird  to  regulate  margin  requirements  on  collateral  loans,  both  for  bn**rs 
and  for  banks,  with  loans  by  corporations  to  brokers  prohibited,  and  with  in* 
ndditlonal  powers  of  control  over  speculative  activity  by  member  banks  cno- 
lalned  in  the  Banking  Act  of  1933.  the  Federal  Reserve  System  will  be  la  a 
much  stronger  position  to  prevent  the  development  of  an  unsound  situation  «ui-t 
as  the  one  that  culminated  In  the  stock-market  debacle  of  1929. 

The  hanking  hill  of  193i>  Is  not  directed  toward  preventing  stock-mart*! 
abuses,  which,  as  has  Just  been  said,  have  been  dealt  with  hy  other  legishitt"". 
This  hill  Is  concerned  with  Improving  the  machinery  of  the  Federal  RiWfr 
System  and  with  centralizing  ill  '  lie  Federal  Reserve  Board  responsibility  for 
all  Ibe  instruments  of  monetary  policy,  namely,  discount  rates,  oneu-markrt 
operations,  and  changes  in  reserve  requirements.  It  was  not  In  1329  that  d» 
powers  contained  in  this  bill  would  have  been  valuable  hut  lti  1931.  At  thai 
lime,  when  England  went  off  the  cold  standard  and  there  was  a  heavy  drain 
nt)  goid  In  this  country  and  a  drastic  deflation  in  business  and  In  bank  credit- 
1 1n  -  System  would  have  Iteen  In  a  much  stronger  position  to  adopt  a  vigorous 
open-market  policy  If  I  his  hill  had  been  in  effect.  As  things  were  at  that  thw. 
the  System  could  not  buy  Government  securities  freely  because  they  were  »« 
eligible  as  collateral  for  Federal  Reserve  notes  and  the  Reserve  banks  hail  »n 
inadequate  supply  of  commercial  pa|«r  eligible  for  that  purpose.  It  was  no" 
until  the  passage  of  the  Glnss-Steagall  Act  at  the  end  of  February  1932  that  in* 
System  was  able  to  pursue  a  vigorous  open-market  policy.  This  obstacle  !■• 
an  easing  policy  at  a  critical  time  will  he  removed  hy  the  projiosed  bill. 

Moreover.  If  banks  had  been  able  to  borrow  on  their  sound  assets  from  th* 
Reserve  banks  during  the  depression,  as  they  would  have  been  hail  this  hill  l*cn 
In  effect,  much  liquidation  would  have  been  avoided. 
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The  Mil  would  also  increase  the  ability  of  the  Federal  Reserve  Board  to  cope 
with  such  u  situation  by  placing  on  it  the  full  responsibility  for  01*11 -market 

;    policy,  ho  that  it  could  adopt  and  carry  out  such  a  iwlicy  on  the  basin  of  its 
conception  of  the  national  interest  without  being  delayed  by  negotiations  w.tli 

'    the  Individual  Reserve  banks,  which  under  existing  law  not  only  have  the  sole 

:    power  of  Initiating  open-market  policy  but  also  have  the  power  of  refusing  to 

-    participate  in  such  a  policy  when  it  Is  adopted. 

The  nituntion  In  1031  and  the  early  part  of  1932  Illustrates  how  the  present 
bill  would  have  helped  at  a  time  when  deflation  was  In  progress.  Another  pur- 
]«.«e  of  the  bill  is  to  strengthen  the  Federal  Reserve  System's  power  to  counter- 
act iuiiatlon.  if  it  should  get  underway  In  the  future.  With  the  large  volume 
of  excess  reserves  at  member  banks  at  the  preesnt  time  and  the  likelihood  of 
farther  Increases  In  these  reserves  through  gold  Imports,  silver  purchases,  the 
use  of  the  stabilization  fund,  and  through  possible  currency  issues  under  the 
bonus  bill,  or  otherwise,  there  are  possibilities  of  further  increases  of  the 
reserves  of  member  banks  without  corresponding  growth  In  security  holdings 
of  the  Federal  Reserve  banks  that  would  be  available  to  sell  In  the  market  for 
tiie  purpose  of  absorbing  bank  reserves. 

The  proposed  bill  would  Improve  the  position  of  tbe  Federal  Reserve  System 
In  such  a  situation  by  concentrating  the  open -market  power  In  the  hands  of 
the  Federal  Reserve  Hoard,  which  could  act  promptly  and  decisively  without 
possibility  of  delay  or  Inability  to  agree  on  a  policy.  It  would  also  give  the 
Board  tbe  power  to  Increase  member  bank  reserve  requirements  without  the 
necessity  of  declaring  an  emergency  or  obtaining  permission  from  the  President, 
who  ought  not  to  have  this  responsibility. 

The  fact  that  the  proposed  bill  prescribes  as  an  objective  of  monetary  policy 
the  maintenance  of  business  stability  would  also  strengthen  tbe  Boards  power 
to  act  because  un  Inflationary  boom  Is  not  consistent  with  business  stability. 

It  Is  for  these  reasons  that  I  feel  that  tbe  proposed  bill  would  strengthen 
•  he  power  of  the  Hoard  to  act  promptly,  both  In  a  period  of  inflation  and  In 
it  period  of  deflation.  With  the  powers  contained  in  this  hill,  together  with 
the  provisions  of  the  Banking  Act  of  1933  and  the  Securities  Exchange  Act, 
I  (relieve  that  the  Federal  Reserve  System  would  be  In  a  much  stronger  posi- 
tion to  moderate  booms  and  depressions  and  would  be  better  awe  tu  contribute 
to  business  stability  Insofar  as  this  can  be  done  within  the  scoi>e  of  monetary 
action. 

I  hope  that  this  is  a  satisfactory  answer  to  your  question.    I  hove  not  dwelt 
on  other  phases  of  the  bill  because  these  matters  are  not  directly  lu  line  with 
your  finest  ion  and  have  been  discussed  in  my  testimony. 
Very  truly  yours, 

M.  S.  Ecct.es,  Uovev.ior. 

STATEMENT  OF  ADOLPH  C.  KILLER,  MEMBER  OF  THE  FEDERAL 
RESERVE  BOARD,  WASHINGTON,  D.  C. 

Senator  Glass.  Doctor,  please  give  the  reporter  your  name  and 
position. 

Mr.  Miller.  Adolph  C.  Miller,  member  of  the  Federal  Reserve 
Board. 

Senator  Glass.  Dr.  Miller,  I  believe  you  have  been  a  member  of  the 
Federal  Reserve  Board  since  the  establishment  of  the  System  t 

Mr.  Miller.  I  must  admit  it,  Senator. 

Senator  Glass.  We  have  under  consideration  Senate  bill  1715.  and 
also  the  bill  which  passed  the  House,  and  the  subcommittee  would  be 
very  glad  to  have  you  make  any  statement  that  you  may  care  to 
make. 

Mr.  Miller.  Senators,  I  have  not  prepared  any  written  statement. 
That  does  not,  however,  mean  that  I  have  not  given  a  great  deal  of 
thought  to  both  the  Senate  bill  and  the  bill  in  its  amended  form  as  it 
passed  the  House.  I  am  prepared  to  give  to  you  informally  a  state- 
ment of  my  views  and  the  problem  as  I  conceive  it,  and  I  shall  be 
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very  glad  if  you  accord  me  a  few  moments  to  give  a  general  outline 
of  my  position  before  going  into  questions. 

I  have  brought  with  me  some  charts  and  other  matter  which,  if  tin 
committee  is  interested,  as  I  hope  it  will  be,  might  illustrate  the  back- 
ground against  which  some  of  these  provisions  I  think  should  be 
judged  in  order  to  understand  their  full  implications  and  their  pos- 
sible working  and  effects. 

Senator  Townsend.  Will  you  discuss  the  three  titles  of  the  bill! 

Mr.  Miller.  No ;  I  am  going  to  confine  my  observations  to  title  II 

I  think  at  the  outset  it  is  well  to  recall  that  it  is  now  more  thu 
20  years  since  the  Federal  Reserve  Act  was  passed  and  that  then 
have  been  profound  changes  both  in  the  economic  structure  and  dis- 
positions and  relationships  of  the  leading  countries  of  the  world, 
profound  changes  in  the  monetary  organization  when  you  compart 
it  against  the  condition  that  existed  for  a  long  period  of  time  and 
which  had  been  assumed  aa  a  condition  that  would  probably  continue 
to  exist  permanently  at  the  time  the  Federal  Reserve  legislation  wis 
enacted.  | 

At  that  time  the  gold  standard,  the  historic  gold  standard  as  it  hat 
been  understood  in  the  past,  was  in  full  operation.  Probably  in  tilt 
15  years  before  the  Federal  Reserve  Act  was  passed  the  gold  stand-  I 
aid,  the  sterling  gold  standard  particularly,  had  never  operated  with  | 
a  greater  degree  of  effectiveness  and  satisfactoriness  than  it  did  at 
that  time;  and  whether  intentionally  or  consciously  or  not,  the  Fed- 
eral Reserve  System,  like  all  other  great  banking  systems  of  coun- 
tries on  the  gold  standard,  was  predicated  upon  the  expectation  that 
that  which  had  been  would  continue  to  be  in  the  future.  The  world 
has  never  seen,  and  I  doubt  whether  in  a  generation  it  will  ever  see 
again,  any  scheme  of  monetary  organism  set  up  anywhere  capable  of 
producing  the  results  that  actually  were  achieved  in  the  15  or  25 
years  immediately  prior  to  the  enactment  of  the  Federal  Reserve 
System. 

That  was  a  balanced  world.  It  was  one  that  was  well  adapted  m 
the  operation  of  a  gold  standard;  and  the  gold  standard  as  it  was 
operated  at  that  time,  from  London,  and  under  the  general  dispensa- 
tion of  the  Bank  of  England,  produced  throughout  the  world  and 
in  every  part  of  the  world  a  condition  of  stability  which  we  have  not 
seen  since. 

Senator  Bclkley.  What  years  do  you  regard  as  being  the  im- 
portant ones  in  that  period  ? 

Mr.  Miller.  I  would  regard  the  15  years — and  that  is  not  to  be 
taken  with  absolute  literalness — but  I  think  we  can  date  it  from  the 
reestablish  ment  or  the  reaffirmation  of  the  gold  standard  in  thi; 
country  in  the  Currency  Act  of  March  1900,  right  down  to  the  out- 
break of  the  war.  I  take  that  as  marking  the  period  because  I  think 
it  shows  in  a  very  great  degree  the  kind  of  results  that  were  capable 
of  being  attained  under  the  gold  standard  when  conditions  are  favor- 
able lo  its  effective  operation  and  where  it  is.  if  you  please,  under  good 
management.  That  was  the  sterling  gold  standard;  many  other 
countries,  practically  all  countries,  had  a  gold  standard.  Actually 
the  gold  standard  was  operated  from  London. 

( hie  of  the  remarkable  attributes  of  the  gold  standard  that  were  dis- 
played during  that  period  was  this — and  that  we  have  lacked  since. 
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and  that,  in  my  judgment,  in  part  explains  the  intensity,  the  severity 
of  the  crisis  through  which  the  whole  world  has  been  passing  during 
the  past  6  years — one  of  the  qualities  of  the  gold  standard,  when  con- 
ditions are  suitable  to  its  effective  operation,  is  that  everything  is 
constantly  in  process  of  readjustment.  The  best  analogy  that  I  can 
give  that  will  give  you  a  conception  of  the  gold  standard  as  it  operated 
111  that  time,  is  this*.  I  do  not  Know  whether  it  is  medically  true,  but  I 
imagine  it  is,  that  a  corpse  cannot  stand  on  its  feet.  I  doubt  whether 
a  statue  could  stand  on  its  feet.  There  is  a  repeated  process  of  ad- 
justment of  minor,  hardly  discernible  or  perceptible  changes  going 
on  in  the  human  organism  in  the  process  of  trying  to  maintain  a  fixed 

iioeition,  but  they  are  so  minor  that  one  hardly  is  aware  of  it,  much 
ess  is  anyone  who  is  looking  on.  Those  readjustments  might  be  de- 
scribed as  petty,  infinitesimally  small  crises,  nevertheless  coming  along 
constantly,  and  keeping,  therefore,  the  economic  organism  of  any 
given  country  or  of  the  world  in  balance,  just  as  the  human  organism 
would  be  kept  in  balance.  In  other  words,  any  slack  is  constantly 
taken  up  through  a  process  of  readjustment. 

I  might  perhaps  convey  an  inadequate  picture  of  it  by  saying  that 
there  was  a  constant  succession  of  minor,  petty  crises,  so  small  as 
not  to  come  to  the  consciousness  of  even  the  average  man  of  business, 
when  those  who  felt  the  financial  pulse  of  the  world  constantly  were 
aware  of  the  fact  that  something  was  going  on  toward  the  reestab- 
lishment  and  maintenance  of  equilibrium.  To  that  I  attach  great 
importance  in  explaining  why  break-downs,  catastrophic  break-downs 
of  the  whole  world  are  infrequent  under  the  gold  standard,  despite 
the  fact  that  in  the  earlier  periods  since  the  Civil  War  the  world 
itself  had  experienced  a  great  variety  of  very  severe  and  catastrophic 
shocks.  Under  the  system  which  has  followed  we  have  had  an 
accumulation  of  these  stresses  and  strains.  They  have  not  been 
promptly  readjusted  but  have  accumulated,  and  when  they  have 
accumulated  in  a  sufficient  number  of  countries  to  seriously  threaten 
the  maintenance  of  the  equilibrium,  a  catastrophic  break-down  results 
and  has  resulted  in  our  own  country  and  in  other  countries;  and  the 
problem  then  takes  on  colossal  dimensions  and  very  serious  con- 
sequences. 

Now  the  gold  standard  has  gone.  It  broke  down  in  1914.  We 
can  date  the  end  of  the  effective  operation  of  the  gold  standard  with 
the  advent  of  the  World  War.  Despite  the  efforts  of  Europe  and 
other  countries  to  put  their  monetary  affairs  on  a  gold  basis  in  the 
twenties,  beginning  with  the  Dawes  settlement  in  Germany  in  1924, 
England's  restoration  of  the  gold  standard  in  1925,  with  France, 
Belgium,  and  other  countries  following  in  swift  succession,  it  is  my 
view  that  the  world  has  had  no  gold  standard. 

Senator  Glass.  Would  you  apply  that  statement  to  this  country  ? 

Mr.  Miller.  I  would.  Senator,  emphatically. 

Senator  Glass.  Would  not  that  mean  issuing  notes  redeemable  on 
demand  in  gold? 

Mr.  Mili-kr.  Well,  we  had  that  asjx'ct  to  the  gold  standard,  but 
our  gold  situation  was  so  extravagantly  comfortable,  our  excess  re- 
serves were  so  large,  and  the  period  one  of  such  extraordinary  char- 
acter that  the  gold  standard  as  we  had  it  was  a  managed  gold 
standard. 
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Senator  Glass.  You  think,  then,  that  an  overabundance  of  goH 
minimizes  the  importance  of  the  gold  standard  rather  than  a  mini- 
mum amount  of  gold? 

Mr.  Miller.  I  would  say  an  overabundance  of  gold,  or  let  me  say 
a  bad  dislocation  of  the  distribution  of  the  monetary  gold  stocks  of 
the  world,  indicates  such  a  serious  breach  in  the  whole  economic  mod 
financial  organism  of  the  world  that  the  gold  standard  in  those  con- 
ditions just  would  not  operate. 

Senator  Glass.  I  am  not  talking  about  the  gold  standard  of  the 
world  or  of  any  other  nation  than  this  Nation. 

Mr.  Milleb.  Well,  my  answer  there,  Senator,  would  be  that  no  one 
country  by  itself  can  be  on  the  gold  standard  in  an  effective  economic 
sense.    It  can  technically. 

Senator  Glass.  On  what  kind  of  a  standard  were  we  when  we  hid 
43  percent  of  the  gold  of  the  world  ? 

Mr.  Miller.  I  would  say,  off-hand,  that  from  the  inception  of  the 
System,  or  I  would  certainly  say  from  1921  on,  we  were  in  this 
country,  without  knowing  it,  on  a  managed  gold-standard  basis. 

Senator  McAnoo.  Prior  to  that  and  during  the  World  War  we 
certainly  were  constantly  on  a  gold  standard,  were  we  not  t 

Mr.  Miller.  There  was  no  gold  standard  then. 

Senator  McAdoo.  There  was.     I  beg  your  pardon. 

Mr.  Miller.  You  are  talking  of  it  legalistic  ally. 

Senator  McAnoo.  No;  I  am  speaking  of  the  fact.  There  was  not 
a  note  or  a  dollar  of  any  kind  that  was  not  redeemable  in  gold  and 
was  not  redeemed  in  gold  at  presentation  at  the  Treasury  or  at  any 
agency  of  the  Treasury. 

Mr.  Miller.  That  is  perfectly  true;  but  I  am  thinking  of  it  in  an 
economic  sense. 

Senator  McAdoo.  That  is  an  economic  sense. 

Mr.  Miller.  No  ;  I  say  it  goes  far  further.  Senator,  than  that. 

Senator  Bulklet.  What  years  are  you  talking  about  now? 

Senator  McAdoo.  From  the  beginning  of  the  World  War.  Of 
course,  we  were  on  the  gold  standard  prior  to  that.  I  mean,  it  was 
maintained  throughout  the  World  War  as  far  as  this  country  was 
concerned. 

Mr.  Miller.  It  was  maintained  until  recently.  If  you  take  as  the 
only  test  of  the  gold  standard  prompt  convertibility  and  redempttoo 
of  obligations  payable  in  gold,  in  gold,  of  course,  there  has  never 
been  a  time  until  the  passage  of  the  Gold  Reserve  Act,  or  shortly  be- 
fore that,  when  that  was  not  true.  But  our  experience  and  the  ex- 
perience of  the  world  in  the  decade  of  the  twenties  has  demonstrated 
that  you  can  have  redemption  and  yet  not  have  the  protective  safe- 
guards to  the  economic  system  that  are  supposed  to  go  with  the  giild 
standard  and  that  actually  went  with  it  to  an  extraordinary  degree  in 
the  prior  period. 

Senator  Bulklet.  Are  you  going  to  make  clear  what  you  mean  by 
a  managed  gold  standard? 

Mr.  Miller.  If  you  desire;  yes.  I  will  give  you  an  immediate- 
illustration. 

Senator  McAnoo.  You  gave  it  to  us  already  by  saying  that  tha 
pound  sterling  was  managed  in  such  a  way  that  it  constituted  a  sta- 
bilizing influence  so  far  as  gold  was  concerned. 
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Mr.  Miller.  Prior  to  the  war  the  sterling  gold  standard  was  one  in 
which  the  wisdom  of  the  London  financial  market  and  the  Bank  of 
England  intervened  at  times  to  temper  or  anticipate  the  effect  and 
action  of  the  gold  standard.  That  is,  they  would  smooth  out,  as  it 
were,  or  redress  some  of  its  more  exaggerated  movements.  They 
would  not  wait  until  an  actual  movement  of  gold  took  place  from 
New  York  to  London  or  from  Paris  to  New  York,  but  they  would 
anticipate  and  perhaps  intervene  and  assist  in  order  that  there  might 
not  be  produced  too  violent  and  too  sudden  a  dislocation  in  exchange 
rates  and  in  monetary  values. 

Senator  Bulk  ley.  Is  that  what  you  would  call  a  managed  gold 
standard? 

Mr.  Miller.  No.  I  call  that  the  sterling  gold  standard  or  the  pre- 
war gold  standard. 

Senator  MoAdoo.  It  did  not  apply  to  us  except  indirectly,  of 
course? 

Mr.  Miller,  It  was  all  indirect. 

Senator  MoAnoo.  There  do  you  not  attribute,  when  you  talk  about 
a  controlled  gold  standard,  a  degree  of  prescience  to  those  gentlemen 
who  controlled  it  or  managed  it  that  they  did  not  possess  \ 

Mr.  Millkb.  They  did  possess  it 

Senator  McAdoo.  They  had  prescience! 

Mr.  Miller.  It  did  not  require  a  great  deal  of  prescience.  One  of 
the  characteristics  of  the  old  gold  standard  was  that  it  did  not  require 
great  prescience. 

Senator  McAdoo.  Do  you  think  that  the  symptoms  of  the  disease 
were  so  clearly  defined  in  advance  that  they  were  susceptible  of 
treatment  % 

Mr.  Miller.  The  limits  within  which  there  is  room  for  the  play 
of  discretion  were  such  that  there  was  no  liability  of  making  serious 
error.  The  object  of  all  countries  was  to  maintain  the  internal  and 
the  external  value  of  their  currency  at  an  identical  point. 

Senator  McAdoo.  I  did  not  mean  to  interrupt  you  in  your  answer 
to  Senator  Bulkley's  question,  but  I  did  interrupt  yon,  so  I  would 
like  you  now  to  proceed. 

Senator  Glabs.  What  I  would  like  to  know  right  at  this  point  is 
whether  or  not  the  doctor  proposes  to  substitute  the  judgment  of  a 
small  body  of  persons  to  establish  a  maintained  standard  rather  than 
the  existing  statutory  requirements  of  the  Congress  as  approved  by 
the  President. 

Mr.  Miller.  I  am  not  sure,  Senator,  that  I  take  in  the  full  import 
of  your  question. 

Senator  Glass.  You  say  we  are  not  on  a  gold  standard.  What 
sort  of  standard  does  this  proposed  legislation  put  us  on? 

Mr.  Miller,  This  legislation  assumes  what  at  the  moment  is  a  fact, 
that  we  are  not  on  the  gold  standard;  that  we  are  on  a  managed 
currency  basis.  There  is  no  redemption  of  paper  currency  in  this 
country.    To  put  it  frankly,  we  are  on  a  paper-money  standard. 

Senator  McAdoo.  Precisely. 

Senator  Glass.  We  are  on  a  fiat-money  standard. 

Mr.  Miller.  Whether  you  call  it  fiat  money  or  not  is  a  matter  of 
verbiage;  but  we  are  on  a  paper-money  standard. 

Senator  Glass.  It  is  a  matter  of  fact ;  it  is  not  a  matter  of  verbiage. 
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Mr.  Miller.  We  are  on  an  irredeemable  paper  money  standard. 

Senator  McAdoo.  You  mean,  printing-press  money? 

Mr.  Miller.  I  mean  money  of  which  there  is  no  conversion 

Senator  McAdoo.  It  is  printing-press  money} 

Mr.  Miller.  Yes. 

Senator  Glass.  And  you  think  we  ought  to  remain  on  mil 
standard  f 

Mr.  Miller.  No.  I  would  be  perfectly  willing  to  be  interrogated 
on  that  if  you  desire  to  interrogate  me,  but  I  assume  that  we  an 
there  now,  and  for  my  own  part  I  have  no  hesitation  in  saying  tatt 
I  see  no  early  prospect  in  the  world,  highly  as  I  esteem  the  gold 
standard  and  devoutly  as  I  wish  for  the  good  of  this  country  and 
everybody  in  it  that  we  could  get  back  to  a  monetary  system  tint 
would  compare  in  the  excellence  of  its  results  with  what  we  had  it 
the  time  of  the  outbreak  of  the  Great  War.  But  I  see  no  earlj 
prospect  of  it. 

Senator  Glass.  We  cannot  get  back  if  we  insist  on  maintaining  u 
irredeemable  currency  basis. 

.  Mr.  Miller.  We  cannot  get  back,  in  my  judgment,  Senator,  until 
the  badly  warped  balance  of  the  world,  as  well  as  every  country  in 
the  world,  notably  our  own,  is  in  some  way  corrected.  We  are  mov- 
ing away  from  it  nearly  every  day  by  an  acute  mania  of  economic 
nationalism  and  by  devices  that  were  utterly  undreamed  of  a  few 


moving  away  ?    Illustrate  that,  will  you,  please  ? 

Mr.  Miller.  Yes.  The  gold  standard  in  an  economic  sense  is  i 
device,  the  best  that  the  world  has  ever  known,  for  maintaining  t 
condition  of  balance  among  the  countries  of  the  world,  and  among 
industries  within  any  country,  by  accurately  and  quickly  detecting 
and  registering  the  slightest  departure  from  that  balance  and  setting 
in  motion  at  once  corrective  forces. 

Senator  Glass.  Do  you  think  that  we  should  persist  in  getting 
away  from  the  best  system  on  earth  in  order  to  go  to  the  worst 
system  on  earth? 

Mr.  Miller  No ;  I  think  that  we  ought  to  use  all  of  our  endeavors 
to  get  back ;  but  as  long  as  the  tide  is  running  strongly  in  the  other 
direction — I  mean  the  economic  tide — I  see  no  prospect  of  it.  This 
country  is  in  a  bad  state  of  economic  unbalance.  It  has  been  ever 
since  the  war.     The  world  as  a  whole  is  unbalanced. 

Senator  McAdoo.  Do  you  mean,  since  the  end  of  the  war  or  the 
beginning  of  it? 

Mr.  Miller.  I  would  say,  the  end  of  the  war.  The  beginning  of 
the  war  gave  the  impulse. 

Senator  McAdoo.  It  culminated  at  the  end  of  the  war  ? 

Mr.  Miller.  Yes. 

Senator  McAdoo.  The  situation  was  intensified  by  the  various  de- 
vices used  that  were  not  heard  of  before  and  which  represent  the 
inventive  genius  of  man;  but  in  view  of  those  facts  do  you  think  it 
would  be  possible  for  this  country  to  maintain  a  gold  standard  if  it 
wanted  to*  I  mean,  if  we  wanted  to  readopt  the  gold  standarJ 
could  we  not  do  that? 

Mr.  Miller.  I  think  in  the  sense  in  which  you  are  using  the  term- 
in  other  words,  the  convertibility  of  currency  and  credits  of  the 
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country  into  gold — yes;  I  do  not  think  there  would  be  any  trouble 
about  that.  But  I  still  think  that  if  we  do  that  there  would  have  to 
be  a  degree  of  management  exercised  over  the  credit  organism  of 
the  country  that  in  the  olden  practice  of  the  gold  standard  was  not 
necessary. 

Senator  McAdoo.  I  think  you  are  correct  about  that.  At  the 
same  time,  I  think  it  is  clear  that  so  far  as  the  usefulness  of  gold 
is  concerned — at  least,  it  seems  to  me  clear — it  relates  in  the  present 
condition  of  the  world  to  international  transaction. 

Mr.  Miller.  That  is  true. 

Senator  McAdoo.  Its  usefulness,  I  mean,  is  rather  restricted  to 
that  for  the  time  being,  in  view  of  the  economic  nationalism  of 
other  countries  and  the  intensification  of  it  seems  to  be  going  on  nil 
the  time.  I  think  we  can  carry  on  our  operations  regardless  of  the 
gold  standard,  without  injury,  and  maintain  a  fairly  stable  situation 
in  our  domestic  affairs. 

Mr.  Miller.  Yes.  Admitting  that  that  is  so.  it  doubtless  can  be 
(lone,  looking  at  the  matter  purely  as  a  theoretical  proposition. 

Senator  McAdoo.  We  are  doing  it. 

Mr.  Miller.  We  are  not  doing  very  much,  I  would  say,  Senator. 

Mr.  McAdoo.  I  mean,  we  are  on  that  basis  now? 

Mr.  Miller.  We  are  on  that  basis  now.  But  I  would  say  that 
the  last  few  years  have  demonstrated  how  utterly  impotent  the  finan- 
cial mechanism  is  to  produce  an  effect  when  the  patient  will  not 
respond  to  the  treatment.  You  can  lead  a  horse  to  the  trough,  but 
it  is  doubtful  whether  you  can  make  him  drink  when  you  want  him  to, 

Senator  McAdoo.  Everybody  said  that  the  repeal  of  the  eighteenth 
amendment  would  euro  all  of  our  ills.  Do  you  think  that  in  spite  of 
that  we  are  going  to  survive  unless  we  restore  the  gold  standard! 

Mr.  Miller.  Oh,  I  think  we  will  survive.  My  own  expectation  is 
that  the  gold  standard  in  some  form  will  be  reestablished  among  the 
leading  countries  of  the  world,  but  I  am  doubtful  whether  there  is 
any  near  prospect  of  that.  I  may  be  unduly  pessimistic,  but  I  see  no 
near  prospect  of  that.  Yet  modern  history,  national  and  economic 
history,  is  full  of  surprises.  The  thing  that  it  seemed  yesterday  could 
not  occur,  tomorrow  does  occur;  and  it  might  well  happen  that  after 
this  period  of  monetary  disorganization  and  chaos  has  gone  on  a 
while  longer  and  its  futility  and  failures  are  appreciated  by  enough 
leading  men  in  different  countries,  and  a  more  normal  mental  bal- 
ance is  restored  in  the  statesmanship  of  the  leading  countries  of  the 
world,  they  will  get  together  and  proceed  to  review  the  whole  mone- 
tary situation  with  a  view  of  putting  it  on  some  sort  of  secure  foun- 
dation. I  think  then  will  come  some  type — if  not  the  old  type,  some 
type  of  an  international  or  world  currency  in  the  form  of  a  gold 
standard. 

Senator  McAdoo.  Doctor,  I  do  not  want  to  lead  you  too  far  astray, 
but  in  view  of  what  you  have  said  about  the  stabilizing  effects  of  ad- 
herence to  the  gold  standard,  I  am  wondering  whether  or  not  the 
many  artificial  remedies  that  we  are  now  adopting  which  resulted 
in  legislation  of  un  extraordinary  character  during  the  past  few 
yean-  are  going  to  avail.    What  do  you  think  about  that? 

Mr.  Miller.  That  is  a  pretty  broad  and  general  question. 

Senator  McAdoo.  It  is. 
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Mr.  Miller.  And  also  a  bit  vague,  Senator.    I  do  not  know  thit 

1  would  want  to  express  a  curb  opinion  on  that;  and  any  opinion 
that  I  might  express  now  would  be  that. 

Senator  McAdoo.  Would  you  think  that  over  and  supplement  year 
remarks  in  the  record  with  a  statement! 

Mr.  Miller.  If  you  will  make  your  question  a  little  more  specific 

Senator  McAdoo.  I  do  not  know  that  I  can  make  it  more  specific. 
It  is  a  general  question,  necessarily.  I  know  that  you  are  capable  of 
answering  it,  and  that  is  the  reason  I  put  it  to  you. 

Mr.  Miller.  You  are  giving  me  quite  a  commission.  I  would 
rather  confine  myself  and  be  confined  m  this  hearing  to  the  bills  that 
are  before  the  committee,  the  original  Senate  bill  and  the  House  bill 
as  passed. 

Senator  McAdoo.  But  these  questions,  after  all,  have  relation  to 
those  bills. 

Mr.  Miller.  Yes,  they  have;  but  in  my  comments  and  certain 
suggestions — and  I  propose  to  offer  suggestions  for  change  in  prac- 
tically every  provision  in  both  the  Senate  bill  and  the  House  bill, 
because  not  one  of  them  seems  to  me  to  be  satisfactory,  and  some  of 
them  have  very  serious  objections,  and  I  would  greatly  regret  seeing 
them  written  into  the  Federal  Reserve  Act  as  amended.  In  my 
thinking  I  have  looked  at  the  matter  primarily  in  its  monetary  and 
banking  aspects  and  in  the  light  of  my  own  experience  on  the*  Fed- 
eral Reserve  Board. 

Senator  McAdoo.  I  do  not  insist  on  my  question,  Doctor.  That 
is  all  right. 

Mr.  Miller.  I  am  trying  to  find  out  what  light  I  can  throw  upon 
these  problems,  not  from  the  point  of  view  of  theory  or  logic,  but 
from  the  point  of  view  of  observation  and  experience. 

Senator  Glass.  I  should  like  to  get  to  the  provisions  of  the  bill. 
It  is  rather  embarrassing  for  me  that  I  cannot  follow  the  philos- 
ophizing of  two  experts  on  these  things.  I  would  rather  get  to 
the  practical  details  of  the  bill  and  have  it  explained  to  me  whether 
this  bill  proposes  to  take  us  farther  away  from  the  statutory  gold 
standard ;  because  we  certainly  have  a  statutory  gold  standard. 

Mr.  Miller.  Would  you  say  so! 

Senator  Glass.  Yes;  I  would  say  so.  I  would  say  that  the  ad 
of  March  1900  puts  us  on  a  statutory  gold  standard  requiring  the 
maintenance  of  every  species  of  currency  issued  on  a  gold  basis. 

Senator  McAdoo.  The  parity  of  gold  was  established  by  that  ad, 
and  it  has  not  been  repealed. 

Senator  Glass.  It  has  not  been  revealed.  Gold  has  been  devalued 
and  demonetized,  which  makes  me  wonder  what  they  want  with  the 
$8,000,000,000  of  gold  they  have  there.  Why  didn't  they  dump  it 
all  overboard  somewhere?  They  fine  a  man  and  put  him  in  jail  if 
he  gets  hold  of  some  of  it. 

Mr.  Miller.  Would  you  not  say,  Senator,  that  the  legislation  of 

2  years  ago  carried  in  the  so-called  "  Thomas  amendment "  and 
certain  other  monetary  and  currency  legislation,  in  effect  at  least 
suspended  the  gold  standard  ? 

Senator  Glass.  The  only  defense  made  of  that  legislation  wis 
that  it  was  emergency  legislation,  and  the  only  expectation  that  it 
would  be  sustained  by  the  Supreme  Court  was  tnat  it  was  emergencj- 
legislation  and  that  it  would  oe  terminated  as  speedily  as  possible. 
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Mr.  Miller.  Well,  of  course,  I  do  not  know  what  is  going  to  hap- 
pen, but  for  the  time  being,  at  any  rate,  as  a  member  01  the  Federal 
Reserve  Board  I  feel  that  any  suggestions  or  comments  or  advice 
that  I  have  to  give  you  must  be  predicated  upon  the  assumption  that 
we  are  going  to  continue  upon  this  rather  anomalous  basis  in  wbicii 
discretion  is  to  play  a  bigger  role  than  ever  before  in  the  monetary 
concerns  of  this  or  any  leading  country 

Senator  Glass.  What  I  am  afraid  of  is  indiscretion  rather  than 
discretion. 

Mr.  Miller.  It  might  work  out  to  be  indiscretion.  It  has  in  the 
past.  That  is  one  of  the  difficulties  that  you  get  into  when  you  leave 
the  gold  standard,  which  is  a  kind  of  device  or  mode  of  discipline  for 
enforcing  good  behavior  upon  the  banking  and  financial  mechanism 
of  the  countries  that  are  in  the  family  that  respect  the  gold  standard. 

Senator  Bankhead.  To  act  as  a  policeman? 

Mr.  Miller.  A  quick  detector,  a  monitor.  It  tells  you  when  some- 
thing is  getting  out  of  joint,  and  you  are  put  on  notice.  We  were 
lot  put  on  notice  in  this  country  of  the  impending  disaster  until  the 
disaster  broke,  when  the  run  on  the  banks  in  early  months  or  weeks 
■ji  1933  began.  That  was  an  indication  that  the  public  faith  was 
creaking  down.  They  wanted  gold  instead  of  gold  notes,  and  it  at 
Mice  put  the  whole  country  on  notice  that  something  of  an  extraor- 
linary  character  had  happened. 

Senator  Glass.  Do  you  think  people  generally  wanted  gold  or 
zold  notes! 

Mr.  Miller.  No. 

Senator  Glass.  Or  do  vou  think  a  few  persons  with  large  pecu- 
liary  interests  wanted  gofd  and  gold  notes! 

Mr.  Miller.  I  think  that  is  a  part  of  it,  Senator,  a  very  important 
>art ;  but  I  think  also  that  where  there  is  uncertainty,  prolonged 
incertainty,  there  will  be  anxiety  and  fears,  and  in  a  money-minded 
ige  people  will  seek  to  convert  their  credits,  or  enough  of  them  will 
eek  to  convert  their  credits  into  something  that  has  a  permanent 
mlue  to  demoralize,  disorganize,  and  eventually  break  down  the  gold 
nonet  ary  system. 

Senator  Glass.  Do  you  think  that  people  generally  who  held 
he  ordinary  currency  were  demanding  redemption? 

Mr.  Miller.  No  ;  I  do  not. 

Senator  McAdoo.  As  a  matter  of  fact.  Doctor,  what  they  wanted 
vas  to  get  currency  out  of  the  banks  with  Uncle  Sam's  name  on  the 
■urrency.    As  long  as  they  had  that  they  were  satisfied. 

Mr.  Miller.  Most  of  them  were. 

Senator  McAdoo.  The  average  man  never  thinks  of  gold;  he  looks 
it  his  note  and  is  satisfied.  It  has  the  imprint  of  the  Government  on 
t,  and  he  knows  that  if  he  puts  it  in  a  strong  box  it  is  safe,  whereas  if 
le  leaves  it  in  the  bank  it  might  not  be  safe  in  times  of  anxiety  and 
ipprehension.  That  is  one  of  the  fundamental  causes  of  runs  on 
janks,  is  it  not? 

Mr.  Miller.  That  is  right- 
Senator  Glass.  Vastly  more  fear  and  more  wide-spread  fear  oc- 
■urred  by  taking  us  off  the  statutory  gold  standard  than  would  have 
prevailed  had  we  remained  on  the  statutory  gold  standard. 

Mr.  Miller.  I  have  no  hesitation  in  saying  that  I  agree  with  you 
100  percent. 
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Senator  Bankhead.  Was  there  not  panic  and  alarm  long  before  we 
went  off  the  gold  standard  ? 

Mr.  Miller.  There  were  growing  concern  and  anxiety,  of  course. 

Senator  Bankhead.  Had  it  not  come  to  a  climax? 

Mr.  Miller.  I  think. so. 

Senator  Bankhead.  Then  why  do  you  think  that  going  off  the 
gold  standard  subsequently  caused  it  3 

Mr.  Miller.  I  think  the  most  serious  blunder  that  any  country  can 
make  in  the  monetary  field  is  voluntarily,  by  its  own  action,  to  sus- 
pend the  gold  standard.  I  think  we  would  have  been  pushed  off  of 
the  gold  standard  by  the  pressure  of  events,  but  there  was  no  occasion 
for  us  voluntarily  doing  it.  Events  would  have  done  it,  and  we  would 
have  been  off  the  gold  standard  with,  I  think,  a  vastly  better  national 
prestige  today  than  we  have.  I  think  wisdom,  foresight,  would  have 
seen  that  and  would  have  let  the  natural  course  of  events  take  place. 
In  other  words,  play  the-  gold  standard  to  a  finish,  even  though  il 
takes  the  last  dollar  of  gold  you  have.  We  knew  that  we  were  ini 
creditor  position  and  that  the  gold  would  come  back  here  after  that 
frantic  fear  had  played  itself  to  a  finish. 

Senator  Bulklet.  If  we  had  done  that,  those  who  were  quick 
enough  to  get  their  money  out  of  the  banks  would  have  had  all  the 
gold  and  would  have  made  a  profit  rather  than  the  Government. 

Mr.  Miller.  You  are  assuming  that  devaluation  is  a  part  of  going 
off  the  gold  standard. 

Senator  Bulklet.  I  think  so.    Do  you  not  assume  that? 

Mr.  Miller.  Xo;  I  do  not;  not  as  a  necessary  sequel. 

Senator  McAdoo.  You  are  assuming,  too,  a  profit  from  such 
devaluation. 

Senator  Bulkley.  The  profit  is  there  in  the  Treasury- 
Senator  McAdoo.  It  is  not  a  profit. 

Mr,  Miller.  If  that  was  a  part  of  the  intent  and  plan,  that  is 
another  thing.  But  I  am  talking  of  it  now  purely  in  its  monetary 
aspects.  We  would  have  been  pushed  off  the  gold  standard,  and  I  am 
rather  inclined  to  think  that  the  dollar  today,  vis-a-vis  the  pound, 
would  be  about  where  it  is  today.  With  all  that  we  have  done  in 
the  interim,  though  it  is  not  possible  to  speak,  of  course,  with  cer- 
tainty on  that,  we  might  have  found  not  only  that  it  was  the  pru- 
dent course  but  that  it  was  the  necessary  course  to  devalue  the  dollar 
to  some  point. 

Senator  Glass.  Were  the  runs  on  the  bank  occasioned  by  any 
question  relating  to  the  gold  standard,  or  were  the  runs  on  the  banks 
occasioned  by  the  fact  that  the  banks  themselves  had  engaged  in 
excessive  speculation  and  had  reached  a  point  of  nonliquiditv  which 
rendered  it  impossible  to  respond  to  the  ordinary  demands  upon 
them,  and  the  failures  began  because  of  that  and  not  because  of  any 
question  relating  to  the  gold  standard  I 

Mr.  Miller.  I  think  so. 

Senator  Glass.  And  as  bank  after  bank  was  necessarily  closed  up 
because  of  such  excess  and  mismanagement  and  speculation,  that 
caused  runs  throughout  the  country? 

Mr.  Miller.  Undoubtedly.  If  you  go  back  into  the  matter  of 
causation,  that  is  true.  I  think  it  was  when  the  failures  came  along, 
when  Michigan  declared  its  bank  holiday,  and  the  thing  spread  very 
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rapidly  through  other  sections  of  the  country,  that  people  then 
began  to  wonder  whether  they  should  not  take  gold  as  well  as  notes 
and  convert  their  notes  into  gold. 

Senator  Bankhead.  Did  you  find  much  disposition  on  the  part 
of  depositors  to  demand  gold  or  to  get  any  sort  of  money  that  the 
bank  would  let  them  have! 

Mr.  Miller.  Toward  the  end  of  the  critical  panic  weeks,  the  last 
of  February  and  March,  when  we  had  the  bank  suspensions  and 
holidays  declared  by  various  States,  gold  was  going  out  in  a  very 
large  stream.  It  would  not  have  taken  a  great  while  longer  before 
the  gold  reserves  in  the  Federal  Reserve  banks  would  have  been 
pretty  thoroughly  dissipated. 

Senator  Townsend.  That  was  because  of  the  big  fellows  taking 
the  gold  at  that  time  'i 

Mr.  Miller.  All  kinds.  There  were  records  kept  at  the  banks 
indicating  that.  There  were  a  great  many  that  brought  in  notes  for 
redemption  in  gold. 

Senator  Bankhead.  But  throughout  the  country,  not  counting  the 
big  fellows  and  the  ones  in  the  big  centers,  the  depositors  did  not 
specify  what  kind  of  money  they  wanted;  they  just  asked  for  any 
sort  the  banks  would  hand  out  to  them,  silver  or  notes  or  anything 
else,  just  so  it  was  money  ? 

Mr.  Miller.  I  think  that  is  true;  and  I  think  most  people's  faith 
was  satisfied  when  they  got  a  note. 

Senator  Glass.  So  far  as  my  observation  went,  there  was  no  raid 
upon  the  gold  reserves;  there  was  no  demand  for  redemption  in  gold 
by  people  generally  who  held  notes  of  the  Federal  Reserve  banks; 
but,  as  a  matter  of  fact,  the  responsibility,  in  my  judgment,  for  any 
raid,  if  it  reached  the  point  of  a  raid,  upon  the  gold  reserves  of  this 
country  was  legislation  that  we  enacted  here  practically  running  us 
to  a  bond-secured  currency  and  alarming  Europe  and  advising  them 
that  we  were  going  off  the  gold  standard.  The  greatest  withdrawal 
of  gold  occurred  right  at  that  point.    Is  not  that  true? 

Mr.  Miller.  I  rather  think  it  would  be  borne  out  by  the  record 
that  the  greatest  withdrawals  were  in  October  and  Xovemher  1931. 
Senator  Bankhead.  Was  the  gold  withdrawn  before  March   i, 
1933? 

Mr.  Miller.  Yes. 

Senator  Baxshrad.  What  legislation  had  been  passed  at  that  time? 
Senator  Glass.  The  so-called  "  Glass-Steagall  bill  "  that  practically 
returned  us  for  the  time  to  a  bond-secured  currency.  And  I  want  to 
say  again  for  the  record  that  from  my  individual  records  I  never 
would  have  agreed  to  have  reported  that  bill  but  for  the  fact  that  we 
were  assured  over  and  over  again  by  men  in  authority  that  they  did 
not  expect  to  use  it;  that  they  wanted  it  for  psychological  purposes. 
Mr.  Miller.  I  ant  sorry  you  feel  that  way,  Senator,  because  we  felt 
it  was  one  of  the  things  that  enabled  the  Federal  Reserve  System  to 
bolster  up  a  situation  that  was  beginning  to  collapse  and  might  have 

come  down  with  a  worse 

Senator  Glass.  You  could  cure  a  situation  like  that  about  as  easily 
as  you  could  cure  a  rotten  egg. 

Mr.  Miller.  The  rotten  eggs  were  there,  Senator.  We  wanted  to 
prevent  them  from  cracking  over  the  heads  of  the  country. 
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Senator  Glass.  I  wanted  to  see  every  rottenly  mismanaged  bank 
put  out  of  business  while  they  were  going  out  of  business,  tad  I 
wanted  every  rotten  and  mismanaged  railroad  put  into  the  hands  of 
receivers  and  readjusted  on  an  honest  basis.  That  is  what  we  ought 
to  have  done.  A  lot  of  them  are  propped  up  now,  and  they  are  going 
to  topple  over  as  soon  as  the  props  are  taken  away. 

Mr.  MnxEB.  That  is  a  debatable  question;  and  perhaps  the  judg- 
ment of  the  historian  of  the  future  will  be  that  it  would  have  been  fir 
wiser-«-it  is  already  the  judgment  of  many  economists  that  it  woakj 
have  been  far  wiser— for  the  United  States  to  have  gone  through  tiw 
fires  of  bitter  experience  and  be  purified,  cleansed  and  cleaned  op  and 
to  have  made  a  start  from  a  new  beginning,  and  that  by  this  time  it 
would  have  been  well  on  the  way  to  wiping  out  our  former  losses 
through  productivity,  activity,  and  the  making  of  wages,  earnings, 
and  so  on. 

Senator  Glass.  God  Almighty  penalizes  everybody  who  disobejs 
his  law ;  and  there  is  no  reason  why  everybody  should  not  be  peDt- 
lized  who  disobeys  the  laws  of  sound  economics  and  the  laws  of  the 
country. 

Mr.  Miller.  I  am  afraid,  Senator,  that  you — and  I  say  this  with 
the  greatest  reverence  and  honor,  for  I  regard  you  as  one  of  my  mast- 
honored  friends — forget  that  our  natures  have  not  all  been  cast  in 
the  same  mold  as  yours.  I  am  afraid  our  later  generations  are  getting 
to  be  a  bit  soft-handed,  soft-minded,  and  it  is  a  question  whether  both 
the  economic  morale  and  the  political  morale  of  the  country  could 
have  stood  up  against  the  sobering  and  chastening  process  of  the  old- 
fashioned  deflation.  I  am  inclined  to  think  that  it  simply  would  not, 
and  therefore  could  not.  There  are  limits  to  what  you  can  expect 
people  to  endure,  though  we  know  ourselves  that  we  could  go  further 
and  fare  far  better  through  going  further. 

Senator  Bankhead.  I  hold  the  same  view,  sir. 

Senator  Glass.  Theology  teaches  that  if  you  do  not  punish  sin,  s 
fellow  is  going  to  keep  on  sinning;  and  that  is  just  as  true  applied 
to  economics  as  it  is  to  theology. 

Mr.  Milleh.  I  think  that  is  very  true,  Senator.  That  is  the  reason 
that  I  am  going  to  oppose  some  of  the  amendments  that  are  contem- 
plated in  this  bill — because  I  think  they  will  encourage  more  sin  of 
the  kind  that  brought  about  our  recent  troubles. 

If  I  may  just  state,  after  the  colloquy  we  have  had  here,  what  I, 
as  a  member  of  the  Federal  Reserve  Board,  take  as  the  predicate  for 
legislation.  It  is  that  we  are  on,  at  any  rate  for  the  time  being.* 
managed-currency  basis  in  this  country,  and  I  have  considered  the 
proposed  amendments  and  changes  in  the  structure  of  the  organixa- 
tion  and  the  functions  and  powers  of  the  Federal  Reserve  System 
and  of  the  Federal  Reserve  Board  from  that  point  of  view.*  The 
peculiarity  of  a  managed  currency  as  distinguished  from  an  oper- 
ated gold  standard  lies  just  here— that  somebody  has  got  to  do  the 
managing.  In  plain  words,  somebody  has  got  to  pull  the  strings,  to 
manipulate  the  machinery.  Your  difficulties  come  from  two  things: 
First.  What  is  your  objective  to  be  in  the  management  of  currencj, 
credit,  money  control — whatever  you  want  to  call  it?  They  are  all 
more  or  less  interchangeable  phrases.  What  is  your  objective  to  be 
in  n  country  us  vast  and  as  complex  as  this? 
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Second.  If  you  are  agreed  upon  an  objective,  what  is  the  mech- 
anism that  you  are  going  to  employ  and  what  warrant  is  there  for 
believing  that  that  mechanism  will  work  successfully  to  promote  the 
objective  ? 

Third.  There  comes  the  question  of  whom  you  are  going  to  entrust 
these  vast  powers  to.  Who  ia  to  do  the  managing?  Who  is  to  pull 
the  strings  ? 

Now,  approaching  that  question  in  a  general  way,  first,  and  as  the 
sine  qua  non  under  any  scheme  of  Federal  Eeserve  management  and 
currency  management,  is  the  body  that  is  to  exercise  these  functions 
as  independent  in  law  and  in  fact  as  it  is  possible  for  it  to  be  under 
the  Constitution  of  the  United  States  ?  To  me,  that  is  indispensable. 
I  am  not  submitting  that  as  a  theoretical  conclusion,  but  the  record 
of. the  Federal  Reserve  System — and  I  think  I  know  the  record  in 
and  out  pretty  thoroughly — if  it  discloses  one  thing  more  clearly 
and  more  importantly  in  this  connection  than  any  other,  it  is  that 
the  misadventure  and  miscarriage  in  the  Federal  Reserve  System 
has  come  through  interference,  sometimes  the  interference  of  Gov- 
ernment, sometimes  the  interference  of  banks.  My  experience  has 
led  me  to  the  conclusion  that  both  forms  of  interference  are  most 
objectionable  and  may  occasion  some  very  serious  consequences,  and 
that  this  legislation  ought  never  to  be  enacted  until  protective  safe- 
guards of  the  strongest  character  can  be  set  up  to  protect  and  forfend 
us  against  any  interference  of  that  kind.  It  is  immaterial  to  me 
whether  it  is  so-called  "  banking  control "  or  whether  it  is  so-called 
"  political  control  ";  from  my  point  of  view  both  are  objectionable, 
and  the  objections  are  a  part  of  the  records  of  the  Federal  Reserve 
System.  If  a  history  of  that  System  is  ever  written — it  will  not  be 
in  our  day — you  will  see  that  political  interference,  as  it  is  called,  and 
banking  domination  or  interference,  as  it  is  called,  have  largely  been 
responsible  for  the  major  errors  of  policy  that  have  been  made  in  the 
Federal  Reserve  System- 
Senator  Glass.  Is  there  anything  in  the  existing  Federal  Reserve 
law  that  authorizes  or  suggests  either  political  or  banking  domination 
of  the  System  ? 

Mr.  Miller.  I  would  say,  when  it  comes  to  banking  domination — - 
I  am  using  that  now  specifically  in  the  sense  of  Federal  Reserve  bank 
domination — that  there  are  certain  obscurities  in  the  Federal  Re- 
serve Act  that  give  divided  authority  and  divided  responsibility.  It 
is  not  clear  who  is  the  responsible  agent. 

Senator  Glass.  Since  the  Banking  Act  of  1938  was  passed? 

Mr.  Miller.  I  would  say  so,  Senator.  I  would  say  so  particu- 
larly in  the  matter  of  the  open  market  section  of  the  act,  the  section 
of  the  act  setting  up  the  Federal  open-market  committee.  I  do  not 
know  whether  you  have  looked  at  that  very  recently,  but  I  am  afraid 
that  in  the  process  of  legislation  it  was  pretty  badly  garbled  and 
did  not  come  out  as  perhaps  you  intended  it  should. 

Senator  Glass.  May  the  open-market  committee  under  that  stat- 
ute do  anything  except  under  rules  and  regulations  passed  by  the 
Federal  Reserve  Board? 

Mr.  Mhakk.  No;  but  the  roles  and  regulations  of  course  can  only 
regulate  and  cannot  enlarge  the  powers  exercised  by  the  open-market 
committee.     The  Board  cannot  subtract  from  those  powers;  it  can- 
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not  assume  the  exercise  of  any  of  those  powers  on  its  own  side.  If 
the  open -market  committee  and  the  Federal  Reserve  Board  in 
agreed  as  to  what  is  a  wise  open-market  policy,  there  is  nothing  by 
which  they  can  enforce  their  position  as  against  any  Federal  Reserve 
bank. 

Senator  Glass.  Is  not  that  the  only  reservation  whatsoever  in  the 
act,  that  any  Federal  Reserve  bank  may  decline  to  participate  in  i 
given  open-market  operation  ? 

Mr.  Miller.  I  would  say  that  is  a  very  important  reservation,  and 
I  should  say  that  that  is  one  that  can  nullify  the  open-market  policy. 
An  open-market  policy,  I  think  it  ought  not  to  be  overlooked,  & 
always  conceived  as  a  national  policy  from  a  very  broad  point  of 
view.    It  at  any  rate  should  be. 

Senator  Glass.  Do  you  think  the  Dallas  bank  could  nullify,  in  u 
important  sense,  open-market  operations  participated  in  by  the  11 
other  Federal  Reserve  banks  ? 

Mr.  Miller.  I  do  not  think  that  the  Dallas  bank  could  exercise 
very  much  effect  there. 

Senator  Bulkley.  Do'vou  think  the  New  York  bank  could? 

Mr.  Miller.  The  New  York  bank  could  do  quite  a  good  deal.  It 
represents  approximately  40  percent  of  the  resources  of  the  Federal 
Reserve  System,  and  without  its  cooperation  we  might  easily  run 
into  difficulties. 

Senator  Glass.  As  a  matter  of  fact,  the  New  York  bank  seems 
easily  to  manage  things,  and  how  to  prevent  that  is  something  thai 
I  would  like  somebody  to  suggest. 

Senator  MoAdoo.  As  the  action  of  each  bank  is  voluntary,  one 
small  Federal  Reserve  bank  perhaps  could  not  influence  or  affect  the 
general  policy  very  much,  but  suppose  that  dividing  on  section  lines, 
now,  merely  to  illustrate  my  point,  that  all  the  banks  west  of  the 
Mississippi  River  declined  to  go  into  some  policy  that  might  be 
recommended  in  an  open-market  operation,  and  that  all  the  banks 
east  of  the  Mississippi  River  favored  it,  to  what  extent  would  that 
nullify,  do  you  think,  or  seriously  impede  the  effectiveness  of  the 
operation  ? 

Mr.  Miller.  I  would  say  it  would  seriously  impede  it.  It  would 
put  us  in  the  peculiar  position  of  undertaking  a  managed  currency 
on  a  local  basis  for  a  country  that  is  a  nation.  There  would  be  no 
method  by  which  the  Dallas  district  or  the  San  Francisco  district 
could  escape  the  effects  of  an  open-market  operation  if  it  were  carried 
through,  even  though  they  did  not  participate  in  it. 

Senator  Glass.  Was  it  not  intended,  with  respect  to  regional  banks, 
that  they  should  manage  the  credits  of  their  respective  regions? 

Mr.  Miller.  I  think  that  was  the  intent,  and  very  advisedly  the 
intent,  of  the  Federal  Reserve  System  when  it  was  set  up,  and  I  haw 
called  attention,  and  will  again,  to  the  fact  that  at  that  time  then 
were  a  great  many  conditions  that  do  not  exist  now.  We  had  a  gold 
standard  in  the  full  flower  of  its  operation.  We  had  a  limited  finan- 
cial market  in  this  country,  with  a  paltry  200  millions  of  Govern- 
ment bonds,  that  at  the  uttermost  would  be  regarded  as  being  in  the 
floating  supply  of  bonds.  We  had  institutions  envisaged  as  institu- 
tions of  rediscount    But  an  awful  lot  has  happened  since  then. 
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Senator  Glass.  Do  you  think  we  have  come  to  the  point,  then, 
.hat  it  is  advisable  to  charge  the  Federal  Reserve  Board  with  au- 
hority  to  absorb  all  the  assets  of  the  12  Federal  Reserve  banks? 

Mr.  Miller.  No. 

Senator  Glass.  And  to  use  them  under  the  direction  of  the  Board  ? 

Mr.  Miller.  No;  I  do  not.  I  had  no  such  extreme  thing  in  mind; 
nit  I  reached  the  conclusion  10  years  ago,  after  the  first  considerable 
id  vent  are  of  the  Federal  Reserve  System  in  the  field  of  open-market 
operations  by  extensive  purchases  of  Government  securities  and  ac- 
■eptances,  and  it  is  a  matter  of  record  in  House  hearings  and,  I  think, 
n  some  earlier  Senate  hearings,  that  the  consequences  would  be 
itterly  disastrous  to  this  country  unless  the  Federal  Reserve  Board 
vuh  ciothed  with  the  power  to  exercise  the  ultimate  determination  of 
inch  policies.  I  have  here  today  and  would  be  glad  to  exhibit  charts 
o  illustrate  these  matters,  if  you  will  go  back  to  1927  when  the  last 
rreat  open-market  blunder  was  made  by  the  Federal  Reserve  System. 
That  was  tinder  Federal  Reserve  bank  leadership.  I  make  it  specific. 
'.t  was  an  operation  that  was  initiated,  proposed,  and  developed  by  the 
?Vderai  Reserve  Bank  of  New  York,  accepted  by  most  of  the  other 
Reserve  banks  who  participated  in  the  discussions,  and,  I  regret  to 
ay.  by  the  Federal  Reserve  Board.  I  have  previously  described  it 
n  these  hearings  as  the  most  costly  blunder  that  was  ever  made  by 
he  Federal  Reserve  System  or  by  any  banking  system,  I  think.  I 
loubt — though  this  is  purely  a  conjectural  opinion — that  if  there  had 
>een  at  that  time  a  definite  concentration  of  responsibility  in  the 
natter  of  the  open-market  powers  of  the  Federal  Reserve  System 
n  any  one  body,  whether  the  operation  would  have  been  undertaken. 
'.  doubt  whether,  if  the  Federal  Reserve  Board  at  that  time  had  been 
lothed  with  the  exclusive  power  in  that  matter,  the  Board  would 
lave  dared  to  venture  upon  that  operation. 

Senator  Bulklet.  Was  that  the  Government  bond  purchases! 

Mr.  Milleb.  Yes;  in  the  latter  part  of  1927,  supplemented  by  re- 
actions in  rediscount  rates,  with  a  view  of  supporting  foreign  cur- 
rencies at  a  time  when  sterling  particularly  was  in  a  very  delicate 
md  sensitive  position  following  the  coal  strike  of  the  previous  year. 

Senator  Bulklet.  That  is  the  operation  that  you  characterize  as 
i  blunder) 

Mr.  Miller.  Yes;  I  would  say,  engaging  in  an  operation  that  had 
icrhaps  as  its  larger  objective  the  maintenance  from  collapse  of 
he  international  gold  standard  as  it  was  at  that  time. 

Senator  McAooo.  It  was  chiefly  designed  to  aid  Great  Britain, 
pas  it  not? 

Mr.  Miller.  To  aid  Great  Britain  ami  to  aid  the  world  and  our- 
elves  through  preventing  and  forestalling  monetary  collapse. 

Senator  McAdoo.  Great  Britain,  of  course,  was  the  leading  factor? 

Mr.  Miller.  Great  Britain  was  in  a  very  critical  position  at  that 
ime.  It  was  also  the  time  of  heavy  exports  of  cotton  and  wheat 
rom  this  country.  We  were  in  1927  in  what  was  then  described  as 
i  depression.  It  seems  nothing  as  compared  with  what  we  have 
rone  through  in  recent  years. 

Senator  McAdoo.  I  thought  it  was  described  as  the  year  of  per- 
ii'tual  prosperity. 

Senator  Glass.  In  other  words,  that  was,  in  my  judgment,  a  dis- 
inct  departure  from  both  the  text  and  the  spirit  of  the  Federal 
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Reserve  Act,  without  one  particle  of  lawful  sanction,  and  it  resulted 
from  an  attempt  to  adjust  the  difficulties  of  Europe  instead  of  giving 
attention  to  our  own  difficulties  here. 

Mr.  Miller.  I  agree  with  you,  Senator.  I  not  only  agree  with 
you  now,  but  that  was  my  position  at  the  time. 

Senator  McAdoo.  You  are  absolutely  correct  about  that. 

Mr.  Miller.  I  was  not  surprised  by  the  future  effects.  I  refused 
to  go  along  with  the  policy ;  I  opposed  it. 

Senator  McAdoo.  Mr.  Strong  was  then  Governor  of  the  Federal 
Reserve  Bank  of  New  York,  was  he  not? 

Mr.  Miller.  Yes.  I  do  not  know,  but  my  belief  is  that  if  the 
Federal  Reserve  Board  had  been  charged  with  the  responsibility, 
and  particularly  if  it  had  been  charged  with  the  responsibility  of 
not  engaging  in  the  operation  except  on  the  affirmative  vote  of  a 
minimum  number  of  the  members  of  the  Board,  the  operation  would 
never  have  been  undertaken  and  the  position  of  the  country  ever 
since  would  have  been  vastly  better. 

Senator  Glass.  The  Board  had  full  responsibility  then.  Why  did 
it  not  prevent  it! 

Mr.  Miller.  No;  the  Board  never  has  had  the  full  responsibility, 
Senator,  to  initiate  an  open-market  operation. 

Senator  Glass.  No ;  but  it  had  the  responsibility  of  passing  upon 
open-market  operations. 

Mr.  Miller,  It  can  say  no. 

Senator  Glass.  But  it  did  not  say  no. 

Mr.  Miller.  No.  Mv  belief  is  that  if  it  had  been  obliged  to  say 
yes  on  its  own  motion,  it  never  would  have  said  yes  and  there  would 
have  been  no  occasion  to  have  said  no. 

Senator  Glass.  Let  me  ask  you  this,  Dr.  Miller.  It  might  seem 
persona],  but  it  is  not  intended  to  be  personal.  You  may  not  desire 
to  answer  it,  and  you  need  not  answer  it  if  you  do  not  desire  to. 

Mr.  Miller.  I  will  answer  it.  Senator. 

Senator  Glass.  From  the  beginning  has  the  Federal  Reserve 
Board  in  its  personnel  been  constituted  of  men  who  were  altogether 
capable  of  engaging  in  open-market  operations? 

Mr.  Miller.  You  are  asking  that  as  an  objective  question,  and  I 
will  answer  it  objectively.  I  will  say  no.  but  I  think  the  same  thing 
is  true  of  the  heads  of  the  Reserve  banks. 

Senator  Glass.  I  am  inclined  to  agree  with  that. 

Senator  Couzens.  Have  you  a  record  of  the  extent  of  the  opera- 
tions that,  you  have  been  referring  to  ? 

Mr.  Miller.  I  think  so. 

Senator  Couzens.  I  would  like  to  have  it  go  into  the  record,  to  see 
how  extensive  they  were.     Do  you  have  a  record  here? 

Mr.  Miller  (exhibiting  chart  I).  The  bottom  line  reflects  the  hold- 
ings of  United  States  Government  securities. 

Senator  McAdoo.  By  the  Federal  Reserve  banks? 

Mr.  Miller.  Yes;  their  purchase  and  sale.  You  will  notice  the 
first  great  purchase  operation  whs  in  1922.  We  were  then  comins 
out  of  the  postwar  depression.  We  bad  an  enormous  influx  of  gold. 
The  member  banks  were  taking  down  their  rediscounts,  getting  out 
of  debt,  with  the  result  that  the  Reserve  hanks  were  hard  put  to 
make  earnings:     They   therefore   ltegnti   to  enter  the   open   market 
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to  purchase  United  States  Government  securities.  That  is  reflected  in 
the  bottom  line  on  the  chart. 

Senator  Couzens.  Then  they  fell  off  in  1923  again! 

Mr.  Miller.  Yes.  You  will  recall  that  1923  was  the  first  active 
year  we  had  after  the  crisis  of  the  war.  We  had  a  considerable 
pick-up  in  business  in  the  latter  part  of  1922,  and  that  went  on  in  1923 
to  about  the  summer,  and  it  was  by  many  people  regarded  at  the  time 
as  another  inflation.  It  was  about  that  time  that  the  Federal  Reserve 
Board  set  up  its  Division  of  Research  in  a  more  fully  organized  and 
competent  form,  and  gathered  systematically  material  bearing  upon 
economic  developments  that  were  in  process,  and  as  a  precautionary 
measure  the  System  began  to  liquidate  in  part  its  portfolio  of 
•Government  securities  in  order  to  serve  as  a  resistant  to  the  expan- 

MEMBER   BANK  RESERVES -GOLD-  RESERVE  BANK  CREDIT 


sion  of  credit,  the  rise  of  prices  and  certain  signs  of  perhaps  too 
large  activity  in  business,  with  the  result,  not  shown  on  this  chart, 
that  the  member  banks  that  were  extensively  extending  their  loans 
were  obliged  to  come  in  and  borrow;  and  inasmuch  as  banks  as  a 
rule  do  not  like  to  borrow,  it  put  them  under  a  certain  pressure  not 
to  borrow  unless  they  had  to. 

Toward  the  latter  part  of  1923  there  is  clearly  disclosed  on  this 
chart  the  first  return  to  health  after  the  crisis,  though  not  the  begin- 
ning of  a  permanent  and  well-sustained  recovery.  In  order  to  offset 
what  you  might  call  "  deflationary  influence  ",  recession  influences, 
the  Federal  Reserve  System  in  1924  again  went  into  the  open  market 
and  began  to  purchase  securities.  Hiat  was  one  of  its  greatest 
■operations. 

Senator  Couzens.  Was  that  a  sound  operation,  in  your  judgment? 

Mr.  Mili.fr.  In  my  judgment,  that  was  a  sound  operation. 

Senator  Couzens.  Those  figures  do  not  show  in  dollars  and  cents. 

Mr.  Miller.  No,  sir.  You  can  easily  get  them  from  the  margins. 
The  operation  in  1924  amounted  to  about  500  million  dollars.  You 
notice  [chart  II]  how  this  line,  which  indicates  the  movement  of 
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the  production  index,  shows  a  drop  in  1924.  We  have  all  supposed 
that  our  purchase  operation  in  that  year,  which  is  shown  on  this  chart, 
was  a  resistant  and  had  something  to  do  with  reversing  the  trend  and 
sending  the  production  curve  upward.  The  error  that  I  felt  at  tat 
time  was  made  and  which  I  subsequently  felt  was  pretty  well  demon- 
strated by  the  record,  was  that  we  did  not  liquidate  rapidly  enough  in 
1925,  and  this  line,  this  volume  [indicating  on  chart  I]  was  kept  too 
steady.  It  was  in  1925  that  most  of  the  post-war  inflationary  devel- 
opments date.  That  was,  in  my  judgment,  looking  back  now,  a  criti- 
cal year,  a  very  critical  year. 

Senator  Couzens.  1929,  you  say? 

Mr.  Milleb.  1925.  That  was  the  period  when  speculation  began. 
You  notice  how  in  1925  [chart  III]  stock  prices  suddenly  began  to 
rise  and  go  on  and  go  on. 
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Senator  Couzens.  If  that  appeared  to  you  at  the  time,  why  did 
the  Board  not  take  any  action  ? 

Mr.  Miller.  This  did  not  appear  at  the  time.  We  are  looking  back. 
We  could  only  guess  what  was  ahead. 

Senator  Couzens.  But  was  not  that  an  actual  fact,  that  it  did  occur 
in  1925,  Doctor? 

Mr.  Miller.  My  own  feeling  was  that  very  energetic  action  ought 
to  have  been  taken.  That  was  my  feeling  at  the  time,  and  I  haw 
felt  since  that  a  great  error  was  made  by  the  Federal  Reserve  System 
in  not  having  taken  such  action. 

Senator  Couzens.  That  is,  in  1925  ? 

Mr.  Miller.  Yes.  I  have  always  felt  that  that  was  a  critical  year, 
that  we  began  to  lose  the  fear  of  inflation,  the  fear  of  the  previous 
experiences,  and  felt  certain  assurance  and  solidity  that  actually 
was  not  warranted  by  the  later  developments. 

Senator  Couzens.  Now,  take  it  to  1927.  if  you  please,  when  you 
performed  these  operations  in  behalf  of  international  bankers. 
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Mr.  Miller.  You  will  notice  in  1927  the  production  curve  again 
begins  to  ascend  [chart  II].  That  was  described  and  is  still 
described  in  some  of  the  historical  accounts  of  the  Federal  Re- 
serve System  as  a  year  of  mild  recession.  Of  course  you  never 
know  when  recession  begins  whether  it  is  going  to  run  into  a  depres- 
sion, whether  it  is  going  to  be  mild  or  serious.  At  any  rate,  this 
indicates  a  rather  pronounced  drop  in  the  production  curve,  not  so 
pronounced  as  in  1924,  but  pronounced.  We  had  gotten  down  from 
the  high  level  of  1925  and  1926.  The  Federal  Reserve  System  then 
went  into  the  market  again  to,  as  it  were,  fight  or  counter  that  tend- 
ency. It  purchased  securities  very  extensively,  with  the  result  that 
it  purchased  not  only  Government  securities,  but  it  purchased  in  the 
latter  half  of  the  year  acceptances  on  a  very  extensive  scale,  with 
the  result  that  the  total  volume  of  Reserve  bank  credit  shot  up  very 
2>ronouncedly  [chart  I], 
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Senator  Cotjzenh.  You  said  that  that  was  largely  due  to  the  drop* 
ping  off  of  production,  and  you  previously  Baid  it  had  to  do  with 
the  conditions  in  England. 

Mr.  Mttj.fr.  It  had.  The  program  was  adopted  on  the  27th  of 
July  1927. 

Senator  McAdoo.  Would  you  permit  an  interruption t  Did  the 
Reserve  Board  at  that  time  approve  or  disapprove  the  action  of  the 
Federal  Reserve  Bank  of  New  York  and  of  the  banks  of  the  Federal 
Reserve  System  in  entering  upon  that  policy! 

Mr.  Miller.  It  approved  it,  Senator. 

Senator  McAdoo.  Unanimously! 

Mr.  Miller.  No;  it  did  not. 

Senator  McAdoo.  What  was  the  division  t 

Mr.  Miller.  Well,  I  do  not  know  exactly  what  the  division  was. 
I  know  I  was  opposed  to  it. 

Senator  McAnoo.  Was  the  Secretary  of  the  Treasury  in  favor  of 
it! 
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Mr.  Miller.  I  do  not  think  so.  I  was  not  present  at  the  meeting. 
I  left  when  I  saw  what  was  going  to  happen.  I  went  West.  I  knew 
that  nothing  that  I  could  do  would  alter  the  outcome. 

Senator  McAdoo.  You  do  not  know  whether  the  Secretary  of  the 
Treasury  and  the  Comptroller  of  the  Currency  opposed  it! 

Mr.  Miller.  My  impression  is  that  the  Secretary  of  the  Treasury 
had  gone  to  Europe;  but  of  that  I  am  not  sure. 

Senator  Couzens.  Do  the  records  of  the  Board  show  who  partici- 
pated} 

Mr.  Miller.  Oh,  yes. 

Senator  Couzens.  And  how  the  vote  stood  ! 

Mr.  Miller.  Yes. 

Senator  Cottzens.  We  would  like  to  have  that  information. 

Mr.  Miller.  I  do  not  know  that  it  would  show  the  vote  by  names. 
I  think  if  you  addressed  that  question  to  the  Board,  the  Board  would 
give  it  very  respectful  attention. 

Senator  McAdoo.  Would  it  do  more  than  give  it  respectful  atten- 
tion?   Would  it  really  comply! 

Mr.  Miller.  I  do  not  think  that  the  Board  has  ever  declined  to 
answer  any  question  on  the  part  of  the  Banking  Committee  of  either 
House  of  Congress,  and  I  do  not  think  it  should.  I  do  not  know 
whether  there  was  a  record  vote  on  it ;  I  doubt  whether  there  was 
a  record  vote.    These  things  frequently  just  go  by  unrecorded  vote. 

Senator  Couzens.  In  contemplation  of  broader  powers  to  be  given 
to  the  Federal  Reserve  Board,  is  it  not  desirable  that  all  of  its  con- 
ferences, negotiations,  discussions  and  votes  take  place  in  public! 

Mr.  Miller.  No;  I  do  not  think  so,  Senator;  I  will  tell  you  what 
I  do  think.  I  think  that  would  be  a  fatal  mistake.  But  I  do  think, 
and  I  hare  in  my  pouch  here  an  amendment  drafted  to  the  effect 
that  in  any  form  of  set-up  of  the  open-market-policy  organization 
in  the  Federal  Reserve  System,  if  any  is  eventually  adopted,  who- 
ever participates  in  it — the  Federal  Reserve  Board  or  the  open- 
market  committee  or  the  open-market-advisory  committee  that  is  pro- 
vided for  in  the  House  bill — should  give  a  statement  of  their  recom- 
mendations and  a  statement  of  their  reasons,  and  the  Board  shonld 
do  the  same,  and  these  things  should  be  published  annually  in  the  re- 
port of  the  Federal  Reserve  Board,  so  that  the  public  can  see  what  the 
action  was,  what  the  line  of  reasoning  was  that  led  to  the  action,  and 
judge  after  a  period  of  5  or  6  or  7  years  who  has  the  best  battine 
average.  I  think  that  should  be  done.  But  I  do  not  think  it  should 
be  done  publicly  at  the  time.  I  think  that  would  be  a  great  mistake. 
I  think  then  you  would  have  political  control  in  the  Federal  Reserve 
System — not  a  political  control  as  some  people  understand,  but  it 
would  work  out  that  influences  other  than  those  that  were  immedi- 
ately appropriate  and  germane  to  the  matters  under  discussion  might 
influence  the  atmosphere  in  which  the  deliberations  went  on  and  the 
conclusions  reached. 

I  am  firmly  of  the  opinion  that  if  there  is  a  record  made  at  the 
time,  a  full  record,  and  that  record  published  as  a  matter  of  course 
in  the  annual  report  of  the  Federal  Reserve  Board,  there  will  be 
more  restraint,  more  circumspection,  less  indiscretion  in  the  exercise 
of  the  open-market  powers.  Then  you  will  get  what  I  think  some  of 
you  are  very  much  concerned  about  here — a  record  also  of  when  the 
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Treasury  becomes  a  factor.  I  think  that  type  of  publicity  is  respec- 
table and  proper,  and  I  think  from  your  point  of  view,  Senator 
Couzens,  it  would  be  amply  effective  in  securing  the  thing  that  you 
have  in  mind. 

Senator  Couzens.  What  I  have  particularly  in  mind  is  related  to 
your  previous  statement,  that  the  Federal  Reserve  Board  has  been 
subject  to  external  influences,  both  political  and  banking.  I  would 
like,  if  it  is  proper,  to  have  you  give  us  an  example  of  that  political 
or  banking  influence  that  has  been  exerted  upon  the  Board.  You 
must  have,  from  your  long  association  with  the  Board,  some  instance 
in  mind  where  this  external  pressure  has  been  exerted  upon  the 
Board  to  do  certain  things. 

Mr.  Miller.  I  would  suggest,  if  the  committee  really  wants  that, 
that  it  would  be  better  to  give  the  information  in  executive  session. 
I  doubt  whether  it  would  be  advisable  to  enter  it  upon  the  record 
here.    That  is  my  feeling  about  it. 

Senator  Couzens.  I  will  discuss  that  with  the  chairman  of  the 
committee  later  on,  then.  But  I  think  it  is  of  very  vital  importance, 
because  if  this  committee  is  going  to  undertake  to  broaden  the  powers 
of  the  Federal  Reserve  Board  we  ought  to  know  something  about  the 
influences  that  have  been  exerted  on  the  activities  of  the  Board  here- 
tofore and  what  probable  influences  might  be  hereafter  exerted  upon 
the  Board.  I  am  not  one  of  those  that  believe  that  there  is  not  any 
external  influence  exerted  in  Government  but  I  want,  as  far  as  pos- 
sible to  know  where  it  comes  from  and  whether  there  is  any  way 
of  preventing  it. 

Mr.  Miller.  Senator,  the  influence  might  be  nothing  more  than 
influence;  it  might  sometimes  be  the  influence  of  a  more  positive 
mind  or  a  more  positive  group. 

Senator  Glass.  Such  as  Benjamin  Strong  had ! 

Mr.  Miller.  Exactly 

Senator  Couzens.  Does  Mr.  Harrison  have  the  samel 

Mr.  Miller.  The  situation  since  Mr.  Harrison  has  been  Governor, 
following  the  year  1929,  has  been  so  dissimilar  that  I  would  say  he 
has  not  been  fully  tested,  but  my  anticipation  would  be  that  he 
would  not  be  the  same.  You  must  remember  that  it  is  a  great  deal 
easier  for  banking  control,  banking  influence,  to  exercise  an  effec- 
tive leadership  in  times  of  high  prosperity  and  inflation ;  and  New 
York,  in  the  heydey  of  its  ascendancy,  was  doing  that.  That  was  a 
period  of  inflationary  developments,  from  1924  right  down  to  the 
crash. 

But  I  might  mention  this,  Senator.  Perhaps  it  may  content  you 
to  know  that  in  the  most  serious  position  that  the  Federal  Reserve 
Board  ever  found  itself  in,  to  wit,  in  the  year  1929,  when  there  was  a 
pronounced  difference  of  opinion  as  to  whether  the  situation  de- 
manded Federal  Reserve  influence  and  control  and  what  should  be 
the  form  of  that  control,  a  majority  in  the  Federal  Reserve  Board 
were  confronted  with  what  was  a  most  serious  kind  of  opposition, 
to  wit,  a  combination  of  New  York  and  Washington,  between  the 
Secretary  of  the  Treasury  and  the  dominant  bank  in  the  Federal 
Reserve  System.  That  is  a  matter  of  record.  I  think  the  chairman 
knows  that,  and  perhaps  some  other  members  of  the  committee 
know  it. 
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Senator  Couzenb.  Was  that  during  the  administration  of  the 
greatest  Secretary  of  the  Treasury  since  Hamilton,  or  was  it  during 
the  administration  of  his  successor? 

*  Mr.  Miller.  You  know  who  the  Secretary  of  the  Treasury  was  io 
1929 ;  and  there  no  reflection  is  intended  by  me  upon  the  then  Secre- 
tary of  the  Treasury.  I  want  to  tell  you  in  a  broad  way  that  the  two 
things  to  be  guarded  against  in  the  operation  of  the  Federal  Reserve 
System  are  oscillation  of  outside  influence,  between  the  Treasury  and 
Is  ew  York ;  by  the  Treasury  in  times  of  strain ;  by  New  York  in  times 
of  inflation.  New  York  is  our  leading  financial  market  and  the 
greatest  financial  market  in  the  world.  It  takes  a  positive  position 
with  respect  to  most  financial  matters.  It  has  strong  men  to  advocate 
its  views  and  defend  them,  and  in  those  times  the  Treasury  is  apt  to 
be  rather  quiescent  and  passive,  and  frequently,  I  would  say,  very 
frequently,  in  the  past  the  domination  of  New  York  on  the  Board 
has  come  through  the  channel  of  the  Treasury. 

Make  no  mistake ;  I  do  not  think  it  will  make  very  much  difference 
in  the  future  whether  it  happens  to  be  a  Republican  Secretary  of 
the  Treasury  or  a  Democratic  Secretary  of  the  Treasury.  It  will 
happen  again ! 

Senator  Glass.  Or  a  New  York  Secretary  of  the  Treasury  or  ■ 
secretary  from  some  other  State? 

Mr.  Miller.  That  is  correct.  I  have  noticed  that  when  the  Gov- 
ernment itself  has  no  strong  position  with  respect  to  financial  mat- 
ters, in  other  words,  when  it  has  an  open  mind  or,  more  frequently, 
an  empty  mind,  New  York  will  take  possession;  and  I  think  that 
will  be  especially  true  in  the  future,  with  the  enormous  amount  of 
public  debt  and  financing  and  refinancing  that  we  will  have  for  a 
great  many  years  to  come;  and  the  Secretary  will  have  to  contact 
New  York.  He  will  want  to  maintain  a  favorable  attitude  on  the 
part  of  New  York  as  well  as  the  whole  banking  system  of  the  coun- 
try, and  New  York  will  have  its  important  part  in  his  success.  The 
Federal  Reserve  Board  does  not  know  much  about  what  is  going  on 
in  the  Treasury,  except  from  the  newspapers.  The  New  \  ork  Re- 
serve Bank  knows  far  more.  I  repeat  this,  that  I  am  of  the  opinion 
that  I  began  to  form  10  years  ago,  after  the  1924  episode,  that  there 
will  be  no  economic  safety  and  financial  safety  for  this  country  unless 
the  ultimate  responsibility  for  open-market  operations  is  concen- 
trated in  one  body  definitely  known  to  be  responsible  for  the  outcome. 

Senator  Glass.  It  is  definitely  concentrated  in  one  body  now, 
except  that  the  Board  itself  may  control  the  whole  situation  by  its 
rules  and  regulations  under  the  taw. 

Mr.  Miller.  Well?  in  other  words,  we  might  stop  all  open-market 
operations  by  refusing  to  issue  regulations;  yes.  But  there  is  no 
method,  Senator,  by  which  we  could  order  any  Reserve  bank  or  all 
Reserve  banks,  let  us  say,  to  sell  securities  or  buy  securities,  no 
matter  how  much  we  felt  that  it  would  be  desirable  in  the  interest 
of  the  preservation  of  a  wholesome  credit  or  financial  situation  or 
monetary  situation  that  securities  should  be  sold  or  should  be  bought. 

Senator  Couzens.  Does  the  public  know  through  any  source  when 
you  are  engaged  in  open-market  operations? 

Mr.  Miller.  If  they  are  interested  enough  to  follow  our  weekly 
statements  they  see.    Usually  we  give  a  pretty  faithful  account  in 
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our  monthly  bulletin.  The  Federal  Reserve  Board  has  always  laid 
its  cards  on  the  table.  It  makes  a  record  of  whatever  it  does.  There 
are  no  secrete  that  we  conceal ;  it  is  all  open. 

Senator  Glass.  Is  it  not  a  fact  that  the  commercial,  industrial,  and 
agricultural  interests  of  this  country  have  no  contact  with  the 
open-market  situation  and  have  no  knowledge  of  it  and  no  under- 
standing of  it? 

Mr.  MitxER.  I  should  say  the  latter  is  preeminently  true. 

Senator  Couzens.  That  is  what  I  was  trying  to  get  at  in  my  more 
obscure  question. 

Mr.  Miller.  I  think,  Senator,  that  is  true  of  even  the  great  riuan- 
■cial  centers.  I  think  there  are  comparatively  few  that  really  under- 
stand the  true  inwardness  and  the  subtle  workings  of  purchases  and 
sales  in  the  open  market. 

Senator  Glass.  Do  you  think  the  open-market  operations  con- 
ducted, as  you  know,  chiefly  by  the  New  York  bank,  very  intimately 
affect  the  credit  transactions  of  the  remoter  Federal  Reserve  bank 
■districts  ? 

Mr.  Miller.  Very  decidedly. 

Senator  Glass.  In  what  way  ? 

Mr.  Miller.  Money  becomes  easy,  if  securities  are  purchased  in 
any  considerable  volume  in  the  New  York  money  market.  Interior 
money  may  be,  as  a  result  of  that,  withdrawn  from  New  York  to  get 
a  better  rate  at  home. 

Senator  Glass.  To  get  a  better  rate  at  home,  yes;  but  it  never 
reduces  its  standard  rate  at  home,  does  it? 

Mr.  Miller.  Very  frequently. 

Senator  Glass.  I  have  never  known  it  to  be  done. 

Mr.  Miller.  I  think  very  frequently  the  Federal  Reserve  System 
has  entered  the  open  market  as  a  buyer  of  securities  with  a  view 
■of  easing  the  money  situation  for  the  purpose  of  getting  a  reduc- 
tion later  on  of  discount  rates  which  in  turn  would  reflect  itself 

Senator  Glass.  Have  you  reached  the  conclusion  that  in  the 
greater  part  of  the  country  the  individual  hanks  have  what  they  call 
their  "standard  discount  rates"  and  that  they  rarely  if  ever  depart 
from  them,  and  that  they  always  loan  their  money  up  to  the  statu- 
tory limit? 

Mr.  Miller.  I  think  that  is  true  in  large  sections  of  the  country, 
but  I  think  it  does  not  affect  a  very  large  proportion  of  total  bank 
borrowings.  I  think  there  is  a  certain  competition  even  in  customer 
rates  when  you  get  far  away  from  the  great  centers.  Of  course,  in 
New  York  mere  is  active  competition ;  there  is  in  all  the  large  cities; 
and  in  recent  years,  Senator,  with  the  development  of  large  cor- 
porations which  have  access  to  financial  markets  anywhere  in  the 
country,  it  is  not  at  all  uncommon,  in  fact,  it  is  very  usual  for  Pacific 
coast  business  concerns  to  borrow  in  New  York,  Boston,  Philadel- 
phia, and  their  local  bank*  have  got  to  meet  the  rates  they  can  get 
there  or  lose  the  business.  There  is  a  pretty  competitive  market. 
It  dots  not  follow  that  because  the  advantage  goes  to  some  customers 
it  goes  to  all.  We  have  very  low  rates  at  the  present  time.  If  anyone 
has  got  credit  and  wants  to  borrow,  he  will  he  able  to  get  his  money 
at  a  very  attractive  open-market  rate.  Market  rates  are  so  small 
that  you  have  almost  got  to  take  a  microscope  to  find  out  what  they 
are.     The  acceptance  rate  is  almost  negligible. 
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Senator  Glass.  You  know  that  is  fictitious;  it  is  not  natural. 

Mr.  Miller.  We  have  figures  for  rates  on  customers'  Loans;  thej 
fluctuate  considerably  in  New  York  and  in  southern  and  western 
cities  show  less  fluctuation. 

Senator  Glass.  Much  less;  yes. 

Mr.  Miller.  Much  less  than  it  does  in  some  other  centers,  but  there 
is  even  there  some  fluctuation.  At  any  rate,  you  have  not  as  vet 
given  the  Federal  Reserve  System  any  control  over  customer  rates, 
You  may  want  to  do  that. 

Senator  Glass.  We  will  resume  the  hearing  in  the  Appropriations 
Committee  room  in  the  Capitol  at  2  o'clock  this  afternoon. 

(Whereupon,  at  12 :  20  p.  m.,  a  recess  was  taken  until  2  p.  m.,  to 
meet  in  the  committee  room  of  the  Senate  Committee  on  Approprii- 
tions,  in  the  Capitol.) 


The  subcommittee  reconvened  at  2  p.  m.  in  the  Capitol,  at  the 
expiration  of  the  recess. 

Senator  Glass  (chairman  of  the  subcommittee).  The  subcommit- 
tee will  be  in  order. 

Dr.  Miller,  you  may  go  ahead  and  continue  with  your  discussion 
of  the  bill  we  have  under  consideration,  if  you  will. 

STATEMENT  OF  ADOIPH  C.  MILLER,  WF.TWTiT'.Tt  OF  THE  FEDERAL 
RESERVE  BOARS,  WASHINGTON,  D.  C— Renamed 

Mr.  Miller.  I  think  perhaps  it  will  expedite  the  hearings  if  I  take 
up  the  different  groups  or  divisions  of  the  proposed  legislation  and 
then  comment  upon  them. 

Senator  Glass.  All  right,  you  may  do  that. 

Mr.  Miller.  The  provisions  of  the  bill  fall  into  three  or  four 
rather  recognizable  groups: 

1.  Changes  in  the  organizational  structure  of  the  Federal  Reserve 
banks.  These  concern  particularly  changes  in  provisions  in  respect 
of  eligibility  restrictions  and  the  status  of  Federal  Reserve  notes. 
There  are  others  that  contemplate  changes  in  the  organizational 
structure  of  the  Federal  Reserve  banks,  such  as — 

(a)  Abolition  of  the  position  of  chairman  and  Federal  Reserve 
agent. 

(/;)  Statutory  recognition  of  the  office  of  Governor,  and  consoli- 
dation of  it  with  chairman  of  the  board  of  directors  of  Federal 
Reserve  banks.  Likewise  the  designation  of  the  Governor  as  a  mem- 
ber of  the  board  of  directors.  At  the  present  time  the  Governor 
has  no  statutory  position  as  such,  though  there  is  nothing  in  tbe 
law  to  prevent  his  being  elected  as  a  member  of  the  board  of  direc- 
tors of  a  member  bank. 

(c)  A  change  in  the  composition  of  class  C  directorate  by  the 
legal  designation  of  Governor  ;is  a  member  of  the  board  of  directors 
of  his  bank;  and  the  designation,  optional  with  the  Federal  Reserve 
Board,  of  vice  governor,  which  is  also  in  the  contemplated  legisla- 
tion made  a  statutory  position;  and 

(rf)  A  change  in  the  tenure  of  office  of  the  three  classes  of  direc- 
tors of  Federal  Reserve  banks. 
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2.  Then  there  comes  the  important  change  that  was  discussed  more 
>r  less  this  morning  in  the  structure,  functions,  and  powers  of  the 
federal  Open  Market  Committee  as  provided  in  the  Senate  bill. 

The  bill  as  originally  introduced  contemplated  a  change  in  the 
structure  of  the  open  market  committee  by  reducing  its  membership 
from  12 — that  is,  a  representative  from  each  of  the  12  Federal  Re- 
serve banks — to  a  committee  of  5,  consisting  of  the  Governor  of 
the  Federal  Reserve  Board,  2  members  of  the  Board,  and  2  gov- 
ernors of  the  Federal  Reserve  banks. 

Now,  the  function  of  the  open  market  committee  is  to 

Senator  Glass  (interposing).  Right  there  let  me  ask  you  a  ques- 
tion: Is  it  not  a  fact  that  the  transactions  of  the  open  market  com- 
mittee are  practically  conducted  by  an  executive  board  of  five! 

Mr.  Miller.  They  operate  within  the  general  framework  of  a 
policy  that  is  adopted  by  the  committee  of  12. 

Senator  Glass.  Yes. 

Mr.  Miller.  They  hold  meetings  from  time  to  time.  The  statute 
requires  that  they  shall  not  meet  less  than  four  times  a  year,  and  the 
whole  basis  is  thoroughly  discussed  in  those  conferences,  which  some- 
times sit  for  2  days.  They  reach  a  conclusion,  and  then  in  order  that 
there  shall  be  a  certain  flexibility  of  discretion  in  the  application  of 
the  program  they  give  certain  instructions  lo  the  open  market 
executive  committee.  That  committee  meets  very  frequently,  and  in 
recent  vears  has  met  quite  frequently,  in  consultation  with  the  Secre- 
tary of  the  Treasury,  at  times  when  he  wants  to  consult  the  open 
market  executive  committee  with  reference  to  open-market  condi- 
tions. 

Senator  Bulklet.  How  is  that  committee  chosen? 

Mr.  Miller.  By  full  conference  of  the  governors. 

Senator  Bulkley.  And  it  has  on  it  five  of  their  own  members? 

Mr.  Miller.  Five  of  their  own  membership;  yes.  Of  necessity 
the  heads  of  the  remoter  banks  cannot  very  well  serve  on  that  com- 
mittee because  it  is  to  be  subject  to  call  on  pretty  short  notice. 

Xow,  under  the  Senate  bill  it  will  be  the  function  of  this  new  Open 
Market  Committee,  consisting  of  three  members  of  the  Federal  Re- 
serve Board  and  two  governors,  to  formulate  policies  with  respect 
to  open-market  operations  of  the  Federal  Reserve  banks,  their  con- 
clusions and  recommendations  to  be  binding  upon  the  banks — that  is 
not  the  case  at  the  present  time — and  to  be  subject  to  the  approval 
of  the  Federal  Reserve  Board. 

This  committee  also,  the  bill  contemplates,  shall  be  vested  with 
the  responsibility  of  making  recommendations  to  the  Federal  Re- 
serve Board  regarding  discount  rates  and  such  changes  in  reserve 
requirements  as  the  bill  in  another  section  proposes  shall  be  given 
to  the  Federal  Reserve  System  and  shall  be  vested  in  the  Federal 
Reserve  Board. 

The  bill,  as  passed  by  the  House,  makes  quite  a  change  in  the  struc- 
ture of  the  federal  Reserve  System  by  a  redistribution  of  powers 
as  between  the  Federal  Reserve  banks  and  the  Federal  Reserve 
Board.  Under  the  bill,  as  passed  by  the  House,  there  is  no  Federal 
Open  Market  Committee,  but  there  is  an  Open  Market  Advisory 
Committee  of  five  members.  Their  function  is  to  advise  with  the 
Federal  Reserve  Board,  either,  I  think,  on  their  own  motion  or  when 
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requested  by  the'  Federal  Reserve  Board ;  and  I  think  the  Board  is 
obliged  to  consult  with  them  whenever  it  contemplates  a  change  it 
the  scope  of  the  open-market  policy.  But  their  function  is  advisor;. 
The  power  of  determining  open-market  policies  rests  with  the  eotin 
membership  of  the  Federal  Reserve  Board. 

There  are,  therefore,  considerable  differences  among  the  set-up  tf 
the  present  act,  the  Senate  bill,  and  the  bill  as  passed  by  the  Houst 

Another  group  of  changes  relate  to  the- powers  or  rather  to  i 
change  in  the  status  of  the  Governor  of  the  Federal  Reserve  Board. 
There  is  a  difference  there  between  the  Senate  bill  and  the  Hoot 
bill.  The  Senate  bill  makes  the  term  of  office  of  the  member  of  the 
Board  who  is  designated  as  "  Governor  "  bv  the  President  to  ran 
until  the  further  order  of  the  President.  He  is  removable  at  the 
pleasure  of  the  President.  The  House  bill  has  left  the  existing  U* 
unchanged  in  this  respect,  with  only  this  modification,  that  if  the 
Governor  should  cease  to  be  continued  as  Governor  by  the  President 
he  will  still  continue  his  membership  on  the  Board.  But  if  he 
resigns  he  is  relieved  from  the  disability  now  imposed  upon  him  of 
not  being  able  to  enter  upon  the  service  of  a  member  bank  for  a 
period  of  2  years. 

And,  finally,  there  is  the  change  in  the  power  of  member  bankt, 
national  banks,  in  the  matter  of  making  mortgage  loans.  And  then 
have  been  some  changes  there  as  between  the  Senate  bill  and  the  Hoik 
bill. 

Now,  taking  these  up  in  order:  There  are,  first,  the  eligibility 
provisions.  And  let  me  say  in  general  that  I  think  it  inadvisable  to 
make  any  sweeping  changes  in  the  eligibility  provisions  of  the  Fed- 
eral Reserve  Act.  It  is  true  that  experience  has  demonstrated  in 
the  last  few  years  that  in  a  situation  of  acute  and  prolonged  emer- 
gency, a  depression  such  as  we  have  had,  it  may  become  desirable  and 
necessary  to  widen  the  eligibility  provisions  in  order  to  be  able  to 
give  the  member  banks  all  the  assistance  they  need  in  resisting  with- 
drawal of  deposits,  and  similarly  with  respect  to  meeting  requests 
for  demand  notes.     But 

Senator  Townsenr  (interposing).  You  have  that  power  now  under 
the  emergency  clause. 

Mr.  Miller.  It  has  expired. 

Senator  Townsend.  You  say  it  has  expired? 

Mr.  Miller.  Not  with  respect  to  the  Federal  Reserve  note,  but 
with  respect  to  the  eligibility  provisions,  the  Glass-Steagall  Act  has 
expired. 

Senator  Townsend.  That  is  the  situation. 

Mr.  Miller.  I  want  to  propose  there  that  you  consider — and  I 
hope  favorably  consider — an  amendment  which  I  propose  shall  Ik 
tacked  onto  section  13  of  the  Federal  Reserve  Act.  Shall  I  read  tlie 
proposed  amendment,  Mr.  Chairman? 

Senator  Glass.  Yes. 

Mr.  Miller.  My  suggested  amendment  is  as  follows: 


And  I  suggest  "  not  less  than members  "  because  there  have 

iieen  many  suggestions  thai  the  membership  of  the  Federal  Reserve 
Board  be  changed.     Let  us  assume  the  present  set-up  to  continue. 


dsyt^ioogle 


BANKING   ACT   OF    1986  701 

»V,  0 

not  less  than  5  members.  And  it  would  suit  me  better  if  it  were 
made  not  less  than  5  of  the  appointed  members  of  the  Federal 
Reserve  Board  or  certainly  not  less  than  4  members.  In  other  words, 
the  invocation  of  these  extraordinary  powers,  in  order  that  they  shall 
be  used  only  to  meet  a  genuine  emergency,  in  my  judgment  should 
bo  surrounded  with  certain  protective  safeguards:  and  I  can  think 
of  nothing  better  than  the  precedent  contained  in  the  Federal 
Reserve  Act  that  the  urgency  and  clearness  of  the  need  should  be 
attested  by  making  it  possible  for  a  certain  minority  of  the  Hoard 
to  stop  it. 

In  brief  I  would  say  that  with  a  board  of  6  members  not  less  than 
the  vote  of  4  should  be  necessary  in  order  to  invoke  this  power  to 
widen  the  eligibility  requirements.  Therefore,  I  continue  reading  my 
proposed  amendment: 

The  Federal  Reserve  Board  may  authorise  any  Federal  Reserve  bank,  for 
limited  periods  to  be  prescribed  by  the  Board  but  which  may  be  extended  by  the 
Board  from  time  to  time,  to  make  advances  to  member  banks  which  have  no 
further  eligible  and  acceptable  assets  available  to  enable  them  to  obtain  adequate 
credit  accommodations  through  redlscountlng  at  the  Federal  Reserve  bank  or  by 
any  other  method  provided  by  this  Act.  Such  advances  may  be  made  on  the 
promissory  notes  of  such  member  bunks  secured  to  the  satisfaction  of  the  Federal 
Reserve  bank  and  shall  be  subject  to  such  regulations  and  shall  bear  such  rates 
of  Interest  as  may  be  prescribed  from  time  to  time  by  the  Federal  Reserve  Board. 

Senator  Glass.  That  would  be  practically  a  reenactment  of  the 
emergency  clause  of  the  existing  law  which  soon  expires. 

Mr.  Miller.  Yes;  except  that  it  would  be  in  operation  only  when 
the  Board  on  the  affirmative  vote  of  a  certain  minimum  number  of  its 
members  decided  that  it  should  be  put  into  operation.  In  other  words, 
I  vision  is  as  a  pistol  in  the  hall  closet  which  you  do  not  expect  to  use 
but  which  you  may  use,  and  you  have  to  get  the  key  from  the  head  of 
the  house  before  you  can  go  into  the  closet  and  get  the  pistol  for  use. 

I  think  that  would  meet  every  emergency  situation,  and  would 
not  lead  to  the  temptation  to  laxity  in  the  administration  of  the 
Federal  Reserve  System.  And  let  me  say  here  that  I  think  the 
great  sin  of  the  Federal  Reserve  System  has  been  laxity  of  admin- 
istration. 

I  think  it  would  be  a  mistake  to  widen  the  eligibility  provisions: 
fur  instance,  such  as  proposed  in  either  one  of  the  bills,  either  that 
passed  by  the  House  or  that  which  is  here  in  the  Senate.  I  think 
they  are  predicated  upon  too  narrow  a  survey  of  banking  develop- 
ments in  the  experience  of  this  country.  I  should  say  that  that  is 
one  of  those  situations  where  you  might  well  take  the  advice  of  Mark 
Twain  when  he  said, u  Never  get  out  of  experience  more  than  there  is 
in  it."' 

In  this  connection  you  will  remember  the  case  of  the  cat  that, 
having  sat  on  a  hot  stove,  was  afraid  after  that  to  sit  on  a  cold 
stove.  I  think  we  are  more  likely  to  have  hot  stoves  if  we  have  fire 
extinguishers  around  all  the  time  than  if  we  do  not.  On  the  other 
hand,  if  we  get  to  a  situation  which  needs  treatment,  there  is  the 
apparatus  available.  Or  as  a  great  statesman  said  at  the  end  of  the 
Civii  War  when  he  was  charged  with  inconsistency  for  having  voted 
for  the  Legal  Tender  Act.  and  after  the  war  for  having  voted  for 
the    retirement   of  that  currency,   and   paraphrasing  his   remarks. 
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"  Let  not  the  medicine  of  emergency  become  the  daily  food  of  tfat 
banking  system  of  the  country.'" 

I  think  that  is  sound  advice,  and  I  hope  you  gentlemen  will  gin 
it  great  thought  before  you  throw  down  the  eligibility  provision 
It  is  true  that  eligibility  is  closely  associated  with  liquidity  of 
assets,  but 

Senator  Glass  (interposing) .  On  the  question  of  eligibility,  Dr. 
Miller,  has  not  the  Federal  Reserve  Board  very  broad  powers  now! 
What  restriction  is  there  beyond  the  fact  that  eligible  paper  mus 
relate  itself  to  the  commerce,  industry,  and  agricultural  interests  of 
the  country,  and  to  the  statutory  maturity  requirements,  and  tit 

Inhibition  against  defining  as  eligible  paper  investments  in  specul- 
ative stocks  and  bonds. 
Mr.  Milleb.  Of  course,  that  throws  out  the  enormous  category  of 

Eaper  that  under  the  Glass-Steagall  Act.  or  under  the  contemplated 
[ouse  bill,  would  be  admissible  to  rediscount   when    offered  to  * 
reserve  bank,  or  rather  not  rediscount  but  for  an  advance. 

At  this  point  let  me  exhibit  to  the  members  of  the  subcommittee i 
chart  [chart  IV]  that  may  help  us,  and  I  shall  draw  a  conclusion  from 
it  quite  contrary  to  what  you  might  expect.  This  chart  shows  two 
lines  for  the  national  banks,  and  they  may  be  taken  as  fairly  repre- 
sentative of  the  banking  system  of  the  country  as  a  whole  ana  v 
accurately  representing  the  member  banks. 


HOLDINGS  OF  SECURITIES  AND  SECURED  LOANS 
AND  ALL  OTHER  LOANS  AT  NATIONAL  SINKS 
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And  I  might  add  at  this  point  that  these  charts  will  all  be  niim- 
herwl  as  they  go  into  the  record,  so  that  they  may  be  easily  identified. 

This  heavy  black  line  to  which  I  now  point  represents  the  total  of 
investments  and  of  the  so-called  "loans"  on  securities  and  on  real 
estate.  The  broken  line  represents  all  other  loans,  which  are  largely 
hut  not  preponderantly  commercial  loans.  Latterly  we  have  esti- 
mated that  3f»  to  40  percent  of  these  other  loans  arc  so-called  "  eligible 
paper  "  as  defined  in  the  act. 
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Senator  Couzens.  What  other  loans  would  be  included! 

Mr.  ,\Iii.lkii.  Personal  loans,  loans  with  ineligible  maturities,  any- 
thing of  that  character.  This  line  also  includes  acceptances,  anything 
:hat  is  of  a  definite  commercial  character. 

Now,  the  most  striking  thing  in  this,  I  think,  in  trying  to  see  what 
las  been  going  on  in  the  System,  is  that  in  the  beginning  commercial 
oans  exceeded  investments  in  securities,  that  that  relation  held  until 
ibout  19*22.  There  was  the  great  speculative  bulge  in  commodities,  as 
fou  will  recall  in  1919  and  1920,  which  we  had  in  silk  and  cotton,  for 
ncample.  It  was  then  that  commercial  loans  rose  to  a  very  high  peak, 
ind  in  the  subsequent  deflation  they  suffered  most  severely.  The  con- 
faction  got  them  particularly. 

But  when  things  began  to  clean  up  and  the  country  started  out  on 
i  new  tiick,  say,  about  1922 — and  this  would  be  true  if  we  carried 
jur  picture  back  to  an  earlier  period — the  most  remarkable  thing  is 
the  way  banks  began  to  become  security-investment  institutions. 
You  will  see  that  the  line  representing  securities  and  secured  loans 
ascends.  You  will  note,  Senator  Couzens,  how  it  began  to  rise  rapidly 
after  1925  on  up  to  1929.  At  that  time  there  was  great  stability  in 
the  line,  which  snows  commercial  loans  and  then  from  about  1928  they 
declined. 

Now,  I  think  those  who  are  proposing  that  we  shall  strike  down 
the  eligibility  test  set  up  in  the  Federal  Reserve  Act  are  drawing 
too  hasty  a  conclusion  from  this  decline  in  commercial  loans;  and  I 
think  myself  they  are  drawing  an  erroneous  conclusion  if  you  want 
to  shape  this  legislation  or  retain  the  present  features  of  legislation 
from  a  constructive  point  of  view,  to  make  the  Banking  Act  not 
worse  but  better.  My  contention  is  that  that  is  striking  evidence  of 
how  banking  was  going  wrong,  until  it  finally  became  so  wrong  that 
an  explosion  was  inevitable. 

Senator  Glass.  And  if  you  strike  out  this  restriction  in  the  exist- 
ing act,  won't  it  go  wrong  again} 

Mr.  Miller.  I  would  leave  exactly  that  restriction  there,  but  I 
-would  add  a  proviso  that  the  Federal  Reserve  Board,  on  the  affirma- 
tive vote  of  a  certain  number  of  members,  could  widen  the  eligibility 
provisions  for  limited  periods  of  time,  subject  to  renewal,  so  that  if 
we  get  into  a  jam  we  could  act  just  as  we  have  acted  in  the  last  2  or  3 
years. 

Senator  Couzens.  When  the  rise,  as  shown  on  that  chart,  began 
in  1925.  did  the  Federal  Reserve  Board  have  any  authority  or  power 
to  curb  it? 

Mr.  Miller.  I  always  felt  that  it  had. 

Senator  Couzens.  But  it  never  exerted  that  power. 

Mr.  Miller.  It  did  not  exercise  that  power  until  1929.  There  is 
nn  question  in  my  mind  that  it  had  the  power  to  exercise  it,  that 
that  was  clearly  the  intent  of  the  act,  and  I  think  it  was  the  respon- 
sibility particularly  of  the  Federal  Reserve  Board. 

Senator  Bulki-et.  You  say  now  it  was  the  intent  of  the  act  to 
prevent  over  in  vestment  in  securities  or  in  loans  on  securities? 

Mr.  Miller.  Yes;  I  think  so;  with  Federal  Reserve  funds,  either 
directly  or  indirectly. 

Senator  Bri .klet.  There  in  a  provision  in  the  act  against  specula- 
tive tonus. 
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Mr.  Miller.  Well,  if  you  want  to  draw  a  fine  distinction  between 
these  two 

Senator  Bulkley  (interposing).  I  do  not  want  to  draw  a  fine 
distinction,  but  want  to  get  your  idea  about  it. 

Senator  Glass.  The  language  of  the  act,  as  you  know,  is  a  prohibi- 
tion against  notes,  drafts,  bills  covering  merely  investments;  or,  is  it 
reads  here,  issued  or  drawn  for  the  purpose  of  carrying  or  trading  ii 
stocks,  bonds,  or  other  investment  securities  except  bonds  of  the  Got- 
eminent  of  the  United  States. 

Mr.  Miller.  Yes;  that  is  pretty  exclusive.  There  is  no  questional 
the  intent. 

Senator  Bulkley.  What  should  the  Federal  Reserve  Board  haw 
done,  if  it  had  adopted  that  view,  in  order  to  prevent  that  form  of 
investment? 

Mr.  Miller.  Do  you  mean  in  1925? 

Senator  Bulklet.  Yes. 

Mr.  Miller.  I  should  say  it  should  have  begun  liquidating  its  port- 
folio of  open-market  investments  with  a  good  deal  of  energy ;  that  it 
should  have  raised  rediscount  rates,  as  some  banks  were  extremely 
desirous  of  doing.  The  Federal  Reserve  Bank  of  Boston  was  held 
back  6  weeks,  under  pressure,  after  they  wanted  to  do  it.  And  if  that 
did  not  accomplish  the  thing,  it  should  have  invoked  this  power  to 
withhold  facilities  from  banks  that  were  abusing  their  relationship  to 
the  Federal  Reserve  banks. 

Senator  Bulkley.  By  withholding  rather  than  rediscounting! 

Mr.  Miller.  Yes.  And  in  that  connection,  let  me  quote  from  an 
address  I  made  in  Boston  in  November  of  1925.  I  think  it  is  of  cer- 
tain illustrative  value  as  showing  several  things,  but  in  this  connection 
has  application : 

We  are  in  the  midst  of  a  very  considerable  Industrial  expansion  with  mnnj 
of  the  factors  that  make  for  prosperity  gaining  In  momentum.  Production,  trad*. 
employment,  and  pay-roll  disbursements  are  all  in  materially  greater  volume 
than  a  year  ago.  There  can  he  no  doubting  that  we  are  already  in  an  era  nf 
prosperity. 

The  outlook  has  never  been  ho  bright  since  the  close  of  the  war.  Whether  tbt 
prosperity  which  beckons  is  to  be  short-lived  or  of  long  duration  will  depend 
largely  upon  the  wisdom  and  skill  with  which  we  handle  ourselves  in  the  L'nited 
States. 

The  floating  supply  of  credit  in  the  United  Slates  has  never  been  so  large  i-> 
at  the  present  time  and  never  so  much  in  excess  of  current  and  prospect'" 
requirements  of  commerce,  agriculture,  and  industry. 

The  great  growth  in  the  loan  account  of  the  banks  of  the  country  has  not 
been  In  the  commercial  loan  account  but  in  the  collateral  loan  account.  And  tbt 
great  growth  In  this  branch  of  banking  operations  Is  due  mainly  to  the  hnjt 
volume  of  credit  absorbed  by  the  call  market  in  the  country's  great  spec nlm tin 
center  since  the  opening  of  the  year  lf)2n.  This  condition,  along  with  the  con- 
siderable volume  of  credit  absorbed  by  land  speculation  In  some  parts  of  the 
country  and  speculative  building  operations,  constitute  the  danger  spots  in  our 
present  situation.  There  Is  evidence  that  a  section  of  the  public  Is  losing  It? 
bearings  and  being  drawn  Into  the  arena  of  thoughtless  speculation.  Cheaper 
and  more  abundant  credit  than  the  country  has  ever  known  on  so  extensive  > 
scale  are  giving  them  aid  and  encouragement.  It  Is  time  for  a  bait  lest  I 
speculative  frame  uf  mind  should  be  engendered  which  might  In  time  lnvude  the 
field  of  legitimate  tnicle  and  Industry. 

It  is  not  the  duty  ot  the  Federal  Reserve  System  to  undertake  to  regulite 
stoek  or  other  speculation  or  to  interfere  unnecessarily  In  the  affairs  of  tbHr 
meml>er  hanks.  But  It  In  well  to  recall  that  the  Federal  Reserve  System  was  not 
established  t«  provide  n  life  prrserver  for  the  speculator. 
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Senator  Glass.  It  was  not  intended  to  have  these  facilities  usBd 
for  that  purpose  at  all. 

Mr.  Miller.  No. 

It  was  set  up  as  an  aid  to  industry,  agriculture  and  commerce.  It  la  a 
system  or  liquid  productive  credits.  The  use  of  Federal  Reserve  credit  for 
speculative  or  investment  purposes  Is  precluded  by  specific  provisions  of  the 
Federal  Reserve  Act. 

That  was  my  view  at  that  time. 

It  is  clear,  therefore,  that  no  bank  has  a  proper  status  as  an  applicant  for 
Reserve  bank  accommodation,  which  Is  supplying  credit  for  speculative  uses. 
It  is  the  duty  of  the  Federal  Reserve  banks  to  hold  true  to  the  course  platted 
for  them  in  the  fundamental  provisions  of  the  Federal  Reserve  Act. 

Senator  Coczenb.  Might  I  inquire  at  that  point:  Did  you  ever 
come  to  Congress,  or  did  the  Federal  Reserve  Board  ever  come  to 
Congress,  to  draw  the  attention  of  the  Congress  to  that  provision,! 

yh:  Milleh.  Yes;  I  have  been  doing  it  for  10  years.  The-  first 
opportunity  I  ever  had  was  in  1926  in  connection  with  the  hearings 
on  the  stabilization  bill,  in  the  lower  House  of  Congress,  and  I 
-warned  then  against  it.  I  particularly  called  attention  to  the  fact 
that  when  the  Federal  Reserve  System  engaged  in  open-market  oper- 
ations, us  they  were  doing  by  taking  acceptances  on  a  large  scale, 
there  was  only  one  market.  Therefore  in  the  first  instance  the  money 
goes  into  the  New  York  market.  If,  as  is  usually  the  case  except  in 
periods  of  depression,  you  have  got  an  active  stock  market  that  mar- 
ket will  lap  it  up  immediately,  and  the  money  goes  into  the  New  York 
banks.  The  banks  have  more  money  to  lend.  It  is  taken  up  by  stock 
speculators  or  security  investors  or  financiers,  and  then  by  process  of 
indirection  it  gradually  affects  the  open  market,  and  then  seeps  out  in 
one  way  or  another  into  the  back  country;  or  by  enhancing  rates  in 
New  York  it  holds  the  money  there,  or  by  depressing  them  it  leads 
the  interior  banks  to  withdraw  their  balances  from  New  York  and 
try  to  put  them  at  work  at  home.  But  the  theory  that  money  is 
a  fluid  and  that  it  rises  promptly  in  every  part  of  the  country  when 
you  bore  into  it,  is  one  of  the  metaphysical  inventions. 

Senator  Glass.  That  was  one  ot  the  vices  of  the  proposed  Aldrich 
bill  that  we  declined  to  adopt. 
Mr.  Miller.  Yes. 

Senator  Glass.  And  not  only  did  you  bring  the  situation  to  the 
attention  of  the  Congress  but  I  brought  it  to  the  attention  of  the 
Congress  repeatedly  and  perhaps  rather  severely  criticized  the-  Fed- 
eral Reserve  Board  for  not  kicking  a  bank  director  out  of  his  j 
tion  who  challenged  the  authority  of  the  Board  in  a  very  offi 
way.    But  the  Congress  did  not  pay  any  attention  to  that. 

Senator  Couzens.  Was  any  legislative  effort  made,  or  bill  intro- 
duced at  that  time,  to  change  that  situation  ! 

Senator  Glass.  No.  I  was  pretty  nearly  as  much  alone  then  as 
Mr.  Miller  was. 

Mr.  Miller.  I  do  not  recall  about  that,  but  I  was  pretty  much 
alone  when  I  formulated  the  views  and  reached  the  -conclusion  I  did 
in  1926.  In  fact,  it  was  suggested  that  I  was  embarrassing,  and  that 
that  was  a  very  unwelcome  statement. 

Senator  Glass  (chairman  of  the  subcommittee).  Yon  may  proceed. 
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Mr.  Miller.  This  table  shows  in  figures  the  movement  [chart  V]. 
You  will  see  how  this  thing  jumps  up  from  1931  to  1925  following 
open-market  operations.  These  are  total  investments.  These  ait 
total  loans  on  securities  and  these  on  real  estate.  This  shows  ho* 
they  began  to  move  up,  and  they  kept  moving  right  up.  at  letal 
when  it  comes  to  the  matter  of  investments,  to  1929-30.  Loans  w 
securities  moved  up  interruptedly  and  at  a  very  rapid  pace.  Lots 
on  real  estate  moved  upward,  but  not  quite  so  rapidly. 
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Owing  to  so  many  conditions,  partly  induced  by  the  tremendous 
influx  of  gold  into  the  country,  partly  through  a  practice  that  member 
banks  began  to  indulge  in  of  shifting  demand  deposits  to  time  de- 
posits, which  took  reserve  requirements  of  3  percent  as  against  7, 10, 
and  13  percent  for  demand  deposits,  they  put  themselves  in  position 
to  greatly  expand  their  investments  [see  chart  VI].  Investment 
of  their  resources  in  the  purchase  of  securities,  the  figures  as  to 
which  have  been  shown  here,  was  mounting  very  rapidly.  Chart 
VII  shows  brokers'  loans  or  loans  on  call,  which  fs  a  subdivision  of 
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loans  on  securities,  and  which  rose  from  about  $3,000,000,000  at  the 
end  of  1925  to  about  $8,000,000,00a  in  1929. 

Senator  Glass.  And  that  is  something  we  do  not  want  to  return  to, 
do  we? 

Mr.  Miller.  Loans  to  brokers  attained  quite  a  height.  That  is 
an  interesting  thing.  In  1926  they  dropped.  That  drop  was  due 
to  two  things :  One  was  the  publication  by  the  Board  in  the  weekly 
member  bank  condition  statement  of  loans  to  brokers;  and  also  I 
think  there  was  an  adverse  decision  at  that  time  by  the  Interstate 
Commerce  Commission.  At  any  rate,  a  reaction  was  produced  in 
the  stock  market  that  rather  produced  a  drop  in  loans  for  specula- 
tive purposes.  But  it  assumed  an  upward  course  not  long  after- 
ward and  went  on  up  without  much  interruption  until  late  in  1929. 

I  am  definitely  of  opinion  that  it  is  ft  hasty  inference  to  assume 

MEMBER  BANK  OEMGFtB  NO  RESBW  BALANCES 


1 

-■w*.^w ^          f 

-cctt-^' — 03  ^/: 

£  ^  Jfcfc      ^-~/ 

^~" 

because  we  had  this  development  in  the  past,  which  I  would  say  was 
a  development  that  indicated  we  were  going  sour  during  those  years, 
that,  therefore,  we  have  to  recognize  it  and  admit  as  a  fact  and  make 
it  a  base  for  extensive  alteration  of  perhaps  one  of  the  most  valuable 
safeguards  of  the  whole  Federal  Keserve  Act — the  restrictions  on 
that  kind  of  paper  admissible  for  rediscount  or  the  making  of 
advances. 

Senator  Bulklky.  Do  you  mean  to  say  that  the  present  definition 
of  eligible  pitper  tends  to  keep  the  banks  investing  in  eligible  paper 
rather  than  in  loans  on  securities? 

Mr.  Millkr.  Oh,  no.  It  would  tend  to  keep  them  investing  in 
eligible  paper  rather  than  upon  loans  on  securities  if  loans  on  securi- 
ties are  made  admissible  to  purchase  or  advance  money  upon  by 
Federal  Keserve  banks. 

Senator  Bulkles1.  What  was  that  answer!  I  do  not  quite  under- 
stand you. 
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Mr.  MnxzB.  If  you  keep  the  present  eligible  requirements,  which 
itrict  rediscounts  to  certain  types  of  paper,  you  arc-  more  likely  to 
jp  the  banking  system  liquid  than  if  you  attempt  to  admit  any 
>eof  security  that  the  Board  might  describe  aa  a  sound  asset 
Senator  Bulxlkt.  Yes.  That  very  right  was  in  effect  during 
lee  years,  and  it  did  not  keep  them  out  of  it. 
Mr.  Miller.  I  have  tried  to  explain  to  you  how  that  came  about. 
was  through  an  enormous  volume  of  easy  money  in  this  country, 
ning  first  from  the  excessive  gold  imports,  amounting  to  700  or  800 
Uion  dollars  during  this  period ;  through  the  release  of  about  2  or  8 
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ndred  million  dollars  from  the  reserves  of  member  banks  by  shift- 
;  from  demand  deposits  to  time  deposits,  which  required  a  3-per- 
tt  reserve  as  against  10  or  13  or  7  percent;  through  a  desire  on 
•  part  of  corporations  that  had  been  caught  in  the  1920-21  debacle 
free  themselves  from  banking  control  by  selling  securities  in  the 
rket  and  providing  themselves  with  working  capital  in  that  way 
e  chart  VIII] ;  through  the  growth  of  great  corporations,  by 
ison  of  mergers  and  otherwise,  which  were  in  better  position  to 
iil  themselves  of  the  investment  mechanism  of  the  country 
ough  the  sale  of  securities  to  banks  and  private  investors. 
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Senator  Bulkley.  Those  are  all  causes  that  tend  to  build  up  tie  I 
account  of  investments  on  loans,  on  securities.  1 

11  r.  Miu.ee.  Yes;  and  to  knep  down  commercial  loans.  1 

Senator  Bulklsy.  The  point  I  am making  is :  That  sb  against  that 
eauaes  the  provision  of  the  Federal  Reserve  Ac*  was  totally  ineffectilt 

Mr.  Miller.  There  is  no  provision  in  terms  of  eligibility,  or  «n 
other  specification,  as  to  what  kind  of  paper  a  member  bank  might 
buy  or  make  advances  against. 

Senator  Bulklbt.  Of  course,  the  restriction  is  only  on  rediscount!. 

Mr.  Mima.  On  rediscounts. 

Senator  Bulkut,  And  that  is  not  effective  to  accomplish  the  pur- 
pose, is  it! 

Mr.  Miller.  It  is  not  effective  when  you  get  such  overwhelming 
money  ease  as  we  had  then. 

Senator  Glass.  We  had  no  penalty  attached  to  the  law,  either. 

Mr.  Milleb.  No;  there  was  no  penalty.  The  only  power  thtt 
could  have  coped  with  that  situation  would  have  been  one  to  rain 
the  required  reserves. 

Senator  Btjlkley.  Is  thai  what  you  are  advocating  now? 

Mr-  Milleb.  I  will  advocate  it  later  on,  but 

Senator  Bttlkley  (interposing} .  My  question  is  directed  to  thii: 
What  I  feel  is  that  you  are  seeking  a  means  to  prevent  something 
that  a  provision  utterly  failed  to  accomplish  what  you  thought  it 
ought  to  have  accomplished  at  that  time. 

Mr.  Miller.  Exactly;  or  perhaps  I  would  put  it  this  way:  Tail 
provision  should  not  be  stricken  out  in  the  act  because  it  railed  to 
accomplish  in  those  unusual  conditions  what  it  was  intended  to  ac- 
complish and  what  in  my  judgment  it  will  accomplish  in  the  future 
in  more  usual  conditions.  And  in  my  judgment  it  will  accomplish 
it  in  the  future. 

Senator  Kdlklet.  Well,  have  we  not  removed  the  inducement  to 
bankers  to  keep  their  investments  entirely  in  eligible  paper  when  we 
permit  the  burrowing  on  and  rediscount  irig  on  Government  securities! 

Mr.  Milleb.  They  should  not  keep  them  entirely  in  eligible  paper, 
but  they  should  not  shift  them  preponderantly  to  securities. 

Senator  Bulkley.  Have  we  not  destroyed  the  incentive  to  keep  it 
in  commercial  securities  when  yon  shift  to  Government  securities? 

Mr.  Miller.  You  have  done  something,  but  I  think  there  is 
power  under  the  act  as  it  is  now,  without  any  amendment, 
nave  30  billion  dollars  of  Government  securities  outstanding. 

Senator  Glass.  Yes;  and  considerably  more. 

Mr.  Miller.  It  is  28  billion  dollars,  and  will  soon  be  30  billion 
dollars. 

_  Senator  Class.  When  you  take  into  consideration  the  contingent 
liability  of  the  Government  making  itself  responsible  for  principal 
and  interest  on  all  these  other  loans,  it  is  nearer  40  billion  dollars 
than  28  billion  dollars. 

Mr.  Miller.  At  any  rate  it  is  a  huge  sum.  and  it  will  l>e  so  for  ■ 
long  time  to  come.  So  that  even  taking  the  low  level  of  commercial 
paper  at  this  time  and  adding  to  that  approximately  10  billion 
dollars  of  Government  paper  that  is  in  the  member  banks  of  tlie 
Federal  Reserve  System,  and  you  have  an  enormous  amount  of 
paper  in  the  portfolios  of  the  member  banks  that  is  admissible  lo 
the  Federal  Reserve  banks  either  for  rediscount  or  for  advances. 
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Senator  Bulkley,  You  mean  by  adding  eligible  paper  under  the 
existing  law  to  the  Government  securities. 

Mr.  Muxes.  Under  the  existing  law  Government  securities  are 
eligible  lor  banks  that  want  advances  against  them.  That  is  true 
now  of  the  so-called  "  15-day  "  paper. 

«  Senator  Bulklet.  But  my  point  is  that  as  long  as  you  have  eli- 
gible paper  for  these  advances  then  the  banker  does  not  have  to 
nave  other  eligible  paper  at  all.  H*  can  always  supply  his  need  by 
borrowing  against  Government  securities. . 

Mr.  Miller.  The  Board  can  regulate  that  if  it  wants  to.  It  can 
easily  do  that  by  means  of  a  discriminatory  rate  on  regular  discounts 
if  it  thought  it  desirable  as  against  a.  rate  on  15-day  member  hank 
advances.    It  has  the  power  to  do  that.. 

Senator  Bflkley.  But  practically  speaking  it  will  never  do  it 
when  the  banks  have  such  a  small  amount  of  eligible  paper. 

MKJtx^^^rn^Q^gw^fagtffa^ty^  small 

amount  of  eligible  papajE.    .  w  ,r  p-^  4  -0  ;,.,., 

-Senator  Bulklet.  WelL  you  show«it  on  the  chart.  »  ■-■■- 

-Mr.  Miller.  And  I  am  trying  tb  show  (why.   The  small  amount 'of 

their  eligible  paper  is  evidence  of  the  disease  that  affected  the,  body 

economic  in  those  years. 

08enfltor  Bulkley.  I  am  not  argumg-against  you  on  that  but  accept 
your  statement  that  it  is  a  disease,  and  am  trying  to  find  out  about 
the  effectiveness  of  your  remedy. 

Mr.  Miller.  The  effectiveness  of  my  remedy  lies  elsewhere.  On 
this  position  I  simply  want  to  say  That  the  remedy  is  not  to  accept 
the  disease  as  a  visitation  of  Providence,  and  encourage  it  by  striking 
down  the  eligibility  restrictions  in  the  Federal  Reserve  Act  I  would 
let  those  stand. 

Senator  Bclkley.  Yes;  but  what  else  are  yon  going  to  use! 

Mr.  Miller.  You  will  see  presently.  The  bill  contemplates  certain 
things  here- 

Senator  Glass  (interposing).  There  are  certain  provisions. 

Mr.  Miller.  The  modification  I  have  suggested  is  to  put  the  sys- 
tem in  a  position  where  an  emergency  of  cataclysmic  propor- 
tions would  mean  that  it  could  deal  with  it  by  making  it  possible  to 
accept  anything  a  bank  might  have  that  is  a  satisfactory  asset,  as  a 
basis  of  advance  to  it. 

Senator  Couzens.  Have  you  not  left  out  one  of  the  other  factors 
in  the  disease  you  have  been  describing? 

Mr.  Milleb.  Yes;  several  of  them. 

Senator  Couzens.  I  was  goinfj  to  ask  you  if  you  have  not  left 
out  the  fact  that  a  great  many  of  these  industries  have  made  exces- 
sive profits. 

Mr.  Miller.  That  is  correct. 

Senator  Couzens.  And  did  not  pay  them  out  in  dividends. 

Mr.  Milleb.  That  is  correct. 

Senator  Couzens.  And  thereby  created  a  surplus. 

Mr.  Miller.  Yes. 

Senator  Couzens.  Which  in  itself  curtailed  the  use  of  commercial 
paper. 

Mr.  Miller.  Yes. 

Senator  Glass.  And  that  was  reflected  in  loans  to  others  on  the 
stock  market. 
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Senator  Cotjzens.  Yes:  and  it  is  not  mentioned. 

Mr.  Miller.  It  will  come  into  the  picture  very  vigorously 
on.  I  will  say  at  this  point  that  the  mere  fact  that  there  were  re- 
tain industries  which  were  so  excessively  prosperous  during  *"" 
period  was  itself  a  byproduct  of  the  inflation  that  we  had  an.— 
that  period.  I  mean  from  1922  to  1929,  and  I  think  that  pen 
will  distinctly  go  down  in  the  economic  and  financial  history  of  th 
country  as  the  great  era  of  unchecked  inflation. 

Presently,  if  the  hearings  go  far  enough,  I  will  point  to  some  if 
the  things  that  mislead  people,  and  particularly  mislead  scholin 
and  professors,  and  the  pundits  in  their  reading  of  this  period. 

You  will  be  interested  in  this  at  this  juncture,  Senator  Come 
[chart  IX].     There  is  a  chart  I  have  had  prepared,  based  upon 


MANUFACTURING  CORPORATIONS  IN  UNITED  STATES 

RXnO  OF  PBCFTTS  TO  VALUE  OF  SALES.  W22-S29 


study  by  Prof.  Frederick  Mills,  of  Columbia  University,  a  member 
of  the  National  IS  urea  u  of  Economic  Research  in  New  York,  a  pri- 
vately endowed  organization,  and,  in  my  judgment,  one  of  the  most 
competent  economists  in  the  country.  The  figures  are  taken  from 
the  Bureau  of  Internal  Revenue.     Thin  is  based  on  n  volume  1  hat  Ik 

fublished  2  or  3  years  ago  entitled  -  Economic  Tendencies",  which 
commend  to  anyone  who  wants  to  see  what  has  been  going  on  in 
this  period. 

Senator  Couzens.  What  is  this  heavy  black  line?    What  does  that 
represent  ? 
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Mr.  Miller.  The  heavy  black  line  represents  the  ratio  of  profits 
x*  value  of  sales  of  1231  large  and  prosperous  corporations.  These 
corporations  represent  industries  that  constitute  about  85  percent 
>■£  the  total  manufacturing  enterprise  in  the  United  States,  and 
rhese  particular  corporations  represent  about  37  percent  of  their 
tales.  That  is,  they  are  the  most  successful,  and  the  ones  that  have 
lone  the  largest  amount  of  business. 

Senator  Couzens.  What  caused  that  terrific  drop  from  1926  to 
1927  in  their  ratio  of  profits  to  sales! 

Mr.  Miller.  We  had  some  reaction  there. 

Senator  Couzens.  That  is  when  you  started  in  to  operate  the  open 
market. 

Mr.  Miller.  Yes. 

Senator  Couzens.  The  big  operation  was  in  1937,  you  testified  this 
morning. 

Mr.  Miller.  1926  was  the  year  in  which  there  was  some  restraint 
exercised.  My  recollection  is  that  the  discount  rate  was  raised. 
This  was  the  year  in  which  we  ordered  the  weekly  publication  of 
brokers'  loans.  The  Board  was  feeling  considerable  concern  about 
speculative  developments  and  was  keeping  closer  tab.  That  may 
have  influenced  it.    There  were  doubtless  many  other  factors. 

Senator  Couzens.  What  does  the  lighter  line  indicate  ? 

Mr.  Miller.  The  lighter  line  is  representative  of  all  manufactur- 
ing corporations. 

Senator  Bulklet.  I  do  not  quite  understand  that  chart.  How  can 
the  profits  be  more  than  100  percent  of  the  value  of  the  sales  ? 

Mr.  Miller.  This  is  an  index. 

Senator  Bulklet.  What  does  it  mean? 

Mr.  Miller.  The  year  1922  is  the  base  line.  This  is  what  is  known 
as  an  "  index  curve  "—not  actual  profits,  but  variation.  You  see,  Sen- 
ator Couzens,  when  you  get  down  to  1927 — you  recall  this  morning 
we  looked  at  a  chart  which  showed  very  considerable  open-market 
operations  on  the  part  of  Federal  Reserve  banks  [chart  I],  and  the 
lowering  of  the  discount  rates  in  aid  of  export  trade  and  the  support 
of  European  currencies.  We  saw  what  it  did  in  the  way  of  stimu- 
lating stock -exchange  speculation.  This  curve  we  just  had  here 
showed  what  it  did  in  the  increase  of  security  loans  and  brokers' 
loans  [chart  VIIJ,  and  this  shows  what  happened  as  regards  the 
profit  ratio  of  these  1,231  largest  and  most  prosperous  corporations. 

Senator  Coczenr.  They  jumped  enormously   from   1927  to  1929. 

Mr.  Miller.  Yes. 

Senator  Couzens.  What  is  the  lighter  line? 

Mr.  Miller.'  The  lighter  line  simply  means  a  larger  number  of 
corporations — several  thousand.  They  follow  in  general,  except  at 
one  or  two  points.  The  heavy  line  indicates  the  largest,  and  those 
that  most  influenced  the  course  of  stock  speculation.  It  represents 
the  leaders,  the  big  earners,  the  exceptional  instances  that  rivet  the 
attention  of  the  speculating  public,  and  influence  the  general  trend. 
Many  corporations  had  not  any  earnings  to  speak  of,  and  some 
showed  deficits.  The  packing  business  was  in  a  difficult  position  at 
times  during  this  period. 

Senator  Couzens.  You  have  no  chart  showing  the  relation  of 
dividends  to  earnings  during  that  period,  have  you? 
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Mr.  Miller.  We  have  no  chart,  but  I  think  we  may  have  factt, 
or  can  give  them  to  you.  I  think  I  recall  that  from  1983  to  VKt, 
including  stock  dividends,  as  well  as  cash  dividends 

Senator  Cou/ens.  Stock  dividends  are  not  dividends  at  all. 

Mr.  Millbb.  They  had  a  great  deal  to  do  with  these  Bpeculatiw 


Senator  Codzens.  But  I  mean  so  far  as  actual  values  are  De- 
cerned. They  may  have  an  influence  as  to  speculation,  but  aa  to 
actual  values  they  did  not  have  any.  What  I  was  talking  aboet, 
and  what  I  was  trying  to  get  at  particularly,  was  this :  If  it  h 
demonstrated  that  there  was  a  great  falling  off  in  the  relation  of 
dividends  to  earnings  during  that  period  of  time,  what,  if  any,  "  ' 
would  the  income  taxes  have  had  upon  it? 

Mr.  Milleb.  YpU  are  at  least  as  competent  as  I  am  to  answer  (kit 
question — probably  more  competent. 

Senator  Couzens.  It  is  a  matter  that  the  Board  has  not  considered 
in  any  of  its  studies,  is  it? 

Mr.  Milleb.  We  have  not  regarded  that  as  within  our  provinc*. 
Whether,  under  the  House  bill,  it  would  become  within  our  province, 
along  with  the  tariff,  railroad  rates,  and  so  forth,  I  do  not  know.  1 
suspect  that  everything  would  come,  not  within  the  province  or  scope 
of  action  of  the  Federal  Reserve  Board,  but  certainly  if  we  were  to 
study  how  to  promote  conditions  conducive  to  business  stability,  I 
think  everything  would  become  grist  for  our  mill. 

Senator  Glass.  The  Board  would  know,  of  course,  how  to  run 
railroads  and  to  set  up  tariff  schedules,  would  it  not  % 

Mr.  Miller.  What  I  am  hoping,  Senator,  i.s  that  we  shall  not  get 
situations  of  this  kind  that  need  extraordinary  forms  of  correction. 
I  hope  we  can  avoid,  through  good  administration  in  the  future, 
periods  of  profits  inflation.  I  shall  have  something  to  say  later  in 
connection  with  this  profits  inflation  during  this  period,  and  the 
persistently  advocated  inclusion  in  the  Federal  Reserve  Act  in  the 
past  of  an  instruction  to  use  the  influence  of  the  Federal  Reserve 
System,  and  to  use  every  influence,  in  order  to  stabilize  the  prici 
level. 

Senator  Glass.  Who  did  that? 

Mr.  MiLi-Eii.  I  say  there  has  been  a  persistent  movement  in  the 
past  to  include  Mich  formula  in  the  Federal  Reserve  Act. 

Suppose  wo  look  at  that  right  away,  Mr.  Thomas.  Bring  out  toe 
price  curve,  will  you?  This  is  the  fruit  of  it.  or  the  byproduct,  in 
my  judgment. 

Senator  Couzens.  1  suppose  if  ymi  had  the  figures  that  have  been 
aci-unuilateil.  or  could  be  accumulnterl  since  the  adoption  of  the 
N.  It.  A.,  it  would  show  quite  a  startling  situation,  would  it  not? 

Mr.  Milled.  Yes;  it  would  show  a  repetition  of  11)2^-25.1  in  f.uui.  It 
would  show  an  analogy  to  this. 

Senator  Couzens.  That  is  what  I  was  suspecting. 

Mr.  Milleb.  Yes. 

Notice,  please,  the  period  we  have  under  review  [chart  X] — 1922  H1 

Senator  liur.Ki.ET.  Is  this  the  American  price  level? 
Mr.  Miljj-:k.  Yes;  the  wholesale  price  level  based  on  the  Bureau  of 
Labor  Statistics  index  of  wholesale  prices.    The  lft£2-2i>  peri-M  i* 
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perhaps,  in  the  135  years  covered  by  this  chart  the  nearest  approach 
that  we  have  over  such  an  interval  of  time  to  a  so-called  "  stable  " 
price  level.  You  get  something  of  it  here  just  before  the  war.  Then 
you  have  to  go  back  here  to  the  decade  of  1820  to  1830,  just  100  years 
before,  and  again  the  decade  that  followed  the  debacle  of  the  War 
of  1812  and  the  financial  demoralization  that  followed  in  the  years 
of  cleanup. 

If  you  look  at  this  profits  chart,  Senator,  this  does  not  go  back 
very  far.     Otherwise  it  would  show  that  this  whole  level  has  been 
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lifted  by  comparison  with  the  pre-war  period.  In  the  pre-war  period 
the  ratio  of  profits  was  declining.  The  ratio  of  wages  was  declining. 
Profits  were  not  rising.  At  any  rate,  you  have  a  very  near  approach 
to  as  near  as  you  can  get,  practically  speaking,  a  stable  level  of  prices, 
from  1924  to  1929,  and  even  earlier,  with  what  circumstances  and 
consequences?  Declining  costs  of  production.  That  was  the  period 
of  the  introduction  of  new  technique  on  a  very  rapid  scale  into  Amer- 
ican industry,  improved  organizational  methods,  and  more  systematic 
sales  policies,  all  of  which  showed  themselves  in  a  great  increase  of 
profits.     [See  ojiart  XI.} 

-Senator  CouaRNs.  That  was  particularly  pronounced  from  1927  to 
the  "bust"  in  1929! 

-  Mr.  Milleb.  Xt  was. 

Senator  Cocjgsns.  You  said  previously  that  the  comparison '  of  the 
profits,  wouldiahow  very  piUch  the  same  thing  under  the  jurisdiction 
<ft  N.  R.  A.     Is-  that  correct  ? 

"  Mr.  Mru.GR.  Not  as  to  the  detailed  figures,  but  I  mean  the  same 
movement.-: 
Senator  Cottzens.  That  is  what  T  mean. 
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Mr.  Miller.  If  you  are  interested,  I  wilt'  read  you  a  conclusion 
from  a  very  recent  study  on  that.  Here  is  a  study  entitled  "Aspects 
of  Manufacturing  Operations  During  Recovery." 
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.  Senator  Couzens.  That  is  issued  by  whom? 
Mr.   Miller.  By   the   National    Bureau   of    Economic   Research. 
That,  by  the  way,  I  regard  as  perhaps  the  most  competent  research 
organization  not  only  in  our  Own  country  but  in  the  world  today, 
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including  the  most  carefully  selected  scholars  and  investigators,  win 
are  absolutely  independent,  and  who  are,  I  think,  more  nearly  opt* 
the  minute  in  their  interpretations  than  any  other  such  agewi. 
They  are  building  on  the  broadest  foundations.  This  is  merely  a 
continuation  of  studies  they  have  been  making  over  a  series  of  yean 
Are  you  interested  in  listening  to  this? 

Senator  Couzens.  Yes;  I  would  like  to  listen  to  that  comparison. 
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Mr.  Miller  (reading) : 

There  is  some  analogy  between  the  situation  prevailing  in  manufacturing 
Industries  from  1933  to  1935  and  that  which  prevailed  from  1923  to  1929. 
(See  Economic  Tendencies  in  the  United  States,  National  Bureau  of  Economic 
Research,  1932,  ch.  VIII.)  From  1922  to  1929  profits  and  overhead  chair* 
were  maintained  at  high  levels,  and  the  selling  prices  of  manufactured  goods 
failed  to  decline,  to  a  degree  commensurate  with  the  Increase  in  industrial 
productivity  and  the  fall  In  labor  costs  that  occurred  in  that  period.  This 
situation  tended  to  reduce  marketings  and  so  contributed  to  the  unstabfe  dt- 
uatlon  existing  in  1929.  The  rise  in  time  rates  of  pay  and  in  total  wage 
payments  in  1933-35,  and  the  failure  of  overhead  and  fabrications!  costs  to 
reflect  the  great  gain  In  productivity  that  had  occurred  since  1989,  helped  to 
perpetuate  excessively  high  prices  of  manufactured  goods. 

Then  there  is  a  conclusion  of  hi*  own,  which  he  explains  [continu- 
ing reading] : 

(The  fabrications!  costs  which  thus  remained  hiim  were  not  restricted  to  labor 
costs.  The  fact  that  labor  costs  did  no  more  than  parallel  changes  m  scKtag 
prices  when  material  costs  were  relatively  low  Indicates  that  other  f&brks- 
tlonul  charges,  such  as  overhead  costs,  remained  on  the  same  high  level  u 
labor  costs.)  The  advance  in  the  prices  of  these  goods,  at  a  time  when  sarh 
goods  were  already  overvalued,  retarded  a  needed  expansion  In  the  volume  of 
sales.  During  the  decade  of  the  'twenties  a  hlfrh  manufacturing  differential 
(profits  are  here  included  with  the  differential)  was  a  factor  in  preventing  th» 
maintenance  of  a  iarpe  volume  of  production  and  sales.  From  1983  to  19351 
high  manufacturing  differential  was  n  factor  In  preventing  the  rctiot-atitm  of  » 
large  volume  of  production  and  sales. 
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Senator  Couzenh.  That  is  assumed  to  be  as  a  result  of  the  codes  1 
It  came  in  that  period. 

Mr.  Miller.  It  comes  in  that  period,  whatever  the  causation  may 
be,  and  whatever  the  codes  may  nave  contributed.  I  think  the  con- 
clusion that  is  drawn  here  is  well  worthy  of  pondering.  This  comes 
out  of  the  mouth  of  one  of  the  maturest  and  ablest  economic  scholars 
I  know,  and  it  bears  upon  the  whole  problem  from  my  point  of  view. 
He  does  not  write  from  that  point  of  view,  but  it  is  a  most  important 
contribution  to  the  problem — the  complexity,  the  difficulty,  and  the 
seriousness  of  the  problem  that  managed  currency  presents,  in  any 
attempt  to  use  the  monetary  mechanism  of  a  country  to  bring  about 
whatever  you  want  to  call  it— economic  stability,  economic  prosper- 
ity, to  mitigate  the  fluctuations  of  the  business  cycle,  or  a  dozen  or 
20  or  60  other  variants,  all  having  the  same  thing  in  common.  [Con- 
tinuing reading:] 

We  are  fur  from  knowing  all  the  conditions  essential  to  the  steady  and 
efficient  operation  of  a  modern  Industrial  economy.  But  experience  during  the 
last  11)  yean  seems  to  Justify  one  general  conclusion.  The  immediate  passing 
on  to  consumers  of  a  major  part  of  the  benefit  of  increasing  Industrial  pro- 
ductivity, la  the  form  of  lower  prices,  contributes  directly  to  the  maintenance 
of  industrial  operations  on  a  high  level,  and  to  (he  raising  of  the  standard 
of  living  of  the  people  at  large.  Action  designed  to  procure  for  special  groups 
the  advantages  of  increasing  industrial  productivity,  or  action  tending  to 
decrease  Industrial  productivity  and  advance  costs,  runs  the  grave  danger  of 
defeating  Its  own  purpose,  through  setting  barriers  to  the  maintenance  (or  the 
restoration)  of  the  volume  of  production  and  employment  that  is  essential  to 
the  general  welfare. 

.Senator  Couzens.  You  do  not  believe  that  can  be  controlled  by  the 
Federal  Reserve  Board? 

Mr.  Miller.  I  think  the  Federal  Reserve  Board,  or  system,  can 
make  a  contribution  to  it,  but  I  doubt  that  it  can  bring  about  any 
such  paradise  as  most  of  us  would  like  to  think  was  within  the 
region  of  attainability.  Actually  and  frankly  speaking,  not  only  do 
I  doubt  it,  but  I  woidd  hate  to  see  the  Federal  Reserve  System  in- 
structed, induced,  or  kicked  into  undertaking  to  do  it.  I  think  mis- 
adventure, miscarriage,  and  futility  would  be  the  result.  I  think  if 
we  did  that  the  record  of  the  next  10  years  might  well  be  a  record  of 
fictions,  futilities,  and  failures,  with  the  ultimate  destruction  of  the 
Federal  Reserve  System  as  the  one  definite  outcome  of  the  whole 
enterprise. 

Senator  Couzens.  Yet  I  understand  that  is  the  general  purpose  of 
the  new  bill,  is  it  not! 

Mr.  Miller.  I  cannot  say  as  to  that.  I  Hunk  there  are  many 
things  in  the  new  bill  that  could  be  construed  or  misconstrued,  that 
need  not  be  so  construed.  I  think  there  are  some  things  that  defi- 
nitely lend  themselves  to  that  construction,  particularly  the  formula 
or  definition  of  objective  that  was  inserted  in  the  bill  as  passed  by 
the  House. 

Senator  Coitzens.  That  was  my  interpretation  of  it, 

Mr.  Milles.  Referring  again  to  the  price  chart  [chart  IX],  in  my 
judgment,  the  persistent  propaganda  that  went  on  in  the  twenties  to 
try  to  amend  the  Federal  Reserve  Act  bo  as  to  write  into  it  a  price 
commodity  index  formula  did  more  than  anything  else  to  divert  the 
attention  of  the  mind  of  the  Federal  Reserve  System  from  its  true 
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function.  There  was  enough  of  flirtation  with  that  theory  in  the 
Federal  Reserve  System  that  some  of  the  leading  minds  of  the  System 
were  pretty  thoroughly  infected  with  the  price  stabilization  philos- 
ophy, and  I  think  they  were  led  into  believing  that  so  long  as  the  pries 
commodity  index  was  all  right,  everything  was  all  right. 

Senator  Bulkley.  Do  you  think  the  Federal  Reserve  Board  should 
have  nothing  to  do  with  prices  at  all  1 

Mr.  Milleb.  I  think  it  should  keep  its  eye  on  prices  as  one  of  thf 
strategic  factors  in  the  interpretation  of  the  condition  of  health  of 
the  body  economic,  but  I  think  that  if  it  should  take  that  alone  as  i 
guide,  or  should  take  that  as  the  main  guide,  nothing  could  more 
definitely  insure  that  we  would  bump  from  one  crisis  or  depression 
into  the  next  one.     I  want  to  read  you  some  evidence  here. 

Senator  Glass.  Had  the  war  not  occurred,  necessitating;  the  issue 
of  an  enormous  amount  of  bonded  indebtedness,  making  it  either 
desirable  or  necessary  for  the  banks  to  undertake  to  finance  the  Got- 
ernment,  and  had  the  Federal  Reserve  System  been  free,  as  I  contend 
it  was  intended  to  be  free,  to  respond  to  the  requirements  of  com- 
merce, industry,  and  agriculture,  automatically  issuing -its  notes  and 
affording  its  credits  when  either  form  of  business  transaction  wis 
desirable,  and  automatically  canceling  its  credits  and  retiring  its 
notes  at  the  maturity  of  business  transactions,  do  you  think  there 
could  have  been  any  reasonable  criticism  of  the  Federal  Reserve 
System! 

Mr.  Miller.  I  think  there  would  have  been,  Senator,  but  that  tiitn 
should  not  have  been.  I  think  it  is  pretty  safe  to  say  that  whatever 
the  Federal  Reserve  System  does  or  does  not  do,  it  would  be  sub- 
jected to  criticism. 

Senator  Glass.  Oh,  of  course. 

Mr.  Miller.  But  I  am  sure  of  this,  speaking  from  the  point  et 
view  of  an  older  member  of  the  Board,  and  one  who  has  made  servici 
on  the  Federal  Reserve  Board,  so  to  speak,  a  career,  that  there  will 
be  less  to  regret  under  what  you  have  just  portrayed  than  there  will 
be  under  any  of  these  other  modes  that  are  content  to  look  forward 
6  months  or,  at  best,  2  or  3  years.  I  have  found  that  troubles  and 
mistakes  come  back  to  plague  us  later.  The  Federal  Reserve  Board 
is  here  now — and  has  been  for  some  time — a  system  defending  itself 
against  the  things  that,  in  my  judgment,  men  of  clarity  ought  to  haw 
seen  must  be  the  inevitable  byproduct  of  enterprises,  policies,  and  atti- 
tudes that  developed  in  the  course  of  the  middle  twenties.  I  do  not 
mean  to  imply  by  that  that  this  country  and  the  world  would  ad 
have  had  to  go  through  a  searching  depression  in  order  to  rectify  ill 
the  breaches  in  the  economic  system  that  were  occasioned  hv  the 
war  and  intensified  by  the  sodden  shift  in  the  position  of  the  Ignited 
States;  as  a  result  of  the  war,  financially,  industrially,  and  economi- 
cally :  but  I  think  the  whole  thing  might  have  been  kept  in  propor- 
tions that  would  have  made  it,  instead  of  a  depression  of  6  years  or 
more.  one.  perhaps,  of  3  years  at  the  utmost.  A  great  deal  of  recti- 
fication has  been  necessary  in  this  instance  that  could  have  ben 
avoided  if  we  had  built  a  less  lofty  and  a  less  insecure  structure  upon 
the  flimsy  foundation  of  credit. 

Any  excessive  credit,  any  inflation,  demands  its:  toll,  and  we  ne 
paying  for  the  inflation  tWt  wp  vudutyyd  in  unrecognizedlv  in  the 
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period  of  5  years  preceding  the  climax  in  1929.  I  sometimes  think 
that  one  of  your  colleagues,  Senator  Glass,  at  the  time  the  Reserve 
Act  was  passed,  Senator  Root,  of  New  York,  came  pretty  near  the 
truth  when  he  opposed  the  act  on  the  ground  that  we  are  all  optimists 
in  this  country.  That  means  that  we  are  all  inflationists.  The  direc- 
tors of  the  Reserve  banks,  he  said,  will  be  optimists.  They  will  be 
inflationists.  The  members  of  the  Federal  Reserve  Board  will  be 
optimists.  They  will  be  inflationists,  he  said.  I  would  say  that  the 
cardinal  thing  to  beware  of  on  the  part  of  any  member  of.  the  Federal 
Reserve  System  is  the  insidious  poison  of  inflation. 

Senator  Glass.  Senator  Root  was  so  far  wrong  about  the  Federal 
Reserve  notes  being  flat  money  that  I  never  have  paid  much  attention 
to  what  he  has  to  say. 

Mr.  Miller.  Yes ;  that  is  true. 

Senator  Couzens.  That  is  one  other  factor  I  want  to  take  up  with 
you,  and  that  is  your  evident  optimism  that  this  eligible  paper  is 
going  to  return.  I  do  not  feel  that  optimism  that  you  do,  in  view  of 
several  factors,  the  primary  one  being  the  taxing  policy  of  the 
Government. 

Mr.  Miller.  That  will  make  it  come  all  the  quicker. 

Senator  Couzens.  No. 

Mr.  Miller.  Yes ;  I  think  so,  Senator. 

Senator  Couzens.  I  have  a  reverse  view  then.  The  taxing  policy 
of  the  Government  contributes  to  a  very  large  degree  to  the  accumu- 
lation of  profits  and  the  failure  to  distnbte  them  among  stockholders. 
I  think  that  that,  in  itself,  will  impel  many  of  these  industries  to  keep 
exceedingly  liquid  unless  it  is  taken  away  from  them  through  some 
excess-profits  system.  Otherwise  you  might  be  right — that  unless 
we  adopt  a  very  vigorous  excess-profits  tax  we  are  going  to  keep  these 
surpluses. 

Senator  Glass.  My  pessimism  in  that  respect  is  intensified  by  the 
fact  that  the  Government  is  going  into  every  conceivable  sort  of  loan- 
ing business  itself  and  practically  undermining  the  commercial  bank- 
ing business. 

Mr.  Miller.  Senator,  a  very  interesting  study  has  recently  been 
made,  just  in  the  last  few  weeks,  by  another  one  of  the  investigators 
for  the  Bureau  of  Economic  Research,  on  changes  in  the  capital  assets 
and  earnings  of  corporations  in  the  period  since  the  crisis  of  1929.  I 
have  a  quotation  here  of  his  conclusion.  The  study  is  not  a  very  long 
one,  but  it  would  be  too  long  to  introduce  in  the  record  here.  May  I 
read  the  conclusion? 

Senator  Couzens.  I  should  be  glad  to  have  it. 

Mr.  Mii.ijsr.  This  is  a  statement  that  affects  all  reporting  corpora- 
tions in  the  United  States.    [Reading:] 

Working  capital,  taken  as  the  difference  between  current  assets  (cash,  notes, 
and  accounts  receivable.  Inventories,  and  tax-exempt  Investments)  and  current 
liabilities  (notes  and  accounts  payable),  declined  considerably  (34  percent  from 
1829  to  1882).    •    •     • 

The  decline  in  working  capital  from  1929 -to  1932  was  12  billion. 

*  *  *  working  capital,  in  the  form  of  liquid  assets,  was  UiEiimcieiit  to 
finance  the  requirements  that  an  Upturn  would. bring.  The  major  portion  et 
new  working  capital  lay  nascent  in  the  fixed  assets  of  all  corporations;  the 
credit-making  mechanism  of  onr  banking  system  was  needed  to  qnVkVnv  \\  Vr\-> 
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In  brief,  the  very  fact  that  these  corporations  have  dissipated  their 
surpluses  in  paying  out  dividends,  in  meeting  their  continuing  over- 
head costs,  and  in  the  expenses  for  upkeep  that  cannot  be  postponed, 
has  so  reduced  their  own  independent  capital  assets  that  when  acbr- 
ity  comes  again  and  expansion,  particularly  in  the  heavy  industries. 
I  am  satisfied  that  they  will  have  to  go  into  the  market  to  borrow, 
and  then  your  other  loans,  commercial  loans,  will  begin  to  increase. 

Senator  Glass.  Will  they  borrow  from  the  Government  or  from 
the  banks} 

Mr.  Miller.  That  is  for  Congress  to  determine,  not  for  the  Fed- 
eral Reserve  Board. 

Senator  Cotjzens.  In  that  connection  may  I  say  that  with  the  e*sy 
money  market  there  is  no  reason  for  these  industries  financing 
through  short-term  paper  with  the  bankers.  It  seems  to  me  tint 
there  is  an  ample  security  market  for  them,  and  at  a  much  lower 
rate,  and  with  much  more  assured  capital,  than  through  borrowing!, 
short-time,  from  commercial  banks. 

Mr.  Miller.  We  have  not  had  much  new  financing  as  yet. 

Senator  Couzens.  We  have  not  had  much  borrowing  from  the 
banks  as  yet,  either. 

Mr.  Miller.  No;  but  I  fancy  that  even  if  we  have  an  ultimate 
increase  in  security  financing  it  will,  in  its  initial  phases,  take  the 
form  of  bank  loans.  I  do  not  think  you  can  have  such  a  stupendous 
decline  as  $12,000,000,000  in  the  resources  of  the  corporations  of  this 
country,  in  their  working  capital,  without  obliging  them,  to  lean  on 
the  commercial  banks  to  a  very  considerable  extent.  At  any  rate,  I 
repeat  that  it  is  a  hasty  inference,  if  you  draw  it,  to  say  that  becaus1 
commercial  loans,  as  a  result  of  the  depression  and  of  this  extraor- 
dinarily foul  inflationary  development  that  we  had  in  the  years  1922 
to  1929  have  declined,  that  that  is  to  be  taken  as  indicating  that  com- 
mercial paper  and  commercial  borrowing  have  disappeared  from  the 
banking  scene  in  America.  I  do  not  believe  they  have,  and  I  think  it 
would  Be  going  on  a  false  predicate  if  the  Federal  Reserve  Act  were 
amended  so  as  to  recognize,  hallmark,  approve,  and  commend  that 
situation, 

Senator  Glass.  There  are  only  21  banks  in  the  whole  System  now 
that  have  no  commercial  paper. 

Mr.  Miller.  I  know ;  but  it  is  the  total  volume  of  it  that  is  some- 
times complained  of  as  presenting  a  menacing  situation.  I  should 
say  if  it  does,  and  the  act  were  amended  along  the  lines  I  have  sug- 
gested, you  could  open  the  door  if  it  proves  necessary ;  but  I  am  far 
from  being  convinced  that  liquidity  is  an  old-fashioned  virtue  in 
banking,  any  more  than  I  believe  that  chastity  is  an  old-fashioned 
virtue  in  womanhood. 

Senator  Btjlklet.  What  does  liquidity  consist  of?  Is  it  the 
ability  to  pay  out  promptly  on  demand?  Liquidity  consists  in  tht 
ability  to  pay  out  promptly  on  demand,  does  it  notf 

Mr.  Miller.  I  would  say,  in  economic  terms,  the  ability  to  read- 
just your  position  in  accordance  with  changes  and  shifts  in  eco- 
nomic circumstances — the  ability,  in  other  words,  to  walk  a  pretty 
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steady  course  without  someone  putting  a  crutch  under  you  or  lifting 
you  into  an  automobile  or  baby  carriage  and  carrying  you  along. 

I  called  attention  this  morning,  in  connection  with  the  discussion 
af  the  gold  standard  prior  to  the  war,  to  the  constant  readjustments 
Jiat  were  going  on  under  its  operation.  Liquidity  is  one  of  the  most 
wholesome  forms  of  discipline  that  the  economic  system  has.  You 
Save  it  wherever  you  attach  value  and  importance  to  liquidity. 
Our  banking  troubles,  our  economic  troubles,  have  been  enormously 
exaggerated  in  the  last  few  years  by  reason  of  the  fact  that  we  had 
a  frozen  condition  and  did  not  know  it.  It  was  freezing  long  before 
the  boom  broke,  and  we  did  not  know  it,  so  it  bas  been  impossible  to 
readjust. 

Senator  Couzens.  Do  you  think  that  the  prominence  of  liquidity 
is  as  pronounced  now  under  the  bank-deposit  insurance! 

Mr.  Miller.  No:  I  do  not.  I  think  a  great  deal  is  happening  and 
bas  happened,  and  probably  will  happen,  to  look  askance  at,  crit- 
ically, but,  to  my  mind,  Senator,  most  good  conduct  is  a  question  of 
degree.  There  can  be  such  a  thing  as  extreme  liquidity,  and  there 
are  certain  bankers  who  are  foolish  enough  to  think  that  they  are 
good  bankers  when  they  can  liquidate  every  dollar  of  obligations  to 
their  depositors  at  the  close  of  any  day.  That  would  put  ns  back 
on  a  cash  basis,  virtually.  But  there  are  those  others  who  think 
that  they  are  liquid  as  long  as  there  is  a  place  in  which  they  can 
park  their  assets — to  wit,  the  Federal  Reserve  Board.  It  does  not 
matter  how  long,  or  of  what  character,  so  long  as  you  can  go  there 
and  get  money  for  it,  it  is  a  liquid  asset.  I  maintain  that  is  not  a 
liquid  asset.  That  is  a  means  of  postponing,  for  the  most  part,  the 
evil  day;  and  if  enough  get  into  the  position  where  they  are  post- 
poning the  evil  day,  you  have  the  evil  day  raised  to  the  'nth  degree. 
That  is  one  of  the  things  we  have  had  in  this  recent  trouble,  though 
there  are  many  adventitious  causes  to  explain  it,  such  as  the  uncon- 
trolable  influx  of  gold,  but  that  is  the  price  for  not  having  main- 
tained in  some  degree  a  liquid  position — at  any  rate,  a  far  more 
liquid  position  than  actually  was  maintained.  The  result  was  that 
in  1929  and  1930  there  could  be  no  readjustment. 

Senator  Bdlkley.  Is  any  fixed  investment  a  liquid  asset? 

Mr.  Miller.  It  is  in  an  individual  case.  It  is  not  for  a  country 
as  a  whole. 

Senator  Bulklet.  For  a  bank? 

Mr.  Miller.  For  an  individual  hank? 

Senator  Bulkley.  Ycr. 

Sir.  Miller.  It  may  he  vicarious  liquidity.  The  only  genuine 
liquidity  for  a  country  ns  a  whole  is  paper  based  on  goods  that  are 
moving  into  consumption.  It  does  not  matter  how  good  an  invest- 
ment may  ultimately  be,  if  there  are  too  many  people  that  want  to 
realize  on  it  at  the  same  time  it  cannot  be  done.  It  implies  a  free 
market,  a  market  in  which  there  is  actually  buying  and  selling. 

Senator  Couzens.  Have  you  any  evidence  of  the  attitude  of  mind 
of  the  bankers  ns  to  the  desirability  of  liquidity  as  a  result  of  the 
bank  insurance  of  deposits? 

Mr.  Miller.  I  have  not  talked  with  any  banker  on  the  subject. 
I  have  not  talked  with  a  banker  for  several  weeks  on  this  subject,  if 
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not  several  months,  but  I  think  you  have  had  testimony  here  on  tint 
subject.  I  think  that  with  a  great  many  of  the  bankers  liquidity  it 
merely  a  phrase.  I  think  they  pay  lip  service  to  it  and  do  not  reilh 
know  what  is  involved  in  the  whole  conception.  I  think  there  in 
others — some  of  the  large  bankers  and  some  of  the  smaller  bankers— 
who  know  what  liquidity  means  and  why  it  is  a  good  test  of  the  good 
conduct  of  the  banking  business.  There  are  others  who  make  a  fetian 
of  "  liquidity." 

(At  this  point  followed  informal  discussion  which  the  reportn 
was  directed  not  to  record,  at  the  conclusion  of  which  the  following 
occurred:) 

Senator  Glass.  Very  well.  Proceed  with  your  comments  on  the 
bill. 

Mr.  Miller.  I  thought  while  we  had  the  profits  curves  here  and  tbr 
price  curve,  I  would  like  to  read  you,  in  part,  an  explanation  of  i 
rather  severe  condemnation  of  the  so-called  "price-index  formula" 
for  Federal  Reserve  guidance.  I  have  been  rereading  this  winter  the 
writings,  notably  the  two  volumes  on  Money,  of  John  Mayntrd 
Keynes. 

Senator  Glass.  A  good  deal  of  that  is  in  the  bill,  is  it  not? 

Mr.  Miller.  I  mention  this  because  Mr.  Keynes  is  well  known  is 
perhaps  the  leading  proponent  in  the  world  of  the  managed-currency 
theory.  In  fact,  I  think  he  is  the  inventor  of  the  phrase  "  managed 
currency."  I  regard  him  as  one  of  the  most  brilliant  writers,  one  of 
the  most  interesting  writers,  upon  all  monetary  subjects.  Let  me  also 
say  that  I  regard  nim  as  one  of  the  most  candid  writers.  I  would 
say  that  he  stands  in  singular  contrast  to  many  American  economists 
in  that  respect,  and  does  not  hesitate  to  admit  a  blunder  when  he  his 
made  one.  I  have  often  even  suspected  that  he  makes  blunders  some- 
times so  as  to  have  occasion  to  admit  and  recant. 

Senator  Glass.  He  has  made  a  good  many  of  that  sort.  I  do  not 
know  whether  he  has  intended  to  make  them  or  not. 

Mr.  Miller.  At  any  rnte,  in  a  review  of  what  took  place  in  the 
United  States  from  1925  to  1930,  this  is  what  he  has  to  say  [reading] : 

This  period  is  interesting,  In  that  it  provides  (up  to  the  spring  of  1928j  an 
example  rare  In  monetary  history,  namely,  one  in  which  high  rates  of  productive 
activity  and  of  investment  were  developed  without  the  rnte  of  savings  fnliitiJ 
behind.  Hy  the  middle  of  V.r2H.  however,  there  is  evidence  that  a  prolit  Inflmii-E 
had  commenced,  culminating  in  bourn  conditions  hy  Ihe  spring  of  liCli  and 
rapidly  terminated  hy  a  collapse  in  the  autumn  of  1929. 

Ho  then  gives  a  table,  which,  for  better  presentation,  has  been  put 
int..  the  form  of  a  chart  [chart  XII]. 

This  black  line  (indicating  on  right-hand  chart]  represent*  the 
course  of  industrial  production.  Those,  I  think,  are  the  Standard 
Statistics  Co.  figures.  The  bottom  line  represents  the  course  of 
wholesale  commodity  prices,  according  to  the  Bureau  of  Labor  Sta- 
tistics. The  top  line  represents  the  prices  of  common  stocks.  The 
left-hand  chart  shows,  the  movement  of  time  deposits,  and  this  median 
line  here  [  indicating]  represents  loans  and  investments.  The  bottom 
line  represents  demand  deposits. 

The  principal  thing  to  Ijear  in  mind  here  is  the  movement  of  the 
line  representing  loans  and  investments,  that  representing  wholesale 
commodity  prices,  and  that  for  stock  prices. 
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Now  comes  bis  comment  [reading]  : 

Now  lor  two  reasons  these  statistics  were  peculiarly  difficult  to  Interpret. 
Anyone  who  looked  only  at  the  Index  of  prices  would  see  no  reason  to  suspect 
any  material  degree  of  Inflation  ;  whilst  anyone  who  looked  only  at  the  total 
volume  of  bank  credit  and  the  prices  of  common  atoeka  would  have  bean 
convinced  of  the  presence  of  an  Inflation  actual  or  Impending,  for  my  own 
part,  I  took  the  view  at  the  time  that  there  was  no  Inflation  In  the  sense 
In  which  I  use  this  term.  Looting  back  in  the  light  of  fuller  statistical  infor- 
mation than  was  then  available,  I  believe  that,  whilst  there  waa  probably  do 
material  Inflation  up  to  the  end  of  1027,  a  genuine  profit  Inflation  developed 
sometime  between  that  date  and  the  summer  of  1929. 

Chart  XII 
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That  was  the  line  you  called  attention  to,  Senator  Couzens.  You 
had,  during  that  period,  a  stable,  or  a  relatively  stable  price  level, 
and  if  one  were  of  the  school  of  thought  that  regards  the  price  level  as 
the  one  thing  that  vou  must  keep  your  eye  on  in  order  to  interpret  the 
proper  course  of  Federal  Reserve  policy,  there  was  no  occasion  to 
take  any  alarm  at  all.  I  have  already  cited  the  statement  of  my  own 
in  1925,  in  which,  while  I  was  not  neglecting  the  price  factor,  I  had 
come  to  the  conclusion  that  there  was  something  going  on  that  was 
not  reflected  adequately  in  the  movement  of  prices,  and  that  was 
reflected  in  the  movement  of  credit,  and  in  the  movement  particularly 
of  credit  that  was  flowing  into  security  financing  and  stock-exchange 
speculation. 

I  do  not  know  how  much  interested  you  are,  but  I  have  taken  the 
trouble  to  canvass  the  best  of  the  recent  literature  of  the  last  3  or  4 
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years,  dealing  with  the  interpretation  of  the  developments  up  to  188, 
both  of  English  and  American  writers.  I  have  jet  to  find  one  Out 
does  not  agree  in  the  interpretation  that  I  have  given  here  of  tin 
connection  Detween  price  stability  and  profits  instability  or  infUtka 
and  economic  instability.  I  think,  Senator  Couzens,  you  may  p» 
ribly  recall — though  I  am  not  sure  that  you  had  not  left  tfae>  bearing 
before  I  was  through — in  1932,  when  the  Goldsborough  bill,  I  thiol, 
was  before  the  committee 

Senator  Couzens.  I  was  not  at  the  committee  at  that  time. 

Mr.  Miller.  You  were  at  the  hearing  at  the  inception  of  the  hew- 
ing, I  remember.  You  asked  me  certain  questions,  I  remember  verj 
well.  I  recall  your  asking  me  whether  I  thought  a  restoration  of 
member  bank  reserve  balances  to  the  1927-28  level  would  accomplish 
anything  toward  animating  industry,  and  I  told  yon  that  I  did  ant 
think  it  would  for  the  reason  that  conditions  were  not  yet  inviting  to 
the  flow  of  credit,  and  that  we  were  starting,  in  the  Federal  Reserve 
at  that  very  time,  to  buy  Government  securities  with  the  idea  of  creat- 
ing a  big  cushion  of  credit  and  excess  reserves,  but  that  the  credit 
itself  was  not  a  self -implementing  thing. 

We  have  got  a  great  many  interesting  demonstrations  out  of  the 
last  few  years.  Referring  to  the  excess  reserve  chart  [chart  XIII],  is 
I  remember,  it  was  in  May  that  those  hearings  were  held,  and  we 
began  to  buy  in  March  and  kept  on  buying,  with  interruptions.  Later 
our  purchases,  which  finally  brought  our  holdings  of  Government 
securities  up  to  approximately  2!A  billion  dollars,  were  supplemented 
by  a  tremendous  inflow  of  gold,  notably  in  1934,  amounting  to, 
roughly,  1,500  million,  which  have  carried  the  excess  reserves  of  the 
member  banks  of  the  Federal  Reserve  System  up  to  close  to  2,400 
million  dollars.  So  that  with  all  this  mass  of  reserves  we  still 
have  an  inert  condition.    There  is  no  response. 

Senator  Bulklet.  What  is  indicated  by  that  sharp  drop  in  re- 
serves in  March? 

Mr.  Miller.  Treasury  financing.  Most  of  these  sharp  swings  are 
occasioned  by  some  operation  of  the  Treasury. 

Senator  Glass.  I  think,  perhaps,  Doctor,  you  have  confused  the 
hearings  on  the  House  side  with  those  on  the  Senate  side.  I  do  not 
recall  that  the  Senate  ever  had  any  hearings  whatsoever  on  the 
Goldsborough  bill. 

Mr.  Miller.  I  think  it  was  the  Kletcher-Goldsborough  bill.  1 
think  a  bill  was  introduced  simultaneously  in  both  Houses. 

Senator  Couzens.  It  was  not  the  Glass- Goldsborough  bill! 
[Laughter.] 

Mr.  Miller.  At  any  rate,  I  have  an  excerpt  here. 

Testifying  before  "the  Hanking  and  Currency  Committee  of  the 
Senate  in  1932  on  a  bill  to  restore  and  maintain  the  average  purchas- 
ing power  of  the  dollar,  J  called  attention  to  the  fact  that  some  of  the 
powerful  shaping  influences  in  the  Federal  Reserve  System  were 
thoroughly  jnfe-ted  M  that  time  with  the  idea  of  a  stable  commodity 
price  level.  "Tliev  believe,"  1  then  said,  "that  as  long  us  prices  « 
commodities  were  behaving  all  right  things  must  be  all  right.  As  I 
matter  of  fact,  the  commodity  price  level,  with  the  stability  that  it 
showed  during  those  years,  was  a  cover  for  one  of  the  most  vicious 
and  costly,  disastrous  and  destructive  inflations  that  this  country  or 
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any  country  in  a  state  of  solvency  has  ever  experienced."  ■! /empha- 
sized my  belief  that  that  kind  of  result  was  to  be  expected.  I  stated 
that  inflations  might  be  expected  if  we  operate  th©  Federal  Reswve 
System  under  a  stabilization  philosophy.    Continuing;,  I  said : 

A  stable  price  level  In  a  progressive  economic  society  may  frequently  result  In 
a  profit  Inflation.  Progress  in  technical  organisation,  more  efficient  production 
methods,  such  as  we  usually  have,  ail  mean  that  costs  of  production  keep  golsg 

How  do  production  costs  ordinarily  run  in  a  progressive  society?  They  run 
down,  do  they  not?  That  is  what  we  mean  by  progress — technological  improve- 
ment; more  efficient  production.  Ualses  wage  payments  Increase  enough  to 
absorb  all  of  the  savings  made  possible  by  more  efficient  methods,  the  proceeds 
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of  the  sale  of  goods  at  shible  prices  are  golDS  to  fio  somewhere  else.  Where 
do  they  go?  Into  profits.  And  what  do  profits  do?  When  conditions  favor 
a  profit  inflation,  tin-  stage  is  vet  for  a  S|>eCulallve  boom.  And  most  of  the 
stabllizationlsts  lu  this  cuuntry  *  •  •  arc  really  unconscious  Inflationists. 
What  they  want  in  risiuir  profits  insured  by  a  sinlile  price  level.  I  would  say 
that  In  the  lone  run  u  piece  of  legislation  of  this  kind  might  be  expected  to 
Insure  Ihnt  the  country  from  time  to  lime  will  have  profit  inflation,  speculative 
booms,  and  speculative  collapses. 

That  was.  slated  in  a  ratlier  crude  w;iv  at  a  hearing,  and  I  find, 
in  going  over  the  best  recent  literature,  that  that  view  finds  complete 
vindication  and  endorsement,  and  likewise  in  the  history  of  this 
period. 

Senator  Glass.  I  approve  the  view,  but  to  save  my  life  I  cannot 
recall  that  the  Senate  committee  ever  had  any  Goldsborough  bill. 

Senator  Cotjzeks.  I  think  the  full  committee  did. 
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Mr.  jfcua,  It  was  the  fall  committee. 

Senator  Couzenb.  I  have  some  recollection  of  what  the  doctor  ii 
talking  about  now. 

Mr.  Miller.  It  was  the  full  committee,  and  I  recall  that  Repn- 
aentative  Goldsborough  was  permitted  to  question  me,  and  I  thuk 
it  might  have  been  in  response  to  one  of  his  questions,  or  in  th 
colloquy  with  him,  that  I  made  the  statement  of  which  I  quoted  tht 
substance  to  you  here. 

CRUrr  XIV 
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Senator  Couzens.  Are  you  going  to  propose  some  amendments 
now? 

Mr.  Miller.  Yes. 

Senator  Coxzens.  You  have  proposed  one. 

Mr.  Miller.  Yes.    Are  we  through  with  eligibility? 

Senator  Couzens.  We  are  about  through  with  it,  but  perhaps 
you  are  not. 

Mr.  Miller.  I  mean  are  you  through  with  me  on  it! 

Senator  Couzens.  Yes;  I  am. 

Mr.  Miller.  I  propose,  with  respect  to  section  208  of  the  Senate 
bill,  that  a  proviso  be  added  to  section  10  of  the  Federal  Reserve 
Act,  as  amended,  reading  as  follows  [reading] : 
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Provided,  koicever.  That  the  Federal  Reserve  Board,  should  It  deem  It  neces- 
sary to  safeguard  tbe  public  interest,  u|h>d  the  affirmative  vote  of  not  leaa  than 

of  Its  appointive  members,  may  authorize  the  Federal  Reserve  banks  to 

offer,  and  the  Federal  Reserve  agents  to  accept,  as  such  collateral  security, 
direct  obligations  of  the  United  States. 

Senator  Couzens.  Without  limit? 

Mr.  Miller.  Without  limit.    [Continuing  reading:] 

Such  authorim t ion  shall  be  granted  only  In  exceptional  and  exigent  circum- 
stances and  only  for  limited  periods  but  may  be  extended  from  time  to  time 
upon  the  affirmative  vote  of  not  less  .than  —  appointive  members  of  the  Fed- 
eral Reserve  Board.  Upon  the  expiration  of  such  authorization,  such  obliga- 
tions of  the  United  States  shall  be  retired  as  security  for  Federal  Reserve 
notes.  In  no  event  shall  such  collateral  security  be  leas  than  the  amount  of 
Federal  Reserve  notes  applied  for.  The  Federal  Reserve  agent  shall  each  day 
notify  the  Federal  Reserve  Board  of  all  Issues  and  withdrawals  of  Federal 
Reserve  notes  to  and  by  the  Federal  Reserve  bank  to  which  he  Is  accredited. 
The  said  Federal  Reserve  Board  may  at  any  time  call  upon  a  Federal  Reserve 
bank  for  additional  security  to  protect  tbe  Federal  Reserve  notes  Issued  to  it. 

I  see  no  objection  whatever  to  such  a  proviso  in  order  to  take  care 
of  an  emergency  situation  should  it  again  arise.  I  think  you  have  it 
safeguarded,  if  it  needs  any  particular  safeguarding,  against  abuse, 
by  imposing,  as  a  test  of  the  reality  of  the  emergency,  the  affirmative 
vote  of  not  less  than  &  certain  number  of  members  of  the  Federal 
Reserve  Board. 

Senator  Glass.  Doctor,  would  not  the  Treasury  always  consider  it 
an  emergency  when  it  wanted  to  do  some  financing} 

Mr.  Miller.  I  do  not  think  so.  The  Federal  Reserve  Board  is  not 
as  timid  as  that. 

Senator  Glass.  I  did  not  say  anything  about  the  courage  or  the 
timidity  of  the  Federal  Reserve  Board. 

Mr.  Milleb.  I  do  not  think  so.  I  am  not  very  much  concerned 
about  anything  going  very  far  wrong  through  the  lack  of  iron- 
bound  restrictions,  upon  the  issue  of  Federal  Reserve  notes.  There 
have  l»cen  systems  of  banking  and  policies  of  the  best  systems  of 
banking  under  which  that  position  has  been  thought  essential  and 
has  he. 'ii  preserved  intact  to  this  day.  That  is  the  Bank  of  England. 
If  we  were  in  more  ordinary  conditions,  I  would  say  that  there  is  a 
certain  protective  virtue  in  hedging  around  the  issue  of  Federal 
Reserve  notes  very  carefully. 

Senator  Glass.  There  have  been  instances  when  there  was  no 
restriction  and  no  limitation. 

Mr.  Miller.  Yes. 

Senator  Couzens.  Do  you  agree  with  Secretary  Morgenlhau  that 
the  Government  ought  to  buy  the  Federal  Reserve  stock? 

Mr.  Miller.  No:  I  do  not  see  any  advantage.  I  do  not  think  it 
makes  any  difference  who  owns  it.  from  my  point  of  view,  Senator. 
It  depends  on  who  is  going  to  administer  it.  If  I  thought  that  the 
ownership  of  the  Federal  Reserve  System  by  the  Government  would 
give  us  a  perfect  administration  I  should  assent  to  it  at  once.  I 
think  probably  the  reverse  would  be  true. 

Senator  Hoi.ki.ey.  Why  would  the  reverse  he  true? 

Mr.  Miller.  I  think,  mi  the  whole,  the  quality  of  mind  and  charac- 
ter that  is  required  in  a  body  that  has  to  administer  a  managed 
currency  in  the  country  is  not  going  to  be  found  in  ordinary  servants 
of  the  Gove  rim  lent.  They  have  got  to  be  more  independent.  They 
have  to  be  stronger  in  intellect  than  the  ordinary  public  servant  ami 
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more  responsible  in  their  attitude  of  mind  toward  the  people  of  the 
country. 

Senator  Cotjzens.  Certainly  Senators  would  not  qualify,  tho. 
would  they? 

Mr.  Miller.  You  know  the  Senate  better  than  I  do. 

Senator  Glass.  Let  the  Senator  from  Michigan  make  his  own  «*■ 
fession  if  he  wants  to. 

Mr.  Miller.  I  would  not  hesitate  to  entrust  the  future  of  Ik 
Federal  Reserve  System,  whether  Government  owned  or  otherwi* 
owned,  to  you  gentlemen ;  but  it  requires  a  different  quality  of  mild, 
a  different  quality  of  interest;  and  if  we  are  ever  going  to  get « 
Federal  Reserve  System  that  fulfills  its  function,  I  am  convinced 
that  it  must  come  through  men  being  put  on  the  Federal  Restm 
Board  who  are  willing  to  undertake  responsibility  as  a  great  nubfe 
responsibility  which  runs  to  the  public  rather  than  to  an  official  si 
the  administration  of  the  day. 

Senator  Bulkley.  You  mean  that  they  must,  at  the  same  time,!* 
interested  as  bankers ! 

Mr.  Miller.  Not  at  all. 

Senator  Bulkley.  Then  I  do  not  quite  follow  why  it  is  not  poai- 
ble  to  get  them  in  the  Government  service. 

Mr.  Miller.  Some  men  do  not  like  to.  I  do  not  want  to  wear  i 
Government  collar.  I  do  not  want  to  be  in  a  position  where  any  mem- 
ber of  the  Cabinet,  or  even  the  President,  can  command  me.  I  want  to 
be  a  free  man.  I  feel  my  responsibility  to  the  people  of  the  United 
States  for  doing  my  best  to  preserve,  establish,  and  maintain  as  good 
a  financial  and  economic  situation  in  this  country  as  the  Fedenl 
Reserve  System  posiblv  can  help  bring  about. 

Senator  Bulkley.  fs  there  anything  in  that  that  is  inconsistent 
with  the  Government  ownership  of  stock? 

Mr.  Miller.  I  think  you  will  get  better  men. 

Senator  Glass.  The  Government  owning  the  stock  would  not 
mean  the  Government  owning  the  System.  There  is  something  more 
to  the  Federal  Reserve  System  than  the  mere  stock  of  the  member 
banks  in  the  Federal  Reserve  System. 

Mr.  Miller.  Yes.  I  say,  if  I  thought  owning  the  bunks  would 
give  you  better  men.  I  would  want  it. 

Senator  Bulkley.  I  want  to  get  at  why  you  think  the  reveiw 
would  be  true. 

Mr.  Miller.  Whnt  is  the  reverse? 

Senator  Br  mi  ley.  That  is  what  I  am  asking  you.  You  said  * 
few  moments  ago  that  you  thought  the  reverse  would  be  true.  an>I 
I  am  asking  yon  why  i 

Mr.  Miller.  1  do  not  recall  the  exact  connection  in  which  I  usfti 
the  term. 

Senator  Bulkley.  If  you  do  not  mean  to  stand  by  the  opinion 

Mr.  Mux™.  I  want  to  stand  by  anything  I  have  said. 

Senator  Bulkley.  I  tin  not  rare.  We  sometimes  misstate  wlal 
we  mean,  and  I  do  not  mean  to  get  von  into  a  corner  at  all. 

Mr.  Miller.  Senator,  the  conception,  as  I  view  it,  of  the  Federal 
Reserve  Act  is  that  the  Federal  Reserve  Board  is  what,  in  the  tech- 
nical description  of  the  Government  vocabulary,  is  called  an  "in- 
dependent Government  establishment.''  I  think  the  intent  and  pur- 
pose was  to  make  it  as  nearly  independent  as  possible. 
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Senator  Couzens.  Then  you  would  not  like  to  we  the  Secretary 
of  the  Treasury  or  the  Comptroller  of  the  Currency  on  the  Board. 

Mr.  Miller.  I  think  they  ought  to  be  eliminated.  I  think  it  is  a 
question  of  which  should  go  first,  and  how  to  make  the  adjustment, 
but  I  am  of  the  opinion  that  there  should  be  no  ex  officio  members 
of  the  Board. 

Senator  Glass.  The  Senate  thought  that  2  years  ago,  bv  a  vote 
of  62  to  14. 

Senator  Couzens.  Of  course,  their  quality  of  mind  does  not  equal 
others,  and  they  should  not  be  confused. 

Mr.  Miller.  I  do  not  care  anything  about  quality  of  mind.  It  is 
the  quality  of  performance  you  get  from  the  same  mind. 

Senator  Glass.  I  can  very  readily  distinguish  what  Dr.  Miller 
means  and  is  reluctant  to  say,  and  I  do  not  hesitate  to  say.  I  think 
Government  employees,  in  the  broad  sense,  are  vastly  less  independent 
than  an  independent  board  set  up  for  central  supervisory  purposes 
and  paid  by  the  agencies  which  they  are  called  upon  to  supervise. 

Mr.  Miller.  I  think  the  influences  that  enter  the  windows  of  a 
man's  mind,  even  when  they  are  supposedly  closed  and  the  shades 
down,  are  sometimes  hard  to  detect,  and  he  is  frequently  not  aware 
of  them.  I  have  found,  in  keeping  myself  fit  for  the  best  discharge  of 
my  duties  as  a  member  of  the  Federal  Reserve  Board,  that  I  have  to 
devote  an  enormous  amount  of  time  to  real  study  and  research.  I  do 
not  seek  contacts  with  bankers  and  I  do  not  have  to.  I  keep  myself 
out  of  the  atmosphere  of  the  administration  of  the  day,  whatever  it 
happens  to  be,  as  much  as  possible,  so  as  to  maintain  an  objectivity  of 
mind  and  a  clear  perspective.  I  think  that  gives  a  man,  if  he  pursues 
it,  a  certain  strength  of  conviction  which,  if  he  has  the  necessary 
elements  of  character  and  courage,  insures  a  pretty  good  and  a  pretty 
straight  performance. 

Senator  Bdxkley.  I  find  myself  very  much  in  agreement  with  that, 
but  I  do  not  quite  see  to  what  extent  it  is  promoted  by  the  fact  that 
the  stock  in  the  Federal  Reserve  banks  is  owned  by  the  banks  instead 
of  by  the  Government. 

Mr.  Miller.  What  advantage  do  you  get?  I  will  put  it  this  way. 
Tou  use  the  expression  "own  the  stock."  Who  owns  the  ment  I 
do  not  want  to  serve  on  a  Federal  Reserve  Board  in  which  there  is 
the  slightest  ground  for  feeling  that  the  men  axe  owned  by  anybody. 

Senator  Bolkley.  That  is  exactly  the  objective  I  think  we  all 
ought  to  try  for,  but  I  am  still  puzzled  as  to  why  you  think  that 
objective  is  interfered  with  by  the  Government  owning  the  stock. 

Mr.  Miller.  It  becomes  a  department  of  the  Government.  It  is  an 
executive  department. 

Senator  Bulklet.  What  is  that! 

Mr.  Miller.  It  will  be  an  executive  department  of  the  Govern- 
ment.   It  will  be  subject  to  influence. 

Senator  Bulklet.  The  ownership  of  the  stock  would  make  you 
more  subject  to  influence! 

Mr.  Miller.  Even  though  the  Government  undertakes  to  exer- 
cise no  influence,  the  men  who  administer  it  will  feel  that  they  are 
direct  agents  of  the  Government  and  that  they  are  primarily  re- 
sponsible not  to  the  people  of  the  country  for  a  good  performance, 
but  to  the  administration  of  the  day,  for  a  satisfactory  performance 
to  it.    There  is  no  method  by  which  you  can  escape  that. 
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Senator  Glass.  The  ownership  of  the  stock,  it  seems  to  me,  is  out 
of  primary  importance. 
Mr.  Miller.  I  do  not  think  it  is  important. 
Senator  Glass.  The  ownership  of  the  reserves  of  the  country  ul 
the  ownership  of  the  deposits  in  the  banks,  which  primarily  afford  at 
profits  that  enable  the  banks  to  make  reserves  and  deposit  reserves,  a 
important. 

Mr.  Miller.  Senator,  even  that  does  not  strike  me  as  the  atl-impar- 
tant  thing.  The  important  thing,  it  seems  to  me,  is :  Who  are  tht 
men  and  by  what  process  can  they  be  selected  so  that  they  will  guana- 
tee  as  good  a  performance  as  we  can  provide  in  America  in  tta 
administration  of  the  Federal  Reserve  System?  If  the  Government 
owns  the  stock  and  elects  the  directors,  and  I  could  be  shown  that  tail 
would  give  a  better  result,  I  would  have  no  objection  to  Government 
ownership.  I  am  convinced  it  would  give  an  atrociously  worse  remit. 
Senator  Bulklbt.  Why ! 

Mr.  Miller.  Whom  is  the  Government  going  to  elect  as  its  di- 
rectors? 

Senator  Bulkley.  Does  not  the  Government  select  the  members  of 
the  Board  now  ? 

Mr.  Miller.  I  suggest,  Senator,  that  you  just  go  back  in  your  own 
mind,  in  your  own  State,  10  or  15  years,  and  vision  what  men  might 
have  been  appointed  as  directors  of  the  Federal  Reserve  Bank  of 
Cleveland.  Go  back  to  1921, 1922,  and  1»23. 
Senator  Bttlklet.  That  is  pretty  difficult. 
Mr.  Miller.  We  have  had  some  pretty  poor  material  on  the  rolls 
of  the  Government  and  we  have  had  some  appointments  on  the  Fed- 
eral Reserve  Board  not  of  the  most  desirable  character.  It  hi* 
been  some  effort,  even  as  the  set-up  is  now,  to  keep  the  Presidential 
hand  from  time  to  time  from  thrusting  itself  into  the  Federal  Reserw 
Board  to  reward  political  adherents. 

Senator  Glass.  Under  the  proposal  of  this  bill  you  convert  the 
Federal  Reserve  System  into  a  spoils  system — nothing  else  on  earth. 
Mr.  Miller.  I  would  hope  not. 

Senator  Glass.  You  are  much  more  hopeful  than  I  am. 
Mr.  Miller.  I  am  not  so  cynical  as  to  expect  it;  but  I  would  like  to 
see  the  bill,  before  it  is  enacted,  with  those  possibilities  entirely  closed 
Senator  Glass.  Yes ;  but  under  this  bill,  from  the  janitor  to  tbt 
governor  of  the  Federal  Reserve  bank — oh.  well. 

Mr.  Milled.  You  mean  the  appointment  could  be  influenced  from 
the  Federal  Reserve  Board  here  in  Washington! 
Senator  Glass.  Of  course,  it  could. 

Mr.  Miller.  Does  it  not  all  come  down  to  this,  that  men,  after  til. 
are  the  stuff  of  which  Government,  and  particularly  administrate 
organizations,  are  made?  It  does  not  matter  how  perfect  a  law  too 
have;  if  you  have  men  who  are  either  intellectually  or  morally  "in- 
capable of  fulfilling  those  functions,  you  will  not  get  the  result 

Senator  Glass.  But  you  need  not,  by  statute,  invite  them  to  do 
that. 

Mr.  Miller.  No  ;  I  quite  agree  with  you ;  and  I  am  in  full  sym- 
pathy with  any  attempt  to  protect  the  system  against  that  type  of 
danger,  unless  it  can  be  clearly  shown  that  the  advantages  clearly 
outweigh  the  risks  of  danger. 
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Senator  Glass.  Doctor,  we  have  a  Pennsylvania  banker  here  who 
is  obliged  to  return  home  tonight.  Would  it  inconvenience  you  to 
come  back  on  Monday  morning? 

Mr.  Miller.  No.  I  am  at  the  service  of  the  committee.  There  is 
nothing  more  important  that  I  have  to  do  than  to  do  anything  which 
you  feel  that  I  can  helpfully  do  here. 

Senator  Glass.  If  that  is  agreeable  to  you,  then,  we  will  hear  Mr, 
Zimmerman  at  this  time. 

STATEMENT   OF   CHARLES   F.   ZIMMERMAN,    PRESIDENT    FIRST 
NATIONAL  BANE,  HUNTINGDON,  FA. 

Senator  Glass.  Give  your  name,  please,  and  your  position  to  the 
official  reporter. 

Mr.  Zimmerman.  My  name  is  Charles  F.  Zimmerman.  I  am  presi- 
dent of  the  First  National  Bank,  Huntingdon,  Pa. 

Senator  Couzenb.  Are  you  appearing  in  your  own  behalf! 

Mr.  Zimmerman.  Yes. 

Senator  Glass.  I  understood  you  to  voice  the  action  of  group  6 
of  the  Pennsylvania  Bankers  Association. 

Mr.  Zimmerman.  Well,  I  indirectly  do  that,  Senator,  but  I  am 
here  not  as  an  official  representative  of  group  6. 

Senator  Glass.  Simply  as  a  country  banker? 

Mr.  Zimmerman.  I  should  like  to  be  classed  a  mere  country 
banker;  yes. 

Senator  Glass.  Very  well,  sir.  We  will  be  glad  to  hear  you.  You 
may  make  any  statement  with  respect  to  the  pending  bills  that  you 
care  to  make. 

Mr.  Zimmerman.  First  of  all,  I  feel  that  I  owe  an  expression  of 
gratitude  to  you  men  for  making  this  concession.  I  hesitated  very 
much  to  request  the  appearance,  but  you  have  been  very  kind. 

My  comment  is  not  intended  especially  to  deal  with  presenting  any 
consideration  of  the  administrative  features  of  what  is  proposed 
in  the  Banking  Act  of  1935,  because  I  have  read  the  statements 
made  by  Mr.  ATdrich  of  New  York,  and  they  seem  to  me  to  be  sound 
and  dependable  so  far  as  working  within  the  Federal  Reserve  Sys- 
tem is  concerned. 

With  regard  to  title  I  of  the  bill,  which  has  to  do  with  the  Federal 
insurance  of  deposits,  I  should  like  to  present  an  impression  that  I 
gained  in  my  contacts  with  bankers  generally,  to  the  effect  that 
the  provision  now  contained  in  the  Senate  bill  of  a  discretionary 
assessment  of  one-twelfth  of  1  percent  would  he  acceptable  to  the 
rank  and  file  of  the  smaller  banks.  I  happen  to  he  able  to  get  around 
quite  a  bit  in  my  contacts,  since  I  am  also  secretary  of  the  Penn- 
sylvania Bankers  Association,  and  I  find  that  there  is  a  good  deal 
of  disquiet  over  the  idea  that  the  rate  might  possibly  be  fixed  at 
one-eighth  of  1  percent. 

With  that  in  mind  we  have  in  Pennsylvania  collected  data  directly 
from  G7  banks,  which  I  would  like  to  leave  with  the  committee, 
showing  the  percentage  of  earnings  during  recent  years  that  an 
assessment  of  one-eighth  of  1  percent  would  mean  to  the  hanks  in 
the  various  classes  to  which  I  have  referred.  The  name  of  each 
bank  can  be  readily  obtained,  but  we  have  classified  them  with  just 
a  number  under  various  classifications. 
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For  instance,  banks  with  resources  under  $1,000,000  show  loss 
for  each  of  the  years  that  are  presented  here,  6  years,  from  193 
to  1934,  inclusive. 

Banks  with  resources  of  $1,000,000  to  $2,000,000  show  loss  in  at  least 
half  the  years,  and  the  variation  in  the  percentage  of  an  assessment 
of  one-eighth  of  1  percent  runs  from  2.6  percent  of  the  net  earniap 
of  the  bank  to  100  percent  of  the  net  earnings.  That  has  to  do  with 
eight  banks. 

In  the  third  classification  we  have  records  of  26  banks  with  resources 
of  over  $2,000,000  and  less  than  $5,000,000,  and  there  the  variation 
runs  from  a  percentage  of  1.5  to  329  percent. 

Then,  in  the  fourth  class,  banks  with  resources  over  $5,000,000, 
taking  into  account  13  banks,  it  is  shown  that  the  variation  runs  from 
6.3  percent  to  100  percent  of  their  net  earnings  during  this  period. 

Senator  Couzens.  This  is  based  on  one-eighth  of  1  percent? 

Mr.  Zimmerman.  Yes.  In  country  banks  we  have  a  record  of  fow 
banks  with  resources  under  $"2,000,000,  which  show  a  variation  from 
2.26  percent  to  52.15  percent. 

We  have  12  banks  with  resources  of  over  $2,000,000  and  less  man 
$5,000,000,  showing  a  variation  from  2.33  percent  to  50  percent. 

Wi  have  three  banks  with  resources  over  $5,000,000,  showing  a  vari- 
ation from  6.07  percent  to  86.8  percent. 

If  the  names  of  the  banks  should  be  desired,  we  could  very  readily 
supply  them  to  the  committee.  I  would  like  to  have  the  data  inserted 
in  the  record. 

Senator  (jxasb.  That  may  be  done. 

(The  statement  referred  to  and  submitted  by  the  witness  is  hen 
printed  in  full,  as  follows:) 


1.  Hunks  with  resources  untie?  {1,000,000   (do.  4  shows  loss  every  year 

except  1029) 1 

2.  Banks  with  resources  from  1  to  2  million  (no.  C,  26,  29,  32  show  loss** 

in  at  least  half  (he  years  and  variation  of  percent  In  all   runs  from 
2.6  to  :00  percent) 9 

3.  Bttnks  wttn  resources  over  2  million  bat  It1**  than  B  (nos.  3,  5,  10,  13. 

7,  L,  25,  27,  30,  31.  33,  38,  show  loss  from  1  to  3  years  and  variation 

In  percentage  runs  from  1.5  to  320  percent) 2! 

4  Bunks  with  resources  over  5  million   (all  but  no.  1  show  losses  from  1 
to  4  years  and  variations  in  percentage  runs  from  6.3  to  100  percent)—    B 

Total . # 

Country  hank* only : 

1.  JJanka  with'  resource*  under  2  million  ( no.  C  shows  loss  3  years  varia- 

tion In  iiercentace  from  2.26  to  52.15  percent) 4 

2.  Hanks  with  resources  over  2  million  but  less  than  5  {no*.  7  nml  L 

shuw  lm--n  3  years  and  1  year  and  variation  in  percentage  from 
233  to- n» percent) U 

3.  Banks  with  resources  over  5  million  (nos.  22  and  M  show  loss  1  yeif 

urn]  2  .veiirs  nod  variation  In  percentage  from  6.7  to  86.8  percent).     * 

Total. -  1» 
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Mr.  Zimmerman.  I  feel  that  that  might  be  helpful  to  the  com- 
mittee in  attempting  to  arrive  at  the  right  percentage  from  the  stand- 
point of  operating  banks. 

We,  of  course,  realize  that  the  permanent  insurance  of  deposits  is 
a  most  desirable  result  to  accomplish.  I  find  that  bankers  every- 
where are  desirous  of  doing  what  they  reasonably  can  to  help  make 
the  permanent  insurance  of  deposits  stand  up.  At  the  same  time, 
there  is  quite  a  good  deal  of  concern  as  to  how  much  money  those 
banks  would  have  involved  in  the  way  of  an  insurance  payment  from 
year  to  year.  I  have  the  idea  that  one-twelfth  of  1  percent  which, 
as  I  understand,  has  been  developed  on  the  basis  of  reasonable  actu- 
arial figures  by  the  F.  D.  I.  C.  itself,  would  meet  the  situation  very 
well,  and  I  believe  that  it  would  have  the  support  of  banks,  both 
State  and  national  everywhere. 

With  regard  to  the  relationship  of  the  Federal  Deposit  Insurance 
Corporation  to  the  other  coordinated  agencies  of  the  Federal  Gov- 
ernment, it  seems  to  me  that  there  is  a  situation  that  requires  specitl 
study  and  further  investigation  before  the  exact  status  of  toe 
F.  I>.  I.  C.  in  respect  to  banks  in  receivership  can  reasonably  well 
be  determined. 

As  I  wit  here  today  listening  to  l>r.  Miller's  presentation  I  have 
been  impressed  very  deeply  with  this  thought,  that  in  the  changes 
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ttiat  are  contemplated  now  in  the  set-up  of  the  Federal  Reserve  Sys- 
tem, as  set  forth  in  title  II,  we  have  so  many  issues  running  out  of 
the  Federal  Government  where  there  lire  loose  ends  that  need  tying 
together  before  the  procedure  can  really  be  effective  from  the  stand- 
point of  assurance  that  country  banks  would  have  in  adjusting  the 
business  of  their  particular  institutions  to  an  entirely  new  set-up  in 
the  Federal  Reserve  System,  that  without  question  I  feel  that  it  would 
be  wise  and  prudent  for  this  whole  question  of  title  II  to  be  resolved 
into  a  study  coin  mission,  which  would  be  directed,  for  instance,  by 
the  Senate  Banking  and  Currency  Committee. 

I  would  like  to  speak  just  for  a  moment  of  some  of  the  considera- 
tions which  I  realize  are  moving  in  the  mind  of  country  bankers  in 
their  attempt  to  adjust  themselves  to  all  of  the  new  conditions.  I 
have  just  finished  reading  in  detail  a  statement  of  Governor  Eccles, 
and  I  find  many  things  in  it  that  stimulate  my  own  thinking  as  indi- 
cated by  marginal  notes;  but  the  conclusion  that  my  mind  inevitably 
reached  as  I  have  gone  through  these  details  and  realized  the  tremen- 
dous readjustments  that  would  have  to  be  made  all  along  the  line  in 
respect  to  the  business;  of  small  banks  was  that  time  ought  to  be  taken 
for  a  comprehensive  survey  of  the  ability  with  which  the  smaller 
bank  may  be  able  to  readjust  itself  to  these  proposals  in  title  II.  For 
instance,  some  of  the  thoughts  that  have  come  up  in  that  connection 
have  to  do  with  reserves.  It  is  a  very  grave  question  in  the  mind  of 
the  small  banker  as  to  his  ability  to  accommodate  his  business  to  a 
constantly  shifted  requirement  for  reserves  for  his  own  institution. 

Another  subject  that  it  seems  to  me  requires  very  careful  consid- 
eration is  the  rate  that  might  be  authorized  under  title  II  as  applied 
to  mortgage  loans  of  various  classes;  for  instance,  in  contrasting 
centrally  located  city  real  estate  with  agricultural  properties  in  the 
West. 

Senator  Glass.  You  would  prefer  a  statutory  reserve  to  varying 
and  changing  reserves  by  a  Federal  board  ? 

Mr.  Zimmerman.  Senator,  I  feel  that  the  statement  of  Mr.  Al- 
drich  on  that  subject  is  just  about  the  last  word  from  the  standpoint 
of  the  dependability  of  the  regulation. 

Another  feature  that  appeals  to  me  as  being  exceedingly  grave  in 
this  whole  situation,  particularly  with  regard  to  the  country  bank,  is 
the  question  of  a  proper  coordination  of  supervisory  policies.  We 
have  seen  the  evidence  of  that  coming  out  of  Washington  because  of 
the  new  instrumentalities  that  have  been  set  up  in  the  banking  field 
with  regard  to  one  or  another  type  of  control  over  the  banking  busi- 
ness. I  need  not  cite  those.  They  are  just  as  familiar  to  you  as  to 
me.  But  when  the  smaller  bunk  and  the  smaller  sized  banker,  so 
to  speak,  finds  that  his  institution  is  to  be  put  upon  the  business  end 
of  differences  in  viewpoints  as  to  supervisory  authority,  it  is  rather 
disquieting  to  him;  and  I  feel  that  that  is  one  of  the  situations  that 
require  the  utmost  of  study  and  of  common  understanding  before 
the  new  provisions  jf  title  II  shall  be  put  into  effect. 

And  then,  of  course,  dovetailing  with  the  question  of  fixing  the 
rights  of  these  various  governmental  agencies  where  banks  are  in 
receivership,  and  particularly  as  that  relates  itself  to  the  work  and 
the  field  of  the  country  bank. 

I  do  not  wish  to  take  unduly  of  your  time,  but  I  just  happened  to 
mahe  a  little  memorandum,  and  it  occurred  to  me  as  being  in  my 
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papers  when  Dr.  Miller  was  speaking  about  his  viewpoint  as  to  lb 
ability  of  promoting  business  prosperity,  let  us  say,  by  what  apptr 
ently  is  contemplated  in  title  II  through  a  shifting  of  reserves  orthe 
handling  of  what  is  meant  to  benefit  monetary  assets  in  the  banks. 

It  has  already  been  demonstrated  conclusively  that  inflation  of 
credit  and  expansion  of  credit  have  very  little,  if  any,  effect  on  boa- 
ness  recovery.  In  order  for  business  to  recover  an  entirely  differ* 
set  of  forces  is  necessary.  These  forces  grow  out  of  the  confident* 
of  each  individual  business  man,  and  such  confidence  is  much  not 
likely  to  be  drawn  in  even  to  the  point  of  entire  disappearance  be- 
cause of  artificial  control  of  the  processes  of  business  and  credit  it 
Washington  than  because  of  all  other  economic  and  social  fores 
combined.  I  believe,  of  course,  that  the  growth  of  speculation  U 
business  can  be  shifted,  even  stopped,  by  fixing  the  rates  for  credit 

It  is  somewhat  the  same  procedure  as  applying  the  brakes  on  u 
automobile.  Brakes;  however  applied,  will  not  start  the  car.  nor 
will  they  keep  it  in  motion.  This  requires  a  different  force  entirely, 
and  this  force  is  not  so  much  a  question. of  confidence  on  the  part  of 
big  business  as  it  is  the  confidence  on  the  part  of  the  rank  and  file 
of  smaller  business  men  in  every  city,  town,  and  hamlet  from 
end  of  the  country  to  the  other.  Interference  of  Government  wide 
private  businesses  kills  the  goose  that  laid  the  golden  eggs.  Whet 
confidence  is  abroad,  credit  and  currency  are  sure  to  be  put  to  work- 
in  other  words,  employment.  When  it  is  not  abroad,  there  is  nothing 
that  can  be  found  that  will  open  up  a  prosperity  period. 

That  may  seem  a  gratuity,  and  yet  it  grows  out  of  my  observation 
in  a  rather  limited  field  as  to  just  what  are  some  of  the  essential 
elements  with  respect  to  this  business  recovery  which  we  so  greatly 
desire  in  every  section  of  the  United  States. 

I  think  that  is  all  I  care  to  say  with  reference  to  title  II. 

With  respect  to  title  III,  I  need  not  remind  this  committee  that 
there  is  a  very  great  anxiety  on  the  part  of  country  bankers  every- 
where in  respect  to  the  effective  date,  namely,  June  16,  of  the  prohi- 
bition against  loans  to  executive  officers  of  banks  in  the  portfolio 
of  the  banks  with  which  they  are  associated.  I  have  been  receiving 
quite  a  good  many  letters  indicating  the  gravity  of  that  situation. 
I  am  told  that  the  Comptroller's  office  is  thoroughly  aware  of  tot 
need  for  that  provision  being  made  noneffective  at  least  at  this  time, 
and  I  hope  that  the  postponement  at  least  until  1938  may  be  made 
effective. 

In  that  connection  I  should  like  to  say  that  while  undoubtedly  in 
some  of  the  banks  there  probably  have  been  abuses  in  connection 
with  an  executive  officer  making  use  of  the  funds  of  the  bank,  I  am 
also  convinced  that  in  the  vast  majority  of  what  we  call  the  "ordi- 
nary banks",  the  loans  to  executive  officers  have  been  made  by  and 
with  the  approval,  the  full  approval,  of  the  board  of  directors at 
the  time  such  loans  were  placed  on  the  books  of  the  bunk;  and 
therefore  I  feel  that  it  is  entirely  fair  not  to  draw  too  quick  or  ti« 
strong  a  line  of  discrimination  as  against  honest- hear  ted  and  honert- 
purposed  men  in  respect  to  the  assuming  of  personal  obligations 
within  the  hank.  I  sincerely  hope  that  title  III  may  be  agreed  upon 
and  put  through  in  time  to  save  so  many  bankers  who  are  tine, 
upstanding  men  from  being  classified  as  criminals,  because  they  haft 
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been  expecting  this  postponement  to  come  through  in  time  to  relieve 
them  of  that  liability. 

That  is  all  I  have  to  say,  Senator;  and  I  again  wish  to  thank  you. 

Senator  Glass.  Yours  is  a  national  bank,  is  it! 

Mr.  Zimmerman.  Yes,  sir. 

Senator  Glass.  What  particular  advantage  is  there  in  a  national- 
bank  charter  with  the  rate  of  circulation  eliminated? 

Mr.  Zimmerman.  As  a  matter  of  fact,  we  have  regarded  that  as 
a  purely  negligible  privilege.  Recently  we  have  anticipated  that  it 
might  be  ended  at  any  time,  so  that  the  fact  has  not  Drought  any 
reaction,  so  far  as  I  know,  at  all.  on  the  part  of  the  country  banker. 

Senator  Glass.  What  particular  advantage  has  your  bank  over  a 
competing  State  bank  because  of  your  national  charter? 

Mr.  Zimmerman.  From  the  standpoint  of  earnings,  perhaps  none ; 
and  I  am  rather  disposed  to  feel  that  for  the  sake  of  uniform  prac- 
tices in  banking  we  do  not  deserve  any. 

Senator  Glass.  What  I  have  in  mind  is  this.  If,  as  is  proposed, 
thousands  of  nonmember  State  banks  are  to  be  permitted  to  enjoy 
the  privilege  of  the  insurance  of  deposit  provisions  of  the  law,  with- 
out subjecting  themselves  to  the  restrictions  and  supervision  of  the 
Federal  Reserve  authorities  and  the  Comptroller  of  the  Currency, 
what  particular  inducement  is  there  to  a  national  bank  to  remain  in 
the  system  and  subject  itself  to  such  supervision  and,  as  under  this 
bill,  subservience  to  a  Washington  board? 

Mr.  Zimmerman.  I  think  that  all  bank  directors  feel  that  for  their 
particular  institution  there  is  a  very  splendid  anchor  to  windward  in 
the  F.  D.  I.  0.  I  believe  that  experience  will  guide  the  State-char- 
tered institution  within  a  reasonable  time  to  accept  membership  in 
the  Federal  Reserve  System  when  they  can  feel  that  these  various 
Mipervisorv  agencies  have  been  coordinated  and  their  activities  regu- 
lated by  law  so  that  they  do  not  have  to  come  on  the  business  end 
of  difficulty  from  which  they  would  naturally  recoil. 

There  are.  for  instance,  duplicate  examinations.  I  cannot  see  how 
■  State -chartered  bank  would  voluntarily  wish  to  subject  itself  to 
duplicate  examinations,  and  I  think  there  is  no  practical  reason  why 
methods  might  not  be  devised  whereby  a  uniform  single  examina- 
tion could  be  set  up  for  direct  St  ate -chartered  institutions. 

Senator  Glass.  That  has  been  proposed,  but  that  is  one  of  the 
many  activities  of  the  controlling  authority,  the  question  of  exam- 
inations. I  just  do  not  understand  why  a  national  bank  in  the  cir- 
cumstances should  care  to  remain  a  national  bank  if  it  may  operate 
under  a  State  charter  and  avail  itself  of  all  of  the  privileges  and 
facilities  that  are  afforded  a  State  bank  greater  than  those  of  a  na- 
tional bank  in  many  respects.  Why  should  a  bank  want  to  remain 
a  national  hank? 

Mr.  Zimmerman.  Senator.  I  think  that  all  bankers  realize  that 
there  is  a  tendency  which  is  likely  to  be  a  growing  tendency  toward 
uniformity,  at  least,  in  banking  practices  in  this  country.  I  think 
that  every  national  bank  officer  and  every  national  bank  director 
today  would  hestitate,  except  under  convictions  of  extreme  danger, 
to  leave  the  national  banking  system — I  mean,  danger  in  respect  to 
the  undermining  of  its  earning  power  through  an  inordinate  levy 
for  F.  I).  I.  C.  or  the  requirement  of  setting  up  excessive  reserves  as 
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now  would  lw  possible  under  title  II  as  proposed.  I  believe  then 
has  never  been  a  time  in  my  career  when  there  was  as  much  geneni 
allegiance  felt  toward  the  national  banking  system  as  there  is  M 
this  time. 

Senator  Glass.  And  I  do  not  want  to  see  that  impaired. 

Mr.  Zimmerman.  I  think  you  will  not  have  to  impair  it  if  thw 
questions  that  are  now  pressing  for  attention  are  not  resolved  too 
much  to  the  disadvantage  of  the  national  banks. 

I  might  say  to  you  that  I  received  a  letter  just  the  other  diy 
from  a  banker  whose  bank  is  quite  liquid,  a  national  bank,  and  be 
said : 

I  do  not  tiki1  to  sue  tile  idea  of  our  institution  misused  either  on  the  basis  rf 
Federal  Deposit  Insurance  Corporation  assessment — 

And  he  meant  up  to  one-eighth  of  1  percent — 


And  he  expressed  himself  in  a  way  that  I  felt  he  meant  just  that 

Sentiment,  so  far  as  I  can  understand  it — and  I  think  I  have  a  fair 
right  to  speak  of  that — will  thoroughly  sustain  an  assessment  which 
does  not  need  to  be  arbitrary,  but  according  to  the  needs  of  the 
system,  up  to  one-twelfth  of  1  percent  of  deposits. 

I  say,  however,  that  there  is  a  problem  that  needs  a  good  deal  of 
study  in  this  respect.  Where  you  have  a  bank  in  which  a  larp 
proportion  of  the  deposits  run  excessively  beyond  $5,000  so  that 
the  insured  coverage  is  only  a  small  percentage  of  such  deposits,  von 
have  to  consider  this  practical  question  in  the  mind  of  the  banker  is 
to  whether  or  not  he  can  justify  an  inordinate  amount  of  payment 
every  year  to  the  Federal  Deposit  Insurance  Corporation,  if  at  the 
same  time  he  does  not  feel  that  the  deposit  insurance  is  either  neces- 
sary or  dependent  to  any  great  extent  either  upou  his  stockholder; 
or  his  depositors.  There  is  a  very  sympathetic  desire  to  establish 
a  permanent  insurance  of  deposits,  but  I  think  the  Federal  Re.-erve 
System  and  the  national  banking  system  can  carry  that  through  very 
successfully  if  they  will  be  modest  in  respect  to  the  amounts  thai 
are  exacted  in  order  to  keep  the  banks  in  operation. 

Senator  Glass.  I  think  our  committee — of  course,  I  do  not  know- 
is  rather  disposed  to  deal  with  that  question  in  a  liberal  way.  But 
what  I  have  in  mind  is  to  refrain  from  doing  anything  thai  might 
cause  many  national  banks  to  leave  the  Federal  Reserve  System. 

Mr.  Zimmerman.  May  I  add  this  thought  lo  what  I  have  already 
said,  that  there  is  no  sentiment  abroad  that  I  can  detect  calling  for 
any  immediate  need  of  these  rather  radical  changes  in  the  present 
set-up  of  the  Federal  Reserve  System.  I  have  been  quite  -hm-teil 
to  think  that  such  proposals,  at  a  time  like  this,  should  be  advanced, 
with  the  pressure  that  apparently  is  behind  lliem.  It  seems  to  nw 
that  we.  have  a  hanking  temper  in  the  country  today  that  would  verv 
much  prefer  to  see  the  Federal  Reserve  System  carrying  on  for  the 
time  being,  at  least,  just  about  on  the  same  basis  as  it  has  own 
heretofore. 

Senator  Glass.  What  do  you  think  is  the  pressure  Iteliiml  it? 

Mr.  Zimmerman,  Senator,  I  have  a  very  deeply  founded  convic- 
tion that  we  are  suffering  in  Washington  from,  to  put  it  plainly.! 
greed  for  power.     I  do  not  like  to  cast  aspersions  against  any  inai- 
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vidual  or  upon  any  group  of  individuals,  but  I  have  deplored  more 
than  I  can  say  the  thought  that  our  processes  of  government  should, 
so  to  speak,  Be  reaching  out  in  autocratic  ways,  which  seem  to  me 
to  be  characteristic  somewhat  of  what  is  provided  in  title  II  of  this 

bill. 

Senator  Glass.  This  bill  has  been  spoken  of  as  an  administration 
bill.  I  call  attention  to  the  fact  that  in  the  letter  of  the  President 
forwarding  this  bill  to  the  respective  Banking  and  Currency  Commit- 
tees, he  spoke  of  it  simply  as  the  tentative  draft  of  a  bill,  and  merely 
asked  that  those  who  were  responsible  for  it  might  be  heard.  So  far, 
with  the  exception  of  Governor  Eccles,  there  has  been  no  witness 
before  the  Banking  and  Currency  Committee  of  either  House  of 
Congress  to  advocate  this  bill  in  an  unqualified  way.  So  I  wondered 
what  you  imagined  the  pressure  was. 

Mr.  Zimmerman.  Well,  I,  of  course,  happen  to  be  a  Republican, 
and  I  think  perhaps  it  would  be  more  becoming  in  me  not  to  say 
anything  more  about  my  impressions  in  that  respect. 

Senator  Glass.  I  will  not  press  you  any  further. 

Mr.  Zimmerman.  I  do  not  feel  that  I  am  or  ever  shall  be  narrowly 
partisan. 

Senator  Glass.  I  do  not  think  politics  ought  to  have  a  thing  in  the 
world  to  do  with  it. 

Mr.  Zimmerman.  I  wish  to  thank  you  very  much  for  your  kind 
consideration. 

Senator  Glass.  We  are  obliged  to  you. 

The  subcommittee  will  adjourn  until  next  Monday  morning  at 
10 :  30. 

(Whereupon,  at  4:50  p.  m.,  the  subcommittee  adjourned  until 
Monday,  May  27, 1935,  at  10 :  30  a.  m.) 
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monday,  may  27,  1935 

United  States  Senate, 
Subcommittee  of  the  Committee  on 

Banking  and  Currency, 

Washington,  D.  G. 
The  subcommittee   met,   pursuant  to  adjournment,  on   Friday, 
May  24,  1935,  in  room  301,  Senate  Office  Building,  Senator  Carter 
Glass  presiding. 

Present:  Senators  Glass  (chairman  of  the  subcommittee),  Bulkley, 
McAdoo,  Byrnes,  Bankhead,  Townsend,  and  Couzens. 
Present  also:  Senator  Norbeck,  of  South  Dakota- 
Senator  Glass.  Doctor  Miller,  you  may  resume  your  statement. 

STATEMENT  OF  ADOLFH  C.  MILLER,  MEMBER  07  THE  FEDERAL 
RESERVE  BOARS,  WASHLHGTOH",   D.   C— Resumed 

Mr.  Miller.  Mr.  Chairman,  I  want  to  say  a  word  or  two  very 
briefly  regarding  what  I  think  may  have  been  a  misapprehension 
with  respect  to  a  reply  that  I  made  to  Senator  McAdoo  Friday 
morning  when  he  asked  me  with  respect  to  our  currency,  whether  it 
was  printing-press  money,  and  I  replied,  "  Yes."  He  asked  the  ques- 
tion in  a  technical,  matter-of-fact  way,  and  I  answered  it  in  a  tech- 
nical, matter-of-fact  way,  implying  by  the  statement  only  this,  that 
it  was  not  technically  a  convertible  currency.  But  no  implication 
was  intended  by  me  as  to  the  character  or  quality  or  goodness  of 
either  our  currency  or  of  any  so-called  "  printing-press  currency." 
Of  course,  our  own  currency  has  stood  up  beyond  possibility  of 
criticism  since  the  period  of  the  suspension  of  gold  redemption.  The 
same  is  true  of  the  British  currency.  The  same  is  true  of  the 
Swedish  currency. 

Tliere  is  nothing  inherently  vicious  in  the  fact  that  currency  is 
not  redeemable.  The  prejudice  against  so-called  "  irredeemable " 
currency  gets  its  foundation  from  the  fact  that  usually,  in  time, 
and  given  time,  it  goes  wrong  and  then  becomes  an  unsound  and 
injurious  element  in  the  circulation  of  the  country. 

Senator  Bulkley.  Doctor,  will  you  make  clear  for  the  record 
under  just  what  circumstances  a  person  might  get  gold  now  for 
currency? 

Mr.  Miller.  In  this  country? 

Senator  Bulkley.  Yes. 

Mr.  Miller.  I  know  of  none. 

Senator  Bulkley.  In  the  settlement  of  export  balances,  is  there 
no  way  of  getting  gold  ? 
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Mr.  Miller.  There  is  no  method  by  which  an  individual  America 
can  get  gold,  unless  it  be  by  acquiring  a  balance  on  export,  or  throng 
the  purchase  of  exchange  upon  some  country  such  as  France,  we  will 
say,  where  there  is  still  convertibility  of  credits  in  gold. 

Senator  Bdlklet.  That  would  involve  buying  French  currencr. 
Can  you  not  get  gold  at  all  for  our  currency! 

Mr.  Miller.  I  know  of  no  method.  I  have  not  tried  it,  but  I  knot 
of  none.    I  have  not  heard  of  any.    There  is  no  redemption. 

Senator  Bdlklet.  There  is  no  free  redemption,  but  you  s»j 
there  is  absolutely  no  redemption  of  any  kind. 

Mr.  Miller.  No  redemption  whatever.  If  I  am  in  error  about  tint, 
I  would  like  to  be  set  right. 

•  Senator  Bulklet.  I  am  not  sure  enough  to  press  it.  I  was  under 
ihe  impression  that  there  were  some  circumstances  under  which  job 
could  get  gold. 

Mr.  Miller.  There  can  be  no  discriminating  redemption,  Senator. 
If  there  is  redemption  for  one  dollar  there  is  redemption  for  another 
dollar. 

Senator  Bulklet.  There  is  discriminating  redemption  in  France, 
based  on  the  amount  that  is  redeemed,  is  there  not  ? 

Mr.  Miller.  Yes.  You  have,  in  certain  countries,  what  is  » 
times  called  "  bullion  redemption."  You  had  it  in  England  befon 
she  suspended  the  gold  standard ;  that  is,  you  could  get  redemptw 
only  upon  amounts  of  a  certain  size  but  no  redemption  on  amouno 
under  that.  I  think  under  the  British  gold  standard  of  1925  the 
redemption  was  absolutely  in  bullion,  and  only  in  bullion,  but  Dot 
in  sovereigns. 

Senator  Bulklet.  Up  to  a  few  days  ago  you  could  get  any  amount 
of  gold  against  francs  by  having  enough  to  get  a  bar,  could  you  not! 

Mr.  Miller.  Yes,  sir. 

Senator  Bulkley.  1  believe  they  have  put  some  new  restrictions 
on  it  very  recently. 

Mr.  Miller.  I  think  that  is  true.  However,  I  am  not  fully  in- 
formed as  to  what  the  immediate  status  is.  Gold  is  procurable  here 
on  permission  for  export.    That  you  know. 

Senator  ISclklet.  But  that  has  nothing  to  do  with  currency. 

Mr.  Miller.  It  has  a  great  deal  to  do  in  its  effects  upon  the  main- 
tenance of  the  dollar  in  international  exchange,  but  it  has  nothing 
to  do  with  redemption  per  se. 

Senator  Bulklet.  Let  me  ask  just  one  further  question.  When 
does  the  significance  come  in  of  our  being  attached  to  the  gold 
standard  at  all?  In  other  words,  what  is  the  practical  significance 
of  the  fixing  of  the  new  gold  content  of  the  dollar,  and  in  what 
way  are  things  any  different  since  that  was  done  than  they  were 
when  we  were  off  the  gold  standard  and  before  the  Gold  Kesern 
Act  was  passed  a  year  ago? 

Mr.  Miller.  I  think  none,  actually,  but  that  is  a  matter  of  dif- 
ference of  opinion. 

Senator  Bulklet.  You  think  there  is  no  difference? 

Mr.  Miller.  I  think  there  is  none,  if  T  understand  your  question. 
I  am  thinking,  in  answering  the  question,  of  the  economic  effects 
that  followed  the  one  course  as  compared  with  the  other,  not  the 
legal  factors  or  the  legal  fictions. 
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Senator  Glass.  Do  you  have  any  expectation  or  hope  of  this 
country  getting  back  on  a  metallic  standard? 

Mr.  Miller.  Senator,  it  is  easy  to  indulge  a  hope;  and,  of  course, 
I  indulge  that  hope.  When  it  comes  to  an  expectation,  I  am  in- 
clined to  think  that  much,  if  not  all,  will  depend  upon  how  soon' 
the  world  returns  to  a  state  of  normal  mentality,  and  governments, 
in  their  relations  to  one  another,  are  actuated  by  reasonable  respect 
for  world  opinion,  and  interlocking  mutual  world  interests,  and  upon 
how  pood  an  account  of  themselves  in  the  interim  these  various 
.  monetary  provisional  systems  that  have  been  set  up  in  the  last  few 
years  give.  If,  perchance,  they  should  give  a  good  account  of  them- 
selves, I  would  be  inclined  to  think  that  we  would  have  an  inter- 
national gold  standard  restored  but  in  a  form  different  from  that 
which  prevailed  before  the  suspensions. 

Senator  Glass.  If  you  attach  no  importance  to  a  metallic  stand- 
ard in  which  paper  money  may  be  redeemed,  why  have  it! 

Mr.  Miller.  Of  course,  the  importance  that  has  been  attached  to 
it.  and  the  importance  I  attach  to  it,  is  derived  from  the  fact  that 
up  to  this  day  it  has  never  yet  been  demonstrated  tiiat  any  agency 
can  be  invented  to  which  power  to  govern  the  currency  could  be 
intrusted  without  ultimately  disastrous  consequences.  Whether 
'  that  is  inhereint.  in  the  situation  or  whether  we  have  a  new  psy- 
chology, n  new  sense  of  responsibility  anil  of  the  seriousness  and 
gravity  of  the  problem,  I  do  not  know.  I  am  inclined  to  think  that 
there  has  been  a  good  deal  of  growth  of  appreciation  of  monetary 
problems,  the  relationship  of  monetary  management  to  the  good 
functioning  of  the  economic  system;  and  it  is  possible  that  out  of 
that  may  come  a  better  regime  in  the  future  than  we  have  had  in 
the  past,  where  we  have  been  willing  to  trust  the  economic  fate  of 
the  country  to — call  it  what  you  want;  in  the  old-fashioned  terms 
"paper  money";  or  in  the  new-fangled  terms  "managed  currency." 

Senator  Glass.  Yon  will  recall  very  distinctly,  I  am  sure,  that  those 
of  us  who  undertook  to  manage  the  Federal  Reserve  bill  through 
Congress  encountered  the  very  bitter  criticism  from  Senator  Root 
and  others  that  it  was  a  fiat  currency,  notwithstanding  that. we  had 
40-percent  gold  reserve,  and  100  percent  of  liquid  commercial  paper 
of  short  duration  behind  it.  Why  all  that  ado  if  a  metallic  standard 
is  of  no  account? 

Mr.  Mii.i,kr.  The  metallic  standard,  as  I  think,  justified  itself  in 
the  past,  but  I  think  the  more  recent  economic  history  of  the  world, 
and  the  history  of  our  own  country  in  the  post-war  decade,  has 
demonstrated  that  the  metallic  standard  alone,  under  certain  con- 
ditions, is  no  guarantee  of  economic  safety.  The  old  currency  policy 
of  the  different  countries  was  to  maintain  the  external  stability  of 
their  monetary  unite.  External  monetary  stability  on  fixed 
exchanges  was  what  they  were  after. 

Our  experience,  in  (lie  anomalous  position  of  the  world  in  the 
twenties,  showed  that  a  country  could  be  in  an  impregnably  strong 
gold  position,  and  have  it-,  exchanges  beyond  any  possibility  of 
assault,  and  yet  have  a  regime  as  to  currency  and  credit  that  nursed 
factors  of  economic  instability,  so  that  out  of  that  I  think  we  have 
had  a  rather  more  exacting  conception  of  what — to  use  the  con- 
ventional phrase — sound  money  has  got  to  imply  in  the  future.     In 
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other  words,  that  it  is  not  alone  sufficient  that  you  should  hair 
convertibility,  redeemability  of  the  currency  in  gold  to  insure  gad 
credit  and  economic  conditions  so  far  as  they  are  affected  by  chugs 
in.  the  quantity  and  quality  of  a  country's  money. 

Senator  Glass.  Do  you  think  Great  Britain  went  off  the  gold 
standard  willingly? 

Mr.  Miller.  No.  She  was  swept  off  by  the  force  of  circumsUmm 
There  was  no  alternative. 

Senator  Glass.  Is  it  your  opinion  that  Great  Britain  would  raj 
earnestly  desire  to  get  back  on  the  gold  standard  when  it  has  goM 
enough  to  justify  it? 

Mr.  Miller.  I  would  expect  that  the  British  will  remain  trot  to 
type,  and  that  when  they  judge  that  conditions  are  favorable — not 
only  material  conditions,  but  the  mentality  of  the  world — they  would 
wish  to  restore  the  gold  standard  in  some  form. 

Senator  Glass.  Why  do  that,  if  it  is  of  no  consequence  ? 

Mr.  Milleh.  Because  it  gives  to  the  world  what  the  world,  I  think, 
will  not  be  able  to  dispense  with,  a  common  international  currewj, 
something  in  terms  of  which 

Senator  Glass.  Why  does  the  world  think  that,  if  it  is  of  no  con- 
sequence at  all  ?  Why  does  the  world  think  it  is  of  consequence?  la 
not  that  the  history  of  banking  and  currency  for  several  hundred 
years? 

Mr.  Miller.  Yes.  I  think  it  is  of  consequence.  Senator.  I  think 
it  is  of  very  groat  consequence,  but  I  think  it  is  also  of  consequence, 
in  the  times  into  which  the  world  is  moving 

Senator  Glass.  Do  you  think  that  [producing  a  $10  bill]  is  moneyt 

Mr.  Miller.  Yes.    If  you  do  not,  I  will  take  it. 

Senator  Glass.  Will  it  pass  anywhere  in  the  world  at  its  fi« 
value? 

Mr.  Miller.  No. 

Senator  Glass.  Why  not.  if  it  is  money? 

Mr.  Miller.  I  said  it  was  money.  I  did  not  say  it  was  interna- 
tional money. 

Senator  McAnoo.  Xo  currency  of  any  other  nation  passes  evert 
other  nation  at  par. 

Senator  Glass.  Oh.  yes.  When  we  were  on  the  gold  standard,  a 
pound  sterling  passed  America  for  its  face  value,  just  as  much  as  ic  did 
in  London. 

Mr.  Miller.  With  those  who  knew  it  I  fancy  if  you  went  into  th* 
Ritz  in  Paris,  or  the  Carlton  in  London 

Senator  Glass.  If  you  presented  a  pound  note  to  a  man  who  had 
never  seen  one  before,  he  would  not  know  what  it  was.  and  would  not 
want  it.    But  I  am  talking  about  people  who  know  what  it  is. 

Mr.  Miller.  I  am  inclined  to  think  that  if  you  went  into  a  Paris 
or  hotel  and  offered  this,  you  would  not  he  allowed  to  getaway 
it.    They  would  take  the  note,  and  you  would  get  the  goods. 

Senator  Glass.  Yes ;  but  you  would  get  them  at  a  very  much  reduced 


shop  or 
with  it. 


value.    I  know  that  by  experience  in  London.    I  offered  them,  and  I 
I»a> 
Mr.  Miller.  You  get  it  at  the  current  exchange.    You  would  not 


xperien 

had  to  pav  the  reduced  exchange, 
it  at  tin 
get  it  at  the  old  gold  parity  exchange. 
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Senator  Glass.  Why  not?  What  has  the  gold  parity  got  to  do  with 
'.,  jy  if  you  say  it  is  of  no  concern,  and  if  that  is  money,  why  does  the 
"United  States  of  America  promise  to  pay  yon  money  for  it! 

Mr.  Miller.  That  is  a  question  I  would  rather  not  discuss. 
s        Senator  Glass.  That  is  a  promise  to  pay.     That  is  not  money. 

Senator  MoAdoo.  The  chairman  has  an  archaic  note  at  the  moment. 
..  If  you  get  some  of  the  new  ones,  they  do  not  have  that  on  them. 

Senator  Glass.  No  ;  I  have  not  got  any  archaic  note,  either.    I  have 
a  note  signed  by  u  the  greatest  Secretary  of  the  Treasury  since  Alex- 
"  ander  Hamilton."    That  is  not  archaic. 
Senator  McAdoo.  Where  is  it? 

Senator  Glass.  I  do  not  mean  any  reflection  on  you. 
Senator  McAnoo.  I  thought  it  was  your  own  note. 
Senator  Glass.  No;  it  is  not. 

Senator  McAdoo.  You  are  the  greatest  Secretary  of  the  Treasury 
since  Hamilton.    I  yield  the  palm.     [Laughter,] 

Senator  Glass.  I  was  the  greatest  Secretary  of  the  Treasury  since 
;  "William  G.  McAdoo. 

Senator  McAdoo.  Do  not  get  ironic. 

Senator  Glass.  This  is  signed  by  Mr.  Mellon,  so  it  is  not  archaic. 
'  I  do  not  care  to  pursue  the  subject  any  further. 
7  Senator  McAnoo.  What  I  mean,  Mr.  Chairman,  is  this.  This  has 
J!  all  been  by  way  of  pleasantry.  Of  course,  since  we  went  off  the  gold 
standard  these  notes  issued  prior  to  that  time  call  for  something  which 
the  Government  is  not  now  doing.  In  other  words,  it  is  not  paying 
-   in  gold. 

Sir.  Miller.  That  is  true. 

Senator  Glass.  Do  you  think  this  note  is  worth  as  much  as  it  was 
before  we  went  off  the  gold  standard  ? 
Senator  McAdoo.  I  think  so. 

Senator  Glass.  You  go  out  and  try  to  buy  some  white  meat,  as 
my  chauffeur  does,  and  you  will  have  to  pay  four  times  the  price 
for  it. 

Senator  McAdoo.  I  think  it  is  just  as  good  in  domestic  commerce 
as  it  was  before  we  went  off  the  gold  standard. 
«        Mr.  Miller.  It  is  not  legally  convertible. 

Senator  Glass.  It  passes  in  domestic  commerce,  but  not  at  the 
p  same  value. 

„:        Senator  McAdoo.  That  is  because  the  prices  of  commodities  have 
gone  up;  not  because  we  have  gone  off  the  gold  standard,  but  for 
-;   other  reasons. 

Senator  Glass.  Why?     Because  cotton  has  been  plowed  under, 
■    and  hogs  slaughtered,  and  so  forth? 
Senator  McAdoo.  \  es. 

Senator  Glass.  Of  course,  those  things  are  contributory  to  the- 
existing  condition. 

Senator  McAdoo.  I  do  not  think  you  can  attribute  it  solely  to 
gold. 

Senator  Glass.  Not  solely. 
Senator  McAnoo.  You  have  devalued  also. 

Mr.  Miller.  You  have  devalued.  I  should  say,  Senator,  that  the 
modern  world  must  distinguish,  in  order  to  think  on  monetary  sub- 
jects clearly,  between  technical  legal  convertibility  and  what  I 
would  call  economic  convertibility — what  you  can  buy  with  it. 
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Senator  Glass.  Let  us  go  ahead  with  the  bill. 

Senator  McAdoo.  I  would  like  to  interject,  if  I  may,  just  t 
word 

Senator  Couzf.xs.  We  are  going  to  have  to  discuss  all  this  win 
we  get  into  executive  session. 

Senator  McAdoo.  I  am  very  much  interested  in  what  you  s»j, 
Doctor,  because  I  think  the  trend  of  all  you  have  presented  hen  ■ 
in  line  with  what  is  being  considered  even  in  Great  Britain  ud 
other  great  powers,  and  I  think  it  is  inescapable.  I  think  Si 
Reginald  McKenna,  if  I  have  not  misread  the  papers,  or  if  he  wis 
not  misquoted  in  what  I  saw  in  the  papers,  has  expressed  viewi 
quite  similar  to  those  you  are  putting  forward  here. 

Senator  Bulklet.  Sir  Keginald  McKenna  does  not  believe  in 
going  back  to  the  gold  standard  at  all.  I  am  sure  of  that.  In  thti 
respect  it  is  different  from  what  Doctor  Miller  said. 

Senator  McAdoo.  I- said  "somewhat  similar." 

Mr.  Mhj,er.  I  do  not  want  to  speak  for  Mr.  McKenna,  and  I 
do  not  presume  to  know  what  is  in  his  mind,  but  I  think  whit 
may  be  in  his  mind  is  in  the  minds  of  a  great  many  people,  that  we 
go  back  to  a  gold  standard  that  has  a  bigger  element  of  management 
in  it  than  the  old  gold  standard  before  the  war,  just  as  the  goM 
standard  we  had  in  the  twenties 

Senator  Bttlkley.  He  may  have  changed  his  mind  in  the  meantime, 
but  about  a  year  and  a  half  ago  he  told  me  definitely  that  England 
should  never  go  back  to  the  gold  standard. 

Mr.  Miller.  I  would  not  venture  to  quarrel  with  Reginald 
McKenna,  for  whom  I  have  very  high  esteem,  but  I  would  venture 
to  prophesy  that  he  is  in  error,  and  that  she  will  go  back,  and  we 
will  go  back. 

Senator  Bclklet.  You  do  not  think  England  will  ever  go  btck 
to  the  old  gold  content  of  the  pound,  do  you  ? 

Mr.  Miller.  I  think  they  will  allow  that  to  be  governed  by  cir- 
cumstances, and  not  undertake  to  make  the  circumstances.  I  think 
they  will  establish  the  value  of  the  pound,  when  they  do  establish  it 
again,  exactly  as  they  did  in  1816.  They  did  it  then  in  a  very 
practical  way,  and  I  think  they  will  do  it  exactly  on  the  same  basis  in 
the  future. 

Senator  Bclkley.  They  established  the  value  in  1816. 

Mr.  Miller.  They  will  do  it  realistically,  with  the  intention  of 
making  the  value  of  sterling 

Senator  McAdoo.  In  the  light  of  conditions  existing  at  the  time. 

Mr.  Miller.  Absolutely. 

Senator  McAdoo.  You  do  not  mean  to  say  you  think  they  will  go 
back,  necessarily,  to  the  same  standard? 

Mr.  Miller.  Not  at  nil. 

Senator  Bolkley.  The  value  in  1816  represented  a  devaluation, 
did  it  not? 

Mr.  Miller.  A  slight  change;  but  the  idea  was  to  get  a  unit  that 
would  maintain  itself  and  therefore  be  recognized  as  a  unit  all  over 
the  world,  in  which  you  could  safely  trade.  I  think  they  will  do  it 
again. 

These  things  are  all  aside  of  my  purpose,  Senator,  and  I  have  no 
desire  to  pursue  them. 
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Senator  Glass.  Oh.  yes;  you  can  trade  in  paper  with  more  facility 
than  you  can  in  metal,  though. 

Mr.  Miller.  I  am  inclined  to  think  that  their  thought  .in  those 
things  will  be  highly  constructive  and  be  based  upon  the  great  mass 
of  experiences  that  have  percolated  into  the  British  mind  and  British 
character. 

Senator  Bolkley.  Doctor,  you  did  testify  that  no  matter  whether 
we  like  it  or  not,  we  are  bound  to  go  into  a  certain  measure  of 
conscious  control  of  currency,  did  you  not? 

Mr.  Miller.  I  do  not  care  anything  about  the  "  conscious  "  part. 
I  think  that  is  gratuitous. 

Senator  McAdoo.  We  are  going  into  control. 

Mr.  Miller.  Into  a  greater  measure  of  management,  if  you  want  to 
use  the  word. 

Senator  Btjlkley.  Yes ;  that  is  a  satisfactory  word. 

Mr.  Miller.  Than  has  been  true  in  the  past.  I  dare  say  it  is  quite 
within  the  region  of  probability  that  there  will  be  some  degree  of 
concert  of  interests  and  responsibility  among  the  leading  gold-stand- 
ard countries,  with  a  view  of  tempering  and  steadying  the  action  of 
the  gold  standard  so  as  to  avoid  those  ruptures  and  breaks  and  occa- 
sional serious  disturbances  that  characterized  even  the  old  gold  stand- 
ard when  it  was  working  pretty  efficiently.  Even  the  old  prewar 
standard  in  Great  Britain  had  its  action  tempered  by  the  wisdom  of 
British  financial  authorities,  treasury  authorities,  and,  chiefly,  the 
Bank  of  England.  That  is  why  it  was  such  an  excellent  standard. 
They  did  not  simply  let  it  take  its  own  course. 

Now,  gentlemen,  if  I  may  proceed,  the  two  previous  hearings  have 
ranged  over  a  pretty  wide  field.  We  have  come  back  to  the  same  topic 
in  one  connection  or  another.  I  want  to  gather  up  just  a  few  skeins 
before  I  proceed  this  morning. 

I  have  indicated,  in  answer  to  certain  questions  in  the  previous  hear- 
ings, that  it  was  my  belief  that  conditions  had  clearly  indicated  that 
it  was  necessary  to  get  a  more  definite  concentration  of  authority  and 
responsibility  with  respect  to  the  open-market  policies  of  the  Federal 
Reserve  System,  particularly  in  the  future.  I  shall  presently  present 
a  plan  or  set-up  for  the  open-market  committee  of  the  Federal  Reserve 
System  which,  in  my  judgment,  would,  if  adopted,  promise  as  good  a 
result  as  we  have  any  right  to  expect. 

Senator  Glass.  Right  on  that  point,  and  altogether  pertinent  to 
the  discussion,  what  trouble  have  you  had  with  the  present  statutory 
open-market  committee? 

Mr.  Miller.  The  present  statutory  system  goes  back  to  1933. 
There  has  been  only  one  operation  of  considerable  magnitude  that 
has  called  for  open-market  policy. 

Senator  Glaus.  The  uct  i;f  1933  simply  confirmed  and  continued 
the  open-market  system  that  had  long  been  in  practice. 

Mr.  MiiXrER.  Yes. 

Senator  Glass.  What  difficulty  did  you  have  with  that? 

Mr.  Miller.  We  had  difficulties. 

Senator  Glass.  What  were  they?  Were  they  insuperable  difficul- 
ties, or  were  they  difficulties  that  were  adjusted? 

Mr.  Miller.  Two  ur  three  of  them  proved  to  be — I  will  not  say 
insuperable,  but,  at  any  rate,  resulted  in  a  determination  that,  I 
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think,  the  Federal  Reserve  Board  would  have  preferred  not  to  ban 
been  reached. 

Senator  Glass.  Would  you  mind  giving  us  the  examples  for  the 
record? 

Mr.  Miller.  I  have  not  the  record  here,  but  I  will  say  that  in  1831 
some  of  the  Reserve  banks  and  the  Reserve  Board  had  reached  the 
conclusion  that  it  would  be  desirable  to  try  to  relieve  the  situation 
by  an  open-market  operation  of  considerable  extent.  Strong  oppo- 
sition was  encountered  on  the  part  of  two  or  three  of  the  reserre 
banks,  with  the  result  that  the  outcome  of  the  discussions  was  that 
an  open-market  operation  was  undertaken,  but  to  a  very  much  more 
limited  extent  than  the  Federal  Reserve  Board  and  some  of  the 
Reserve-bank  governors  would  have  wished  to  see. 

Senator  Glass.  Do  you  mean  to  say  you  wanted  to  buy  more  thin 
two  and  a  half  billion  of  United  States  securities? 

Mr.  Miller.  Not  all  at  once.  Three  or  four  hundred  million,  I 
think,  was  under  discussion  at  that  time. 

Senator  Glass.  Were  not  the  resources  of  the  remaining  8  or  10 
Federal  Reserve  banks  sufficient  to  have  made  the  purchases  if  thej 
had  wanted  to? 

Mr.  Miller.  Yes,  Senator;  but  under  the  set-up  which  had  bees 
in  effect  for  several  years,  we  regarded  operations  of  that  character 
as  system  operations,  to  be  undertaken  by  the  Reserve  banks  gen- 
erally in  participation,  and  on  this  particular  occasion  there  was  one 
of  the  Reserve  banks  that,  as  I  remember,  was  willing  to  shoulder 
far  more  than  its  proportion  if  it  were  decided  to  go  ahead  with  the 
operation  on  the  enlarged  scale.  There  was  good  cooperation,  let 
me  say,  at  that  particular  time  from  the  New  York  Reserve  Bank, 
but  there  were  some  of  the  interior  banks,  and  one  of  the  easteri 
banks,  that  took  a  different  view  and  held  off.  I  do  not  know  whether 
it  would  have  made  any  difference,  and  I  know  no  method  of  finding 
out  whether  it  would  have  made  any  difference  in  the  outcome  if  the 
larger  operation  had  been  undertaken  at  that  time. 

Senator  Glass.  The  law  did  not  require  unanimous  action, 

Mr.  Miller.  No;  it  did  not. 

Senator  Glass.  And  you  say  that  the  resources  of  the  remaining 
10  banks  were  ample  to  take  care  of  the  matter? 

Mr.  Miller.  Yes. 

Senator  Glass.  Why  did  they  not  go  ahead? 

Mr.  Miller.  I  am  answering  your  question  as  to  whether  or  not 
the  thing  had  always  worked  satisfactorily.  From  my  point  of  view, 
a  satisfactory  operation  is  one  in  which,  when  the  decision  is  reached, 
all  the  banks  accept  it  and  go  ahead  and  participate  pro  rata. 

Senator  Glass.  Whether  their  boards  agreed  that  they  were  il 
financial  condition  to  do  it  or  not? 

Mr.  Miller.  They  all  were  in  financial  condition  to  do  it. 

Senator  Glass.  You  think  so.  but  perhaps  their  boards  did  not 
think  so. 

Mr.  Miller.  Well,  Senator,  there  are  times,  I  should  sav all 

those,  in  my  judgment,  are  the  only  times;  I  have  no  hesitation  B 
saying  that  emphatically,  that  they  are  the  only  times — when  tfc 
Federal  Heserve  System,  whether  it  is  1  bank  or  12  banks,  shod 
engage  in  open -market  o\icvat\o\\^.  ivwu  broad  considerations  e 
national  economic  interests. 
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Senator  Glass.  I  know ;  that  has  been  your  view  all  along. 

Senator  McAdoo.  Somebody  must  mate  the  decision. 

Mr.  Miller.  Somebody  must  make  the  decision.  Somebody  must 
take  the  responsibility,  and  once  the  thing  has  been  thoroughly  dis- 
cussed and  canvassed,  and  the  decision  has  oeen  reached,  I  think  there 
ought  to  be  no  obstructive  action  possible  by  a  division  of  responsi- 
bility for  action  among  the  several  Federal  Reserve  banks.  Open- 
market  policy  is  peculiarly  a  national  policy,  and  if  it  be  kept  as  a 
national  policy  and  operated  only  on  broad  grounds,  and  when  the 
indications  of  its  need  are  clear  I  do  not  think  there  is  anything  to 
fear  in  the  way  of  bad  action  through  withholding  from  any  indi- 
dividual  reserve  bank  the  power  of  veto  so  far  as  itself  is  concerned. 

Senator  Glass.  And  yet,  in  the  whole  20  years  of  the  existence  of 
the  Federal  Reserve  Banking  System,  and  more,  the  Federal  Reserve 
Board,  so  far  as  I  can  recall,  has  never  agreed  that  that  should  be 
the  case.  At  least,  it  has  never  recommended  to  Congress  that  that 
should  be  the  case. 

Mr.  Miller.  I  have. 

Senator  Glass.  1  know  that  has  been  your  view  all  along. 

Mr.  Miller.  Sometimes,  Senator,  men  do  not  make  recommenda- 
tions until  the  situation  has  become  pretty  urgent,  and  experience 
demonstrates  that  there  has  got  to  be  a  change  in  the  set-up.  I 
reached  the  conclusion,  after  the  first  great  operation  in  1924,  that  the 
country  was  going  to  be  in  jeopardy  economically  unless  the  Board 
was  given  a  definite  responsibility  for  the  outcome  of  open-market 
operations. 

Senator  Glass.  The  right  to  compel  banks  to  use  their  resources 
and  the  resources  of  their  depositors,  whether  they  thought  it  was 
prudent  to  do  it  or  not? 

Mr.  Miller.  Provided  the  Board,  on  full  consideration  and  full 
canvass  of  the  situation  with  the  operating  heads  of  these  banks,  as 
a  whole,  had  reached  the  conclusion  that  it  was  essential  in  the  public 
interest.    Yes;  I  stand  by  that. 

Senator  McAdoo.  You  are  really  arguing  simply  for  what  we  do 
for  the  President.  We  give  bim  extraordinary  powers  to  make 
decisions. 

Mr.  Miller.  Yes. 

Senator  McAdoo.  And  everybody  respects  them.  There  is  a  con- 
centration of  authority  upon  important  questions  which  is  essential 
at  times. 

Mr.  Miller.  More  important,  I  think,  Senator,  is  the  concentra- 
tion of  responsibility.  If  there  is  a  blunder  then,  you  know  who 
is  responsible  for  the  blunder. 

Senator  Glass.  You  do  not  think  that  the  people  whose  property 
is  to  be  expended  should  have  any  voice  in  the  matter? 

Mr.  Miller.  I  would  say,  Senator,  that  if  the  powers  are  wisely 
exercised  it  is  going  to  be  one  of  the  best  protections  of  the  people 
whose  property  is  being  used  for  this  purpose.  That  is  my  feeling; 
and  I  should  feel,  as  a  private  citizen 

Senator  Glass.  Of  course,  anything  that  is  wisely  done  protects 
anything  to  which  it  is  related.  But  I  have  never  been  able  to  dis- 
cover that  the  Federal  Reserve  Board  was  any  wiser  than  some  other 
boards. 
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Senator  McAdoo.  We  took  all  the  gold  that  belonged  to  everybody 
in  the  country. 

Senator  Glass.  "  We  took  it "  f 

Senator  McAdoo.  Yes. 

Senator  Glass.  You  may  have.    I  did  not. 

Senator  McAdoo.  I  am  talking  about  Congress  and  the  President 

Senator  Glass.  Congress  has  surrendered  every  power  it  ever  had 
under  the  Constitution,  for  that  matter,  but  I  did  not  agree  to  it 

Mr.  Miller.  Someone  here,  I  understand,  made  the  inquiry  the 
other  day  of  Governor  Eccles  as  to  what  difference  he  thought  it 
would  have  made  in  1928  and  1929 — if  those  were  the  years;  thej 
may  have  been  earlier — if  the  Board  had  had  the  powers  that  are 
proposed  in  this  bill.  I  have  not  read  his  answer,  but  I  have  sees 
some  notice  of  it  in  the  paper  to  the  effect  that  it  would  have  made 
a  difference  in  1931.  From  my  point  of  view  it  would  have  made  a 
lot  of  difference  in  1928  and  1929. 

Senator  Glass.  You  did  not  even  exercise  your  simple  power  to  kick 
a  man  out  of  a  Federal  Reserve  bank  who  told  you  to  go  to  hell,  and 
that  he  was  going  to  do  as  he  pleased,  and  the  next'day  he  was  going 
into  the  stock-gambling  market  and  getting  $25,000,000  from  the 
Federal  Reserve  bank  and  using  it  for  stock-gambling  purposes. 

Mr.  Miller.  I  think  very  much  is  to  be  said  for  your  feeling,  and  I 
am  obliged  to  say  that  I  think  your  view  is  right.  I  felt  that  way  at 
the  time,  but,  nevertheless,  that  is  a  pretty  extreme  thing  to  do. 

Senator  Glass.  It  is  a  pretty  extreme  thing  for  the  president  of  one 
of  the  biggest  banks  in  the  United  States,  and  a  member  of  the  Fed- 
eral Keserve  System,  to  tell  the  Federal  Reserve  Board  to  go  to  hell, 
and  that  he  is  going  to  do  what  the  law  says  he  should  not  do. 

Mr.  Miller.  I  entirely  agree  with  you.  Senator,  and  yet  I  believe 
that  if  the  Board  had  been  in  a  position  where  its  responsibility  for 
open-market  policy  had  been  inescapable  in  1927  and  1928 — it  did  not 
make  any  difference  in  1929 — you  would  not  have  had  the  situation 
that  we  got  into  in  1929,  and  the  gentleman  to  whom  you  referred 
would  not  have  had.  probably,  any  occasion 

Senator  Glass.  But,  Doctor,  you  bought  2Vg  billion  dollars  of 
United  States  securities.  How  many  more  would  you  have  bought 
just  then? 

Mr.  Miller.  We  bought  them  after  that.  Senator.  At  that  time,  in 
1928,  we  were  selling,  and  late  in  1927,  we  were  selling  Government 
securities  in  order  to  get  control.  My  belief  is  that  if  the  Board  had 
been  charged  with  responsibility  we  would  have  gone  very  much  more 
prudently  in  1927.  We  would  have  paid  far  less  attention  to  the 
importiinings  of  the  New  York  Federal  Reserve  Bank  and  the  manen- 
verings  that  went  on  in  some  of  the  interior  Reserve  banks,  becaii1* 
the  Board  would  have  been  distinctly  on  notice  that  it  would  be  held 
publicly  accountable  for  the  results. 

Senator  Glass.  The  New  York  Federal  Reserve  Bank  wanted  to 
stop  that  excessive  stock  gambling  by  raising  its  rediscount  rate. 

Mr.  Miller.  Yes;  in  1929. 

Senator  McAdoo.  After  the  fact. 

Mr.  Miller.  After  the  fact. 

Senator  Bclkley.  The  difference  you  are  referring  to  i*  in  1927. 
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Mr.  Miller.  I  do  not  -want  to  get  unnecessarily  diverted.  I  do  not 
know  how  much  time  the  committee  wants  to  give  me,  but  I  have 
certain  constructive  suggestions  I  want  to  get  before  the  committee, 

Semitor  McAdoo.  I  would  like  to  hear  them, 

Senator  Glass.  I  will  stop. 

Senator  Bulklet.  The  big  difference,  that  you  characterized  as  a 
w  hell  of  a  difference" — what  was  that,  specifically? 

Mr.  Miller.  Specifically  this :  That  in  1927,  when  a  major  opera- 
tion was  engaged  in  by  the  Federal  Reserve  System  in  the  pur- 
chase of  securities  in  the  open  market,  and  one  that  gave  the  final 
boost  to  a  speculation  that  proved  to  be  wellnigh  uncontrollable — 
actually  uncontrollable,  I  think,  in  1929 — I  think  the  Board  would 
have  hesitated  a  long,  long  time  to  engage  in  it,  if  the  full  responsi- 
bility had  rested  with  the  Board,  and  with  it  alone.  I  think  the 
Board  would  have  taken  a  far  more  serious  view  of  its  responsibility. 
There  had  always  been  questions  raised  in  these  discussions  as  to  just 
where  the  authority  of  the  Board  ended,  and  where  the  authority  of 
the  banks  ended. 

Senator  Bulklet.  But  you  think  you  would  not  have  engaged  in 
that  operation  of  buying  Government  securities  in  1927? 

Mr.  Miller.  I  think  there  might  have  been  hesitation.  I  think 
it  would  have  given  a  talking  point  to  the  members  of  the  Board 
who  at  that  time  had  the  gravest  misgivings  about  it,  and  to  whom 
it  was  constantly  replied  The  act  confers  these  powers  upon  the 
banks.  If  it  intended  the  Board  to  exercise  them,  why  didn't  it  give 
them  to  the  Board?  " 

Senator  McAdoo.  I  do  not  think  myself,  Doctor,  and  have  never 
thought,  that  the  mere  raising  of  the  rediscount  rate  would,  of  itself, 
be  adequate  to  meet  that  situation.  I  think  that  when  you  have 
such  a  wild  orgy  of  speculation  as  went  on  at  that  time  people  are 
willing  to  pay  any  rate,  because  they  see  the  chance  to  make  a  great 
profit  on  the  exchange,  and  the  speculative  fever  could  not  be  con- 
trolled by  that  remedy.  Moreover,  you  could  not  make  the  redis- 
count rate  effective  so  long  as  you  did  not  have  control  of  the  finan- 
cial situation.  The  Federal  Reserve  System  controls  only  a  part  of 
the  resources  of  the  country.  The  influx  of  foreign  capital  attracted 
into  the  market  when  there  appear  to  be  great  opportunities  for 
profit  on  the  stock  exchanges,  the  enormous  surpluses  owned  by  cor- 
porations, and  the  great  wealth  owned  by  individuals,  are  all  thrown 
into  the  market,  and  the  Federal  Reserve  Board  cannot  control  it. 

Senator  Glass.  Oh,  yes;  it  can  do  it. 

Senator  McAdoo.  Partially. 

Senator  Glass.  That  was  corrected  in  the  act  of  1933. 

Mr.  Miller.  That  is  true. 

Senator  McAoo.  I  am  speaking  of  the  time  prior  to  1933.  This 
last  act  did  give  the  power,  but  prior  to  that  time  they  did  not 
have  it. 

Senator  Glass.  That  is  all  swept  away. 

Senator  McAdoo.  We  were  talking  about  1927,  1928,  and  1929. 

Senator  Byrnes.  May  I  ask  if  we  can  let  the  doctor  present  his 
constructive  suggestions?  At  12  o'clock  some  of  us  are  obliged  to 
leave. 

Mr.  Miller.  In  a  few  moments  I  shall  rend 
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Senator  Byrnes.  I  should  like  to  hear  the  discussion  on  the  bilL 

Mr.  Miller.  This  all  has  its  relevance  and  pertinence,  Senator. 

At  any  rate,  before  I  read  a  set-up  for  the  open-market  authority 
in  tlie  future  I  want  to  state  again  my  position,  with  some  slight 
elaboration.  The  authority  should  not  be  conferred  upon  the  Board 
unless  you  are  prepared  to  give  to  the  Board  a  status  of  complete 
independence.  From  my  point  of  view,  when  I  ask  for  the  authority. 
I  lay  that  down  as  a  sine  qua  non.  By  complete  independence  I  mean 
one  that  is  completely  independent  of  any  improper  influence,  or  any 
legally  suggested  influence  on  the  part  of  the  banks  of  the  country,  or 
any  influence  from  the  side  of  the  Government. 

Senator  McAdoo.  You  speak  of  political  influence  as  well,  of 
course. 

Mr.  Miller.  Both.  I  do  not  like  the  term  "  political."  It  is  not 
political. 

Senator  McAdoo.  I  know ;  but  that  is  the  common  denominator. 

Mr.  Miller.  You  were  Secretary  of  the  Treasury,  Senator  McAdoo, 
at  one  time,  and  so  was  Senator  Glass.  Both  of  you  had  a  great  part— 
the  foremost  part,  next  to  the  President  of  the  United  States — at  that 
time  in  the  creation  of  the  Federal  Reserve  System.  You  had  great 
and  rightful  pride  in  your  achievement.  I  recall  particularly  in  the 
clays  before  the  war  Senator  McAdoo  was  a  very  frequent — almost  t 
regular — attendant  at  the  meetings  of  the  Federal  Reserve  Board, 
interested  in  its  proper  development.  There  was  no  political  inter- 
ference of  any  character.  That  was  true  of  Senator  Glass.  It  was 
not  so  true  of  one  of  his  assistants  during  the  short  period  of  a  year 
or  so  that  he  was  Secretary  of  the  Treasury.  But  those  things  have 
changed. 

Senator  McAdoo.  I  was  only  referring  to  political  influence  in  tlie 
sense  that  so  many  of  the  bankers  have  spoken  about  it  here.  I  as- 
sumed, therefore,  that  what  you  meant  was  the  exercise  of  influence 
through  political  power  upon  the  Board,  whose  independence  you 
feel  ought  to  be  established  beyond  question. 

Mr.  Miller.  I  do ;  and  I  say  again  that  in  asking  for  the  authority 
I  am  not  by  any  means  minimizing  the  mental  suspiciousness  of  the 
bankers.  I  think  there  is  a  real  basis  for  it,  but  I  think  that  basis  can 
be  cured  and  should  be  cured  before  this  authority  is  conferred  upon 
the  Board. 

Senator  Bdxkley.  What  do  you  advise  us  to  write  into  the  bill  to 
cover  that? 

Mr.  Miller.  I  would  advise  as  a  premise  that  you  write  into  the  law 
an  amendment  that  no  member  of  the  Board  shall  be  removable  from 
office  during  the  term  for  which  he  was  appointed.  First  and  fore- 
most, that. 

Senator  Glass.  Except  for  malfeasance? 

Mr.  Miller.  I  do  not  have  that  in  the  amendment,  but  I  have  it  in 
mind. 

Senator  Bulklet.  If  that  is  not  constitutional,  what  would  vou  sub- 
stitute for  it? 

Mr.  Miller.  I  think  it  i.s  constitutional.  I  am  no  lawyer,  but  I  have 
rend  the  Constitution  of  the  United  Slates  and  have  reflected  on  it. 
and  I  rather  expect  that  when  we  get  the  decision  of  the  Supreme 
Court  in  the  Ilumphivy  ca$c  it  will  be  cleared  up.     I  think  that  it 
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should  be  written  into  the  terms  of  the  Federal  Reserve  Actj  if  you 
men  really  mean  to  set  up  a  sound  currency  management  in  this  coun- 
try, that  the  Federal  Reserve  Board,  when  granted  these  powers,  is 
to  be  independent  in  their  exercise. 

Senator  Glass.  Would  that  necessarily  legislate  the  Secretary  of 
the  Treasury  and  the  Comptroller  from  membership  on  the  Board? 

Mr.  Milleh.  Yes.  I  would  say  this  in  respect  to  the  Comptroller — 
though  I  do  not  want  to  get  diverted ;  I  want  to  proceed  with  the  main 
matter — 

Senator  McAdoo.  Perhaps  it  would  be  well  to  have  them  appointed 
as  Federal  judges  are  appointed — during  good  behavior.  That  is 
the  term  I  believe,  used  with  respect  to  the  appointment  of  judges. 
You  would  not  appoint  them  for  life;  you  would  appoint  them  for 
definite  terms  to  hold  during  good  behavior? 

Mr.  Milieu.  Congress  itself  to  be  the  judge. 

Senator  McAdoo.  It  has  the  power  of  impeachment  unless  we  by 
statute  set  up  some  other  method. 

Mr.  Milleh.  I  do  not  care  what  the  method  is;  but,  in  my  judg- 
ment, the  Board  should  not  be  given  these  powers  unless  you  are 
at  the  same  time  willing  to  confer  upon  it  a  status  that  is  as  impreg- 
nable against  influence  as  it  can  possibly  be  made  in  law.  And 
when  I  say  that,  I  am  talking  out  of  the  depths  of  my  experience 
of  20  years  in  the  Federal  Reserve  System.  I  would  not  ask  the 
Congress  to  entrust  us  with  these  powers  if  it  is  not  willing  to  give 
us  the  necessary  independence  in  the  exercise  of  them.  I  think  it  is 
going  to  be  a  very  difficult  thing  at  best;  and  only  a  body  of  men 
who  are  permanently  interested  in  the  thing,  who  make  it  their 
day-to-day  and  year-to-year  responsibility,  can  do  this  job  without 
damage  to  the  country  and  possibly  very  serious  damage,  unless  they 
are  put  in  a  position  where  nobody  can  interfere  with  the  free 
exercise  of  their  judgment  and  their  sense  of  responsibility. 

Senator  Glass.  Or  unless  they  are  competent  to  do  it? 

Mr.  Milleh.  Yes. 

Senator  McAdoo.  That  is  just  the  question. 

Mr,  Miller.  1  know  of  no  legislative  formula  by  which  that  can 
be  accomplished:  but  I  will  add,  gentlemen,  that  it  is  amazing  how 
good  a  performance  you  can  get  from  men  if  they  are  in  a  position 
where  they  have  to  exercise  a  very  quick  and  constant  sense  of  re- 
sponsibility. I  think  that  will  be  the  case  in  the  Federal  Reserve 
System.  There  would  alwavs  be  men  there — and  I  think  that  is 
what  the  original  set-up  of  the  act  contemplated — who  have  ex]>eri- 
ence.  You  would  get  continuity.  The  older  men  have  acquired 
a  certain  body  of  knowledge  that  gradually  the  newer  men  begin 
to  absorb,  and  the  sense  of  responsibility  quickens  intelligence  and 
Hrrives  at  decisions  that  probably  are  as  good  as  we  could  expect 
to  get  under  our  framework  of  government. 

Next.  I  would  earnestly  recommend  to  your  favorable  considera- 
tion a  provision  for  a  retirement  allowance  for  members  of  the  Fed- 
eral Reserve  Board  who  attain  the  age  of  70  years.  It  does  not  mean 
anything  to  me,  but  I  am  convinced  that  it  would  make  a  consider- 
able difference  in  getting  continuity  of  service  on  the  Board. 

Senator  McAnoo.  You  mean,  a  retirement  allowance  analogous  to 
that  which  is  given  judges? 
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Mr.  Miller.  Yes,  sir. 

Senator  Townsend.  Would  you  compel  retirement  at  70  yean;  of 
age? 

Mr.  Miller.  No  ;  I  would  not — but  I  am  not  so  sure  about  that; 
I  am  not  so  sure.  That  is  a  debatable  question.  I  am  inclined  to 
think  that  age  is  not  a  conditioning  factor  in  types  of  work  wh«* 
judgment,  maturity,  wisdom,  and  so  forth,  count.  If  it  were  mow 
definitely  an  executive  routine  job 

Senator  McAdoo.  Or  if  it  were  manual  labor,  for  instance? 

Mr.  Miller.  We  would  not  think  of  such  a  limitation  in  connec- 
tion with  the  Supreme  Court  and  the  Senate. 

Senator  McAix>o.  I  hope  not,  with  respect  to  the  Senate. 

Mr.  Miller.  Thank  God.  there  are  some  men  there  who  have  pi-own 
to  intellectual  and  spiritual  maturity  through  long  life  and  experi- 
ence. I  am  not  very  far  behind  yon.  Senator,  but  I  still  think  tbatl 
am  of  some  use  on  the  Federal  Reserve  Board.  Any  provision  in  that 
respect  will  satisfy  me.  I  am  not  arguing  for  anything  personal.  I 
am  arguing  for  what  I  conceive  to  be  the  good  of  the  System. 

Third.  I  would  suggest,  particularly  it  the  title  of  ''governor" 
is  conferred  upon  the  executive  heads  of  the  banks,  that  you  change 
the  set-up  of  the  Board  and  that  it  be  made  the  Board  of  Governors 
of  the  Federal  Reserve  System.  If  you  confer  this  open-market 
authority  or  other  similar  authority  upon  the  Board,  it  in  fact  be- 
comes a  board  of  governors  of  the  System,  electing  its  chairman  or, 
if  you  prefer,  having  its  chairman  approved  by  the  Congress.  My 
own  view  is  that  we  would  have  gotten  a  better  performance  in  the 
past  if  the  members  of  the  Board  had  all  stood  on  an  equal  footing 
with  respect  to  one  another. 

Senator  Glass.  I  think  the  doctor  misused  the  term  there  and  said 
"Federal  Reserve  blink",  instead  of  "'Federal  Reserve  Board.™ 

Senator  McAnoo.  You  do  not  want  the  chief  executive  officer  of 
the  Federal  Reserve  banks  to  be  given  the  title  of  "  governor  1  " 

Mr.  Miller.  I  have  no  objection  to  that. 

Senator  Glass.  What  he  means  is  that  instead  of  having  a  gov- 
ernor of  the  Federal  Reserve  Board,  the  Board  would  be  denominated 
as  "a  board  of  governors.'* 

Mr.  Miij.hr.  Yes. 

Senator  McAoon.  I  understand  that:  but  I  wanted  to  know 
whether,  if  that  suggestion  were  adopted,  you  would  exclude  the  n>e 
of  the  word  "governor"  for  Federal  Reserve  banks. 

Mr.  Miller.  No,  sir. 

Senator  McAnoo.  I  myself  would  want  to  do  that,  because  it  would 
avoid  confusion. 

Mr.  Miller.  I  hud  in  mind  drawing  n  distinction  between  uV 
governor  of  a  Federal  Reserve  bank  and  the  governors  of  the  Fed- 
eral Reserve  System. 

Senator  McAnou.  But  that  is  confusing  in  (he  public  mind,  li  is 
not  so  material,  however. 

Mr.  Miller.  They  have  by  usage  the  title  of  t;  governor."  I  see  no 
objection  to  letting 'it  go  on."  They  will  he  called  that.  That  is  an  im- 
material point,  from  my  point  of  view.  I  think  the  main  thing  is 
that  you  will  build  up  the  quality  of  independence  in  the  Board  and 
give  it  a  more  assured  position  for  the  exercise  of  its  responsibilities 
if  it  be  restated  as  a  Board  of  Governors,  electing  its  own  chairman. 
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I  do  not  want  to  delay  too  much,  but  I  do  want  to  say  just  briefly 
that  in  the  most  serious  issue  in  which  the  Federal  Reserve  Board 
was  ever  involved — the  one  to  which  you  referred,  Mr.  Chairman — 
the  Board  found  itself  in  the  anomalous  position  that  a  majority  of 
the  Board  were  thoroughly  convinced  and  of  one  mind  with  respect 
to  the  policy  sought  to  be  pursued,  but  their  effectiveness  was  largely 
nullified  by  the  fact  that  the  Governor  was  not  in  step  with  his 
Board.  He  tried  to  do  his  best  to  implement  the  policy  of  the  ma- 
jority of  the  Board  in  which  he  did  not  believe.  The  Secretary  oi 
the  Treasury  was  not  in  step  with  it,  and  in  large  part  that  policy 
failed  of  its  full  effectiveness  and  failed  of  an  earlier  adoption  be- 
cause of  that.  I  have  no  question  that  if  the  Board  had  been  in 
position  then 

Senator  McAdoo.  What  time  are  you  referring  to! 

Mr.  Miller.  1928  and  1929,  notably  1929,  right  at  the  very  moment 
■when  the  episode  occurred  that  Senator  Glass  has  referred  to.  I 
was  a  member  of  the  Board  and  was  invited  by  a  group  of  men  to 
come  up  to  New  York  and  sit  with  some  of  the  recalcitrants  and 
was  even  promised  that  if  I  would  they  would  come  into  agreement 
with  the  Board.  I  said,  "  That  is  not  my  business,  that  is  the  Gov- 
ernor's business." 

Let  me  call  attention  in  this  connection  to  a  fact  or  two.  The 
Federal  Reserve  System  has  been  in  existence  21  years.  In  that 
time  it  has  had  seven  governors — a  startling  rate  of  turn-over  for  a 
board  charged  with  the  vast  responsibilities  of  the  Federal  Reserve 
Board.  It  is  an  average  service  of  3  years,  despite  the  fact  that 
among  them  was  one  Governor  who  served  a  term  of  6  years. 

It  is  not  part  of  my  purpose  to  suggest,  nor  do  I  regard  it  as 
proper  except  by  way  of  just  asking  you  to  use  your  imaginations 
and  guess  a  little  why  the  office  of  Governor  of  the  Federal  Reserve 
Board  is  not  conducive  to  longevity.    Governors  do  not  last  long. 

I  also  call  attention  to  the  fact  that  in  that  period  of  time  the  total 
number  of  appointive  members  of  the  Board  has  been  21,  with  only  4 
that  were  ever  reappointed.  That  is  not  conducive  to  independence. 
In  my  judgment,  the  membership  has  got  to  be  made  more  attractive 
to  a  man  who  assumes  membership  in  the  spirit  of  accepting  a  great 
responsibility  and  who  wants  to  dedicate  his  efforts  to  it  and  not  be 
interfered  with  in  the  discharge  of  that  responsibility. 

So  much,  then,  for  building  up  the  independence  of  the  Board; 
and  I  repeat  once  more,  before  I  leave  it 

Senator  McAdoo  (interposing).  Do  you  suggest  the  number  who 
should  compose  the  Board? 

Mr.  Miller.  I  do. 

Senator  McAoo.  If  you  exclude  the  two  ex  officio  members,  that 
would  reduce  it  to  six. 

Mr.  Miller.  I  wanted  to  add  this  with  respect  to  the  Comptroller 
of  the  Currency,  if  I  can  do  it  without  diverting  our  attention.  I 
do  not  doubt — in  fact,  I  expect  that  it  is  only  a  question  of  time  when 
there  will  be  a  consolidation  under  some  organization  here  in  Wash- 
ington, cither  the  Federal  Reserve  Board  or,  if  the  Federal  Reserve 
Board  is  put  out  of  business,  a  successor  organization  undur  its  gen- 
eral administration.  That  means  particularly  the  office  of  the  Comp- 
troller of  the  Currency  and,  possibly,  the  F.  D.  I.  C    \  &n& "*. "» 
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doubtful  and  idle  and  premature  to  talk  of  unification  of  banking  ii 
this  country  until  we  have  unified  the  agencies  of  administration  fat 
relate  to  banking,  here  in  the  Federal  Government.  I  have  becomes 
thoroughly  convinced  of  that  that  I  know  it  must  come.  It  is  merely  i 
question  of  time  when  it  does  come;  and  as  chairman  of  the  grand 
or  site  committee  of  the  Federal  Reserve  Board  I  have  tried  to  Ink 
ahead  as  well  as  I  could  and  get  ample  space  so  that  when  that  took 
place  an  additional  building  could  be  built  near  the  Federal  Resem 
Board  building  in  which  these  affiliated  departments  could  be  house! 

Senator  McAdoo.  Assuming  such  a  consolidation  of  its  activities— 
and  I  do  not  think  the  suggestion  is  without  merit — what  numbs 
would  you  have  the  Board? 

Mr.  Miller.  I  would  suggest  either  seven  or  five.  I  am  inclined 
to  think  that  seven  is  none  too  large  a  number  for  a  board  that  is 
going  to  deal  with  the  problems  that  the  Federal  Reserve  Board 
will  have  to  deal  with  under  this  grant  of  powers.  I  think  am 
is  none  too  large.  I  think  that  was  the  number  on  the  origin*! 
board,  with  two  ex  officio  members — though  I  recognize  that  fin 
also  has  a  great  deal  to  be  said  for  it.  If  the  board  is  experienced 
and  well  qualified  for  its  job,  five  is  a  better  number  than  seven. 
However,  that  is  a  thing  upon  which  you  men  are  more  competent 
judges  than  I  am. 

I  would  be  perfectly  content,  until  consolidation  takes  place  of 
these  various  banking  and  administrative  agencies,  to  have  the 
Comptroller  continued  on  the  Board,  particularly  as  the  present 
Comptroller  has  been  deeply  interested  in  Federal  Reserve  matters. 
He  does  not  frequently  attend  the  meetings,  but  he  does  attend,  and 
whenever  he  does  he  has  something  helpful  to  suggest,  and  he  life 
been  cooperative  to  a  remarkable  degree.  So  that,  while  I  think 
in  principle,  the  Comptroller  of  the  Currency  should  be  eliminated. 
I  do  not  see  that  there  needs  to  be  any  haste,  in  view  of  my  confi- 
dent feeling  that  it  is  only  a  question  of  time  when  you  are  goins 
to  consolidate  these  various  banking  agencies  under  one  supreme 
supervisory  authority. 

Now,  with  that  out  of  the  mind,  here  is  what  I  propose  by  way  of 
amendment  to  the  open-market  provisions  of  the  Federal"  Reserve 
Act.  I  propose  leaving  the  first  two  paragraphs  of  section  1:2  (31 
exactly  as  they  read  now.  I  think  that  is  essential.  I  think  it  is  ftir 
and  reasonable  that  every  section  of  this  country  in  so  vital  a  matter 
should,  through  its  representative,  have  a  voice  in  the  determination 
of  open-market  policy.  I  object  in  toto  to  the  narrow  concent  ration 
of  authority  proposed  in  the  Senate  bill.  I  assume  that  the  objection; 
are  so  patent  that  no  time  need  be  spent  by  me  in  stilting  the  objec- 
tions tn  it.  That  is  the  form  in  which  the  open-nmrket  committee 
is  reduced  to  a  committee  of  5.  with  only  ;t  Reserve  Hoard  iueinl*rs 
anil  2  Reserve,  bank  governors.  From  my  point  of  view,  there  ;; 
nothing  to  be  said  in  favor  of  it  and  only  too  much  to  be  said  against 
it.  If  we  have  in  mind,  that  we  keep  the  membership  of  the  open- 
market  committee  as  it  is  at  present — 12.  one  for  each  Reserve  dis- 
trict— 1  would  proceed  to  redefine  the  objective  and  also  the  pro- 
cedures with  respect  to  the  authority  of  the  Federal  Reserve  Board. 

The  objective  I  would  redefine  following  the  language  of  the  exist- 
ing act  as  closely  as  possible,  but  with  certain  differences,  as  follow 
|  reading] : 
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(c)  The  time,  character,  and  volume  of  all  open-market  operations  of  the 
Federal  Reserve  System  under  section  14  of  thin  net  shall  be  governed  with  a 
view  to  supporting  and  reenforclng  the  credit  and  discount  policies  of  the  Federal 
Reserve  System,  when  this  may  be  necessary,  in  order  to  aid  in  the  establish- 
ment aDd  maintenance  of  sound  banking,  credit,  financial,  and  economic  con- 
ditions. 

In  other  words,  the  open-market  policy  becomes  a  supplement  to 
the  credit  and  discount  policy  to  be  exercised  as  a  method  and  a  more 
effective  method,  something  more  in  the  nature  of,  we  will  say,  sur- 
gical intervention,  "  in  order  to  aid  in  the  establishment  and  mainte- 
nance of  sound  banking,  credit,  financial,  and  economic  conditions." 

In  my  judgment,  gentlemen,  that  is  as  far  as  you  ought  to  go  and 
as  far,  I  think,  as  you  can  safely  go  in  writing  a  formula  into  the 
Federal  Reserve  Act 

Senator  Glass.  From  what  are  you  reading  now  ? 

Mr.  Miller.  The  amendment  that  I  propose.  Presently  I  shall 
come  to  the  objective  set  up  in  the  House  bill ;  but  what  I  have  just 
read,  to  my  mind,  covers  every  reasonable  requirement  and  carries  in 
it  a  suggestion  oi  the  exercise  of  discrimination  in  the  discharge  of 
responsibility. 

With  reference  to  paragraph  (d),  this  is  what  I  propose  as  an 
amendment  [reading]  : 

(rl)  In  accordance  with  procedure  prescribed  by  regulations  of  the  Federal 
Reserve  Board,  the  Committee  shall  from  time  to  time  consider,  adopt,  and 
transmit  to  the  Federal  Reserve  Board  resolutions  recommending  the  policies 
which,  In  the  Judgment  of  the  committee,  should  be  adopted  with  respect  to 
the  open-market  operations  of  the  Federal  Reserve  System  and  stating  the 
reasons  for  such  recommendations.  Such  resolutions  shall  be  subject  to  re- 
view, modification,  and  determination  by  the  Federal  Reserve  Board  and,  if 
approved  by  the  Federal  Reserve  Board,  shall  become  binding  upon  all  of  the 
Federal  Reserve  banks,  subject  to  such  modifications  as  may  be  ordered  by 
the  Federal  Reserve  Board. 

Senator  McAdoo.  Where  do  you  refer  to  the  power  of  initiation? 

Mr,  Miller.  That  is  coming  [reading  further]  : 

The  Federal  Reserve  Board,  upon  its  own  Initiative  and  upon  the  affirmative 
vote  of  not  less  than  four  of  its  appointive  members,  may  from  time  to  time, 
on  Its  own  initiative,  prescribe  open-market  policies  for  the  Federal  Reserve 
By  stem. 

Senator  Glass.  What  reservation  is  there  in  the  existing  statute, 
except  that  any  Federal  Reserve  bank  not  desiring  to  participate  in 
a  given  open-market  transaction  may  decline  to  do  it? 

Mr.  Miller.  What  reservation  as  compared  with  this? 

Senator  Glass.  I  say,  what  reservation  is  there  in  the  existing  act 
as  to  that? 

Mr.  Miller.  The  Board,  under  the  existing  act,  Senator,  simply  has 
power  to  approve  or  disapprove  the  recommendations  of  the  Federal 
open-market  committee. 

Senator  Glass.  The  open-market  committee,  on  the  contrary,  Doc- 
tor, as  you  will  recall  upon  thought,  under  existing  legislation  cannot 
engage  in  any  open-market  operations  except  under  rules  and  regula- 
tions established  by  the  Federal  Reserve  Board. 

Mr.  Miller.  Yes. 

Senator  Glass.  The  only  reservation  at  all  being  that  any  Federal 
Reserve  bank  which  does  not  desire  to  participate  in  a  given  open- 
market  transaction  may,  upon  written  objections,  be  excused, 

Mr.  Miller.  Yes. 
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Senator  McAdoo.  There  is  no  power  of  initiation  on  the  part  of 
the  Federal  Reserve  Board. 

Senator  Glass.  No;  I  am  talking  about  the  existing  act. 

Senator  McAdoo.  That  is  what  I  say. 

Senator  Glass.  Under  the  existing  act  the  only  reservation  is  ti» 
one  that  I  have  mentioned. 

Senator  McAdoo.  Yes;  but  I  mean  there  is  no  power  of  initiative 

Senator  Glass  Oh,  no. 

Mr.  Mill£r,  There  is  no  power  of  initiation,  and  it  is  not  clear 
that  the  Board  has  the  right  to  say  more  than  '"yes"  or  "no"  to 
proposals  submitted  to  it  by  the  Federal  Open-Market  Committee. 

Senator  Glass.  The  act  textually  says  that  the  open  market  com- 
mittee may  engage  in  open-market  transactions  only  upon  rak 
and  regulations  adopted  by  the  Federal  Reserve  Board. 

Mr.  Miller.  Yes;  but  we  have  never  construed,  and  I  question 
whether  it  would  be  proper  to  construe  it;  and  we  have  been  advised 
that  it  would  not  be  proper  to  construe  it,  that  the  power  to  mike 
rules  and  regulations  gives  us  power  to  annex  authority  not  con- 
ferred by  the  act.  We  can  regulate  the  manner,  but  we  cannot  mj 
to  them,  "  You  shall  not  buy  $500,000,000;  you  shall  buy  $200,000,000 
or  $700,000,000." 

Senator  Glass.  No;  that  would  be  the  initiation  that  you  are 
advocating  now. 

Mr.  Miller.  I  question  whether  we  have  the  right  to  modify  their 
recommendation.  We  have  done  it  and  they  have  resisted  it  it 
times.     At  the  present  time  they  do  not  resist  so  much. 

Senator  McAdoo.  I  do  not  think  the  Board  by  regulation,  for 
instance,  could  alter  their  decisions,  their  open  market  committee 
decisions. 

Senator  Glass.  They  may  only  make  decisions  under  rules  snj 
regulations  adopted  by  the  Federal  Reserve  Board. 

Senator  McAnoo.  Yon  are  quite  right  about  that.  Senator.  Ther 
can  prescribe  the  method  or  manner  of  procedure  by  the  open-market 
committee.  I  do  not  think  the  Board  has  any  power  to  alter  the 
method  or  decision  of  the  open-market  committee  when  it  has  acted 
within  the  rules  of  procedure  prescribed  by  the  Board. 

Senator  Glass.  Of  course  not.  when  it  has  acted  within  the  rulea 
prescribed  by  the  Federal  Reserve  Board.  The  Board  cannot  aher 
its  decisions. 

Senator  McAdoo.  Precisely. 

Senator  Glass.  The  only  reservation  that  the  Federal  Reserv* 
Bank  has  under  existing  law  is  to  decline  to  participate  in  a  given 
open-market  transaction.  In  other  words,  if  the  Federal  Reserve 
Hank  of  Atlanta  or  the  Federal  Reserve  Bank  of  Minneapolis  or  tiie 
Federal  Reserve  Bank  of  Dallas,  for  example,  mentioning  some  of 
the  weaker  Federal  Reserve  banks 

Mr.  Miu.ni.  The  smaller  ones. 

Senator  Glass  (continuing) .  Should  in  its  wisdom  determine  that  it 
is  not  able  or  that  it  would  be  distinctly  to  its  disadvantage  to  partiri- 

Sate  in  an  open-market  transaction  initiated  by  the  Federal  Reserve 
anks  of  New  York,  Chicago,  and  Philadelphia,  it  may  decline  t<i  Jo 
so  upon  30  days'  written  notice  if  at  all. 

Senator  McAdoo.  I  am  inclined  to  think  as  I  consider  this  ques- 
tion— it  is  rather  a  new  problem  in  my  mind — that  the  point  you  mike 
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might  be  safeguarded  if  the  power  of  initiation  were  given  to  the  Fed- 
eral Reserve  Board,  the  powers  that  Dr.  Miller  suggested,  by 
giving  the  Board  power  to  excuse  any  Federal  Reserve  bank  from 
participating. 

Senator  ( J  lass.  You  can  do  that  at  any  time. 

Senator  MoAdoo.  But  I  mean,  you  can  expressly  provide  that  the 
Board  can  excuse  any  particular  bank  or  banks  from  participating  if, 
in  the  opinion  of  the  Board,  it  is  advisable  to  do  so.  I  think  you 
could  safeguard  the  position  of  those  banks  in  that  way. 

Senator  Glass.  Under  existing  law,  by  a  very  simple  amendment 
which  could  he  made — not  according  to  Dr.  Miller's  idea,  but  according 
to  my  own — it  could  be  adjusted  by  providing  that  any  Federal  Re- 
serve bank  may  be  excused  from  participating  in  an  open-market  op- 
eration by  a  vote  of  either  a  majority  or  two-tmrds  of  the  open-market 
committee. 

Senator  McAnoo.  Some  safeguard  like  that  might  cover  it ;  but  what 

I  think  is  quite  important  is  that  the  power  of  initiation  shall  be  lodged 
somewhere  to  excuse  any  bank  from  participating  where  upon  a  show- 
ing it  seems  wise  that  it  should  not  be  required  to  do  so. 

Mr.  Miller.  It  is  done,  as  a  matter  of  fact. 

Senator  McAdoo.  It  is  permissively  done  now,  but  you  would  like 
to  have  the  authority,  would  you  not  ? 

Mr.  Mili-er.  It  is  done  as  a  matter  of  just  sensible  administration. 

Senator  Glass.  Yes;  but  administration  is  not  always  sensible.  I 
can  recall  governors  of  your  Board  that  were  not  sensible.  They 
seemed  to  be  ignorant  of  the  banking  business. 

Senator  McAnoo.  I  agree  with  the  chairman  about  that. 

Mr.  Milter.  What  I  want  to  call  attention  to  in  that  connection, 
Senator,  is  with  respect  to  Federal  Reserve  banks.  Under  the  pres- 
ent set-up.  an  individual  Reserve  bank  has  the  power  not  to  partici- 
pate, and  there  is  n  question  as  to  how  far  it  should  participate  in 

II  transaction  in  which  it  is  invited  to  participate  as  a  result  of  the 
deliberations  of  the  open  market  committee  and  the  procedure  of 
the  Federal  Reserve  Board.  But  there  is  a  grave  legal  question  as 
to  what  power  the  Board  has  and  what  control  in  the  saying  of  yes 
or  no  as  to  a  matter  that  is  submitted  to  the  hanks. 

Senator  Glass.  I  do  not  see  why  that  should  be  so,  except — with 
apologies  to  all  of  you  lawyers — that  lawyers  raise  all  sorts  of  ques- 
tions that  are  in  contravention  of  the  plain  language  of  the  statute. 

Mr.  Miller.  For  instance,  Senator.  I  think  it  is  clear  that  under 
the  Federal  Reserve  Act  as  it  is  the  Board  has  no  legal  authority  to 
order  a  sale. 

Senator  Glass.  No.     It  was  not  intended  that  it  should  have. 

Mr.  Miller.  It  ought  to  have  the  power,  however,  to  modify  an 
order. 

Senator  Glass.  It  would  have  the  power  to  adopt  a  rule  and  regu- 
lation, for  example,  that  the  Open  Market  Committee  shall  not  en- 
gage in  a  transaction  involving  a  given  maximum  amount,  without 
the  approval  of  the  Board. 

Mr.  Miller.  I  think  the  more  important  decisions  that  are  made 
by  the  Open  Market  Committee,  or  the  more  important  decision*  of 
inaction,  abstention  from  action,  have  got  to  be  taken  upon  pretty 
broad  grounds,  a  pretty  wide  survey  of  what  is  impending  in  the 
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country  at  large.  You  cannot  bottle  up  the  effect  of  an  open- 
market  operation  in  the  district  in  which  it  originates.  There  is  no 
method  of  doing  that 

Senator  Glass.  I  do  not  agree  with  that  proposition  at  all.  No- 
body has  ever  been  able  to  convince  me  that  local  transactions,  for 
example,  in  the  Dallas  Federal  Reserve  District,  have  any  effect 
whatsoever  upon  the  financial  transactions  in  the  great  monetary 
centers. 

Mr.  Miller.  Would  you  say  that  in  the  reverse,  that  a  transaction 
that  takes  place  in  the  great  monetary  centers,  New  York  and  Chi- 
cago, has  no  effect  in  Dallas? 

Senator  Glass.  Very  little 

Mr.  Miller.  Oh,  yes. 

Senator  Glass.  Let  me  finish  my  remark.  I  say,  very  little  under 
the  general  ordinary  loans  to  the  mercantile,  industrial,  and  agri- 
cultural interests  of  that  district ;  because  I  know  perfectly  well 
and  I  have  had  it  verified  over  and  over  again,  that  banks  in  a  given 
district  have  their  standard  rate  of  discount  which  is  always  the 
limit  of  the  statutory  rate,  and  that  they  never  depart  from  it  except 
maybe  in  the  case  of  a  big  privileged  borrower. 

Mr.  Miller.  It  may  not,  Senator,  have  any  effect  in  many  casts 
upon  the  rate  of  interest,  but  it  will  have  an  effect  upon  the  en* 
with  which  you  can  get  accommodation.  Easy  money  in  this  coun- 
try has  hud  a  far  mure  sinister  effect  than  cheap  money. 

Senator  Glass.  Oh,  yes. 

Senator  McAnco.  It  may  have  a  beneficial  effect  also! 

Mr.  Miller.  Yes;  it  all  depends  upon  conditions,  of  course. 

Senator  Glass.  When  the  New  York  bank  reduced  its  rate  to  the 
ridiculous  figure  of  1  percent,  as  it  has  done,  or  lyi  percent  as  it 
frequently  has  been,  of  course  that  momentarilv  enabled  a  big  bor- 
rower in  the  Dallas  district  or  the  Minneapolis  district  to  get  accom- 
modation at  a  better  rate  of  interest  than  he  otherwise  would  get. 

Mr.  Miller.  Yes;  and  he  is  very  apt  to  be  a  speculative  borrower, 
whose  operations,  Senator,  will  have  distinct  repercussions  in  the 
field  of  commerce  and  business. 

Senator  Glass.  But  I  am  referring  to  the  current  general  discount 
rate  and  the  mercantile,  industrial  and  agricultural  interests  of  the 
country.  They  have  a  standard  rate  and  they  never  depart  from  it. 
and  it  is  always  right  up  to  the  limit  of  the  statutory  rate. 

Mr.  Miller.  That  is  true  and,  I  think,  substantially  true  in  con- 
siderable areas  of  the  country.  It  is  not  true  with  respect  to  the 
bulk  of  borrowings. 

Senator  Glass.  I  am  going  to  stop  arguing,  because  I  am  going 
to  do  my  arguing  on  the  floor  of  the  Senate. 

Mr.  Miller.  I  want  to  convince  you  of  this.  Senator.  That  » 
particularly  what  I  am  up  here  for.  I  want  you  to  appreciate  thatl 
am  speaking  out  of  the  depths  of  experience,  and  nobody  is  more  pro- 
foundly concerned  to  protect  and  to  defend  the  Federal  Reserve  Sys- 
tem and  the  country  from  bad  operations  of  the  Federal  Reserve 
System  than  I  am. 

Senator  Glass.  Nobody  knows  that  better  than  I  do. 

Mr.  Miller.  I  would  not  be  proposing  this  if  I  did  not  think  an; 
and  I  would  not  propose  it  \mtteT  &tvj  conditions  if  I  did  not  coupfc 
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it  with  safeguards  that  I  think  will  protect  it  and  result  in  the 
country  (retting  a  very  distinct  benefit  from  it. 

Senntor  McAuoo.  It  seems  to  me,  Doctor,  in  discussing  this  par- 
ticular question,  and  while  the  chairman's  view  about  the  local  trans- 
actions is  entirely  sound  and  I  agree  with  him  about  that,  there  are 
broad  questions  of  national  policy  affecting  credit  throughout  the 
country  for  which  perhaps  more  adequate  provision,  regulatory  or 
otherwise,  should  be  provided  in  this  new  law.  Open-market  opera- 
tions do  affect  the  credit  and  financial  structure  throughout  the 
entire  Nation.  Of  course,  they  are  felt  less  in  one  district  than  in 
another. 

Mr.  Miller.  Less  immediately. 

Senator  MoAnoo.  Yes;  but  they  have  repercussions. 

Mr.  Miller.  Oh,  they  do;  you  are  perfectly  right  about  that. 

Senator  Glass.  One  of  those  policies  involved  the  repudiation  by 
the  National  Government,  through  congressional  action,  of  its  most 
sacred  contract,  characterized  by  the  Supreme  Court  as  "  repudia- 
tion "  and  a  "  cheat."   That  is  what  it  was,  too. 

Senator  McAdoo.  We  are  trying  to  avoid  that  the  next  time. 

Senator  Glass.  Doctor,  how  much  longer  do  you  think  you  will 
require? 

Mr.  Miller.  At  the  rate  at  which  we  are  going  we  are  not  making 
progress  very  rapidly. 

Senator  Glass.  Go  ahead  a  while  longer,  anyhow. 

Mr.  Miller.  All  right,  Senator.  I  just  want  to  call  attention,  in 
connection  with  open-market  operations,  to  a  episode  that  may  not 
be  without  interest.  You  referred  to  the  episode  of  March  26  or  27, 
1929.  Do  you  know  what  precipitated  that?  The  withdrawal  oi 
$50,000,000  from  the  market  in  Chicago  by  one  of  the  largest  banks 
there  that  had  decided  that  it  would  cooperate  in  supporting  the 
Board's  program  of  getting  control  through  direct  pressure  on  specu- 
lative loans.  It  called  $50,000,000  loans  in  the  Chicago  market,  with 
the  result  that  the  pressure  in  New  York  was  so  immediate,  so  in- 
tense, that  it  brought  on  something  in  the  way  of  a  very  considerable 
panic.  That  was  what  occasioned  the  intervention  in  the  market  of 
the  gentleman  who  has  been  referred  to. 

Senator  Glass.  I  agree  that  transactions  in  the  largest  metro- 
politan city  have  a  repercussion  in  the  second  largest  city. 

Mr.  Miller.  They  do,  Senator.  When  money  is  active,  there  is  an 
active  market  for  what  are  called  Federal  funds. 

Senator  Glass.  But  that  is  no  reason  why  you  should  strip  all  of 
the  Federal  Reserve  banks  completely  of  their  jurisdiction  and  their 
judgments  upon  credits. 

Mr.  Miller.  I  have  had  all  of  that  in  mind.  Let  me  call  your  at- 
tention again  to  the  open-market  formula  that  I  have  proposed  here. 
It  shall  be  "  governed  with  a  view  to  supporting  and  reinforcing  the 
credit  and  discount  policies  of  the  Federal  Reserve  System.** 

These  policies  are  made  bv  the  banks  as  well  as  the  Board,  "  when 
this  may  dc  necessary,  in  order  to  aid  in  the  establishment  and  main- 
tenance of  sound  banking,  credit,  financial,  and  economic  conditions." 

As  a  matter  of  fact,  I  regard  that  as  a  pretty  considerable  limita- 
tion upon  any  careless  or  extravagant  exercise  of  these  powers  when 
conditions  do  not  clearly  indicate  them. 
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Senator  Glass.  Just  exactly  what  is  the  difference  between  that  and 
what  the  House  has  put  into  the  bill  ? 

Mr.  Miller.  I  want  to  come  to  that.  There  is  an  awful  lot  of  dif- 
ference. That  is  an  excursion  into  Martian  economics^  lunar  eco- 
nomics. This  is  an  excursion  into  simple,  common  experience.  That 
implies  a  world  that  is  to  be  made  over  through  the  operation  of  the 
monetary  mechanism  of  the  country  that,  in  my  judgment,  is  just  not 
attainable,  and  I  think  that  should  it  be  attained  it  would  inevitably 
mean  the  destruction  of  the  Federal  Reserve  System.  Kut  I  shall 
have  something  to  say  about  that  later. 

I  propose  a  further  paragraph  [reading]  : 

(e)  Each  Federal  Reserve  bank  shall  purchase  or  sell  obligations  of  0* 
Vniled  States,  bankers'  acceptances,  hills  of  exchange,  anil  other  obligations  ol 
the  kinds  and  maturities  made  eligible  for  purchase  under  tbe  provisions  *f 
section  14  of  this  act,  to  such  extent  and  in  such  manner  as  may  be  required 
by  the  Federal  Reserve  Board  in  order  to  effectuate  the  open-market  poUdet 
approved  or  prescribed  by  the  Federal  Reserve  Board  under  the  provision*  of 
this  section  and  each  Federal  Reserve  bank  t-hall  cooperate  fully,  Id  every  wij, 
in  making  such  policies  effective. 

And  [reading  further] : 

(/)  All  actions  taken  by  the  Federal  Reserve  Board  with  respect  to  opee- 
market  policies  shall  be  clearly  recorded,  together  with  a  statement  of  tbe 
reasons  therefor ;  and,  if  any  member  of  the  Board  vote  against  such  actiura, 
such  vote,  together  with  nny  reasons  therefor,  shall  also  be  recorded.  In  itt 
annual  report  for  each  year  the  Federal  Reserve  Hoard  shall  publish.  In  full  ill 
resolutions  recommending  open-market  policies  and  stating  tlie  reasons  therefor 
which  were  adopted  by  the  Federal  Open  Market  Committee  during  the  je*r 
covered  by  such  annual  report,  together  with  the  full  text  of  tbe  contem- 
poraneous record  of  all  actions  taken  by  the  Board  with  respect  to  o|(cii -market 
operations  and  the  reasons  therefor  and  all  dissenting  votes  and  the  reasons 
therefor. 

I  regard  that  as  perhaps  one  of  the  most  valuable  and  considerable 
limitations  upon  any  careless  exercise  of  the  authority  that  I  am 
asking  that  you  give  to  a  board  that  is  made  independent. 

Senator  Glass.  And  only  if  it  is  made  independent? 

Mr.  Miller.  Only.  I  stand  by  that  to  the  bitter  end.  I  do  not 
want  to  see.  these  powers  given  in  any  way  that  will  lead  to  careless. 
hasty  decisions  or  to  any  unintelligent  or  improper  use.  I  think  that 
is  a  very  important  safeguard. 

You  are  a  Virginian,  Senator,  and  I  want  to  recall  to  you  what 
you  already  know  but  may  not  have  in  your  mind  at  this  moment— 
a  remark  made  by  a  great  Virginian  of  an  earlier  age,  James  Madi- 
son, in  the  debates  on  the  establishment  of  the  Treasury  Department. 

Senator  Glass.  He  is  alleged  to  have  written  the  Constitution  that 
we  once  had. 

Mr.  Millkr.  Correct — well.  I  think  we  still  have  it;  but  it  is  like 
the  skin  on  a  boy's  body;  it  has  got  to  grow  as  the  boy  grows. 

A  question  was  raised  as  to  the  nature  of  the  safeguards  that  could 
be.  set  up  to  insure  that  the  Secretary  of  the  Treasury  would  prop- 
erly discharge  Ids  responsibility.  I  have  never  forgotten  Madison's 
reply.  He  went  througii  a  number  of  things,  and  finally  he  came  to 
this  and  said: 

filially,  re) mt at I< m.  There  is  no  species  of  property  for  which  men  hare  i 
more  jealous  regard  llian  [heir  good  reputations. 

I  think  that  is  one  of  the  tilings  that  you  men  must  rely  upon  in 
this  act. 
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I  am  not  <»oing  to  pet  through  this  morning,  Mr.  Chairman. 

Senator  Town  send.  Are  you  going  to  meet  this  afternoon? 

Senator  Glass.  I  think  it  is  a  vital  requirement  that  we  hear  such 
testimony  as  Dr.  Miller  is  giving  and  as  others  have  given  and  as 
others  desire  to  give;  but  I  am  being  pressed  by  the  chairman  of  the 
committee  to  cut  the  hearings  short  and  to  report  the  bill. 

Senator  Townsend.  I  do  not  think  we  can  afford  to  cut  Dr.  Miller 
short  in  the  midst  of  his  testimony. 

Senator  Glass.  No  ;  I  do  not  want  to.  I  want  to  hear  all  he  has  to 
say.  and  some  other  members  of  the  Board  also. 

Can  vou  come  back  at  2  o'clock,  Dr.  Miller? 

Mr.  Miller.  Any  hour  you  suggest,  Mr.  Chairman. 

Senator  Glass.  Two  o'clock? 

Mr.  Miller.  Yes. 

Senator  Glass.  Shall  we  meet  here  or  over  in  the  room  of  the 
Appropriations  Committee? 

Senator  Townsend.  In  the  Appropriations  Committee  room,  I 
would  think. 

Senator  IinLKLET.  Yes;  I  would  rather  meet  over  there. 

Senator  Glass.  Come  back,  then,  please,  at  2  o'clock  in  the  Appro- 
priations Committee  room. 

(Whereupon,  at  12:20  p.  m.,  a  recess  was  taken  until  2  p.  m.,  to 
meet  in  the  committee  room  of  the  Senate  Committee  on  Appropria- 
tions in  the  Capitol.) 


The  subcommittee  resumed  at  2  p.  m.,  in  the  Capitol,  on  the  expi- 
ration of  the  recess. 

Senator  Glass  (chairman  of  the  subcommittee).  We  will  resume. 
You  may  go  ahead  with  your  statement,  Dr.  Miller. 

STATEMENT  OF  ABOLPH  C.  MILLER,  MEMBER  OF  THE  FEDERAL 
RESERVE  BOARD,  WASHINGTON,  D.  C— Resumed 

Mr.  Miller.  The  first  thing  I  will  take  up  this  afternoon  are  those 
provisions  of  the  Senate  bill  and  of  the  House  bill  that  contemplate 
a  chance  in  the  status  of  the  chairmanship  and  the  governorship  of 
Federal  Reserve  banks  by  consolidating  the  two.  In  other  words, 
abolishing  the  separate  position  of  chairmanship  and  combining 
it  with  the  office  of  governor.  And,  likewise,  certain  changes  in 
the  tenure  of  office  of  various  class  C  directors  of  Federal  Reserve 
banks. 

Senator  Glass.  I  would  be  obliged  if  you  would  furnish  me  with 
a  copy  of  these  proposed  amendments. 

Mr.  Miller.  I  will  do  so.  What  I  now  hand  you  is  in  the  shape  of 
an  amendment  to  H.  R.  5357  and  S.  1715.  Strike  out  everything 
commencing  with  line  19,  on  page  38  (S.  1715),  through  and  includ- 
ing line  22,  on  page  40,  and  substitute  the  following: 

Class  C  directors  shall  be  upiwilnted  by  tlie  Federal  Reserve  Board,  anil  oue 
of  them  shall  be  designated  by  the  Federal  Reserve  Board  as  chairman  of 
the  board  of  directors.  The  chairman  shall  be  the  hlRheat  official  of  the  bank, 
shall  preside  at  all  meetings  of  the  board  of  directors  at  which  he  Is  present. 
and  may,  at  his  discretion,  exercise  supervision  over  the  bank  and  Its  officers. 
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He  shall  be  a  man  of  outstanding  and  tested  character  and  experience  and  stall 
be  eminently  qualified  to  give  effective  representation  to  the  point  of  vies  rf 
the  public  Interest  In  all  matters  pertaining  to  the  policies  and  operation!  of 
the  Federal  Reserve  bank  and  shall  commit  with  and  be  consulted  by  nt 
Federal  Reserve  Board  from  time  to  time  respecting  such  matters.  He  toil 
receive  en  annual  compensation  to  be  fixed  by  the  Federal  Reserve  Bout 
and  paid  monthly  by  the  Federal  Reserve  bank  to  which  he  is  deslgnswi 
One  of  the  directors  of  class  C  shall  be  appointed  by  the  Federal  Reserve  Baud 
as  deputy  chairman  and  ehall  preside  at  meetings  of  the  board  ot  direasn 
in  the  absence  of  the  chairman.  In  the  absence  of  both  the  chairman  and  * 
deputy  chairman  the  third  class  0  director  ahull  preside  at  meetings  of  tit 
board  of  directors. 

The  last  few  lines  read: 


He  is  described  in  the  House  bill  as  the  "chief"  executive  officer 
[reading] : 

The  governor  shall  be  appointed  by  the  board  of  directors.  He  may  it 
appointed  by  the  Federal  Reserve  Board  as  one  of  the  class  V  director*  uf  tkt 
bank — 

Instead  of  making  it  obligatory  this  would  make  it  optional  with 
the  Board.     [Continues  reading:] 

but,  in  such  event,  bis  term  of  office  as  class  C  director  shall  terminate  wbcn 
he  ceases  to  be  governor  of  the  bank.  For  each  Federal  Reserve  bank  th» 
shall  be  appointed  annually,  in  the  same  manner  as  the  governor,  a  vice  (ov- 
ernor,  who  shall,  in  the  absence  or  disability  of  the  governor,  or  during  ail 
vacancy  in  the  office  of  governor,  serve  as  the  active  executive  officer  of  tte 
bank.  Whenever  a  vacancy  shall  occur  in  the  office  of  either  the  governor  t» 
vice  governor  of  n  Federal  Reserve  bank,  it  shall  be  filled  In  the  manner  pro- 
vided for  original  appointments ;  and  the  person  so  appointed  shall  hold  office 
until  the  expiration  of  the  term  of  his  predecessor. 

Effective  ninety  days  after  the  enactment  of  the  Act  containing  this  amend- 
ment, the  office  of  Federal  Reserve  agent  shall  be  abolished  and  the  terms  of 
office  of  the  present  Incumbents  of  the  position  as  class  G  directors  and  chair- 
men of  the  boords  of  directors  shall  terminate;  but  they  shall  he  eligible  fM 
reappointment,  in  the  discretion  of  the  Federal  Reserve  Board,  as  class  C 
directors  and  chairmen.  Hereafter  the  duties  prescribed  by  law  for  the  Fed- 
eral Reserve  agent  shall  be  performed  by  such  person  or  persons  as  the  Federal 
Reserve  Board  shall  designate. 

No  class  A  director  shall  serve  continuously  for  more  than  one  full  tun 
of  three  years,  except  that  a  class  A  director  elected  to  fill  an  unexpired  term 
may  be  reelected  and  may  serve  for  the  next  full  term.  No  class  B  director 
shall  serve  continuously  for  more  than  two  consecutive  full  terms  of  three 
years  each,  except  that  a  class"  B  director  elected  to  fill  an  unexpired  term  mu 
be  elected  to  serve  the  next  two  full  terms  of  three  years  each. 

The  present  bill  provides  that  no  director  shall  serve  for  more 
than  6  years. 

Senator  Glass.  And  you  provide  that  they  shall  serve  how  longl 

Mr.  Miller.  I  recommend  that  the  bank  directors  be  permitted  to 
serve  only  a  single  term  of  3  years.  That  is  in  vogue  in  two  Federal 
Reserve  banks  now,  and  it  works  well. 

Senator  Glass.  Suppose  we  were  to  enact  a  law  that  no  Member  of 
the  House  of  Representatives  should  serve  more  than  one  term ;  whit 
sort  of  legislation  do  you  think  we  would  have? 

Mr.  Miller.  Well,  of  course,  this  is  not  a  legislative  bodv.  This 
is  an  operating,  or.  at  the  most,  an  administrative,  body,  and 

Senator  Glass  (interposing).  That  is  true:  hut  I  have  heard  it 
said  repeatedly  by  members  uf  various  Federal  Reserve  bank  hoards 
that  it  takes  a  year  for  a  member  to  know  what  it  is  all  about. 
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Mr.  Miller.  That  is  true.  That  is  the  reason  why,  in  contradis- 
tinction to  the  Senate  bill  and  the  bill  as  passed  by  the  House,  I  have 
removed  the  restriction  of  6  years  upon  class  C  directors.  I  look  at 
the  thing  in  this  way :  We  do  not  want  a  specific  banking  influence 
to  overawe  the  operations  and  decisions  of  Federal  Reserve  banks. 
That  has  been  one  of  the  troubles  in  the  case  of  certain  Federal 
Reserve  banks.  That  was  undoubtedly  true  of  the  Chicago  district, 
where  continuously  from  the  inception  of  the  System  until,  I  think, 
1931  the  leading  influence  in  that  bank  was  the  president  of  the 
largest  bank  in  the  city  of  Chicago,  a  class  A  director. 

Senator  Glass.  Was  that  George  M.  Reynolds! 

Mr.  Miller.  Yes;  and  that  is  not  the  only  instance,  but  it  is  the 
most  outstanding  one. 

Senator  Glass.  Well,  it  is  quite  exceptional,  is  it  not! 

Mr.  Miller.  It  is  not  exceptional.  There  are  many  cases,  but  I 
think  that  one  is  exceptional,  perhaps,  in  this  way 

Senator  Glass  (interposing).  Exceptional  does  not  always  mean 
exclusive,  but  it  is  not  the  general  practice,  is  it  I 

Mr.  Miller.  It  is  not  the  general  thing ;  no.  But  I  think  the  posi- 
lion  that  was  taken  by  the  New  York  member  banks  at  the  inception 
of  the  Federal  Reserve  System  that  there  should  not  be  anything 
in  the  nature  of  perpetuity  of  control,  or  even  a  semblance  of  it, 
and  that  therefore  there  should  be  a  change  every  3  years,  was  and 
has  been  a  very  beneficial  thing  in  the  organization  of  that  bank. 
And  my  recollection  is  that  from  the  beginning  of  the  System,  or 
very  soon  thereafter,  the  Atlanta  bank  adopted  the  same  system,  and 
it  has  worked  there  well,  very  well;  and  I  think  we  feel  it  in  visit- 
ing those  boards  of  directors  when  they  are  in  session.  You  will  see 
a  notable  difference  in  those  banks  where  there  has  been  a  long  con- 
tinuance in  the  position  of  director  by  a  leading  banker  of  the 
district,  who  rather  overawes  the  others.  It  may  not  be  that  he 
dominates  the  bank  in  any  conscious  way,  but  the  other  members 
show  a  tendency  to  defer  to  him  on  banking  matters,  and  on  matters 
that  are  not  banking  matters  but  which  they  think  are  banking 
matters,  because  he  has  positive  views.  So  that  I  think  that  is  a 
good  restriction. 

Kow,  when  it  comes  to  class  B  directors,  I  would  not  object  to  a 
longer  term  of  service.  It  takes  a  good  3  years  before  a  good  class  B 
director  gets  fairly  oriented  and  is  willing  to  speak  up  at  meetings 
and  take  a  position.  And  certainly  he  should  be  given  a  term  of 
not  less  than  6  years.  The  advantage  of  giving  a  longer  term  to 
my  mind  would  be  this:  I  feel  it  most  important  that  the  class  C 
directors  should  be  the  weightest  and  best  men  you  can  possibly  get. 
I  would  put  no  restriction  upon  the  length  of  their  term  of  service. 
I  would  leave  that  to  the  discretion  of  the  Board. 

While  it  is  true  that  some  men  have  been  continued  in  office  in 
that  position  beyond  what  is  altogether  desirable,  I  think  in  view  of 
the  great  responsibility  that  the  Board  is  going  to  have  under  this 
act  that  that  need  not  be  feared  for  the  future. 

Now,  in  getting  good  class  B  directors,  and  particularly  if  you 
should  feel  disposed  to  let  their  term  of  service  run  to  at  least  9 
years,  the  Board  has  the  opportunity  as  a  vacancy  does  ockvk  vei 
class  C  of  directorships,  or  if  it  wants  to  make  a  mym\\»«,,  to  io  «»> 
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And  if  there  is  a  well-qualified  and  experienced  man  among  the 
class  B  or  business  directors  of  a  bank,  whether  he  is  a  merchant,  i 
farmer,  or  a  manufacturer,  they  can  pick  that  man. 

Senator  Glass.  And  transfer  him  to  a  class  C  directorate,  do  yoa 
mean! 

Mr.  Miller.  Yes.  That  is  what  we  did  with  Owen  D.  Yoont 
He  began  as  an  elected  director  and  then  was  selected  by  the  Board 
as  a  class  C  director.  If  I  had  thought  of  it  I  would  have  brought 
down  here  this  afternoon  and  introduced  into  your  record  a  letter 
that  Mr.  Young  wrote  to  the  Board  at  that  time,  but  the  purport  of 
it  was  that  as  a  class  C  director  he  said  he  would  feel  an  even  greater 
sense  of  responsibility  for  the  welfare  of  the  bank  than  as  an  elected 
class  B  director,  representing  more  or  less  the  member  banks. 

I  think  in  that  way  though  the  directors  appointed  by  the  Federal 
Reserve  Board  would  be  a  minority  in  number,  they  would  be-  • 
very  strong  influence,  perhaps  a  dominating  influence,  as  regards  all 
of  the  weightier  matters  concerning  the  broader  field  of  policy  ud 
the  general  public  relations  of  then-  respective  institutions.  I  ad- 
vocate that,  therefore,  very  strongly ;  and  hope  that  as  the  legislation 
emerges  there  will  be  no  restriction  put  upon  the  service  of  class  C 
directors.  We  have  had  some  men  that  under  the  operation  of  the 
law  I  think  would  have  meant  a  very,  very  grievous  loss  to  the 
Federal  Reserve  System  if  that  were  so.  I  know  there  are  boards 
here  in  Washington,  and  I  know  there  have  been  members  on  the 
Federal  Reserve  Board,  that  have  felt  it  is  desirable  not  to  hire 
strong  men  on  Federal  Reserve  banks.  But  I  feel  the  other  way.  I 
feel  it  is  desirable  to  have  very  able  men  there,  men  who  can  put  the 
Board  on  its  mettle.  None  of  our  problems  are  100  percent  clear  of 
solution  or  simple,  and  through  contact  and  discussions  I  believe 
eventually  will  come  sound  determinations,  as  sound  as  you  can  expect 
to  get  from  fallible  human  beings. 

Now,  as  to  the  chairmanship:  I  think  it  is  most  important  thit 
the  position  should  be  kept  alive,  only  however  as  chairman.  Pur- 
suing the  thought  a  little  bit  further  here  is  what  I  would  say:  That 
as  men  moved  upward  from  the  position  of  class  B  directors,  sup- 
posing that  you  fill  the  class  C  directors  from  men  who  distinguished 
themselves  us  class  B  directors,  I  feel  that  there  should  be  designated 
as  chairman  of  the  board  of  a  bank  a  man  of  ripe  experience,  a 
man  of  wisdom,  a  man  who  is  familiar  with  the  problems,  who 
knows  his  way  around,  and  generally  speaking  that  involves  in  my 
judgment  a  man  of  very  much  bigger  mental  caliber,  and  certainly 
of  bigger  stature  as  a  man,  than  you  can  ordinarily  expect  to 
command  for  the  position  of  active  executive  officer  of  a  Reserve 
bank.  I  think  his  presence  merely  at  directors'  meetings,  sitting 
at  the  head  of  the  table,  would  do  an  immense  deal  to  give  elevation  or 
thought  and  purpose  and  spirit  to  the  meetings  of  boards  of  directors 
of  Reserve  banks. 

I  think  there  are  in  this  country,  in  every  district,  men  in  the 
business  world,  men  who  have  built  up  and  developed  great  organ- 
izations and  who  have  done  it  honorably  as  well  as  honestly,  who 
have  some  sense  of  social  obligation,  who  have  something  "of  the 
outlook  of  the  man  animated  by  a  sense  of  public  responsibility 
and  of  honesty,  who  can  be  found  to  be  put  in  the  chair  of  each 
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:  of  the  Federal  Reserve  banks.  I  should  like  to  see  those  men  in 
:  the  chair,  and  I  think  it  would  be  one  of  the  best  guarantees  we 
could  possibly  get  for  a  better,  broader,  more  publicly  inspired 
administration  of  the  banks. 

Let  me  tell  you  here  just  a  little  instance  and  you  can  judge  whether 

you  want  it  on  your  record  or  not.     There  occurred  a  vacancy  in  the 

i  Buffalo  Reserve  Bank  last  winter.     I  happened  to  be  on  the  New  York 

committee,  and  in  casting  about  for  a  man  to  fill  the  vacancy  I  came 

upon  the  name  of  Chief  Judge  Pound,  who  was  just  retiring  from 

:  the  New  York  Court  of  Appeals.    I  was  satisfied  that  if  that  man 

.  were  available,  although  he  was  not  technically  a  banker,  he  would 

make  a  most  admirable  man  to  introduce  into  the  bank  at  Buffalo, 

;  with  a  view  to  bringing  him  down  on  the  board  of  the  Federal  Reserve 

'■  Bank  of  New  York  when  and  if  a  vacancy  should  occur.     I  felt  that 

a  man  of  his  distinction,  wide  experience,  and  outlook  would  be  an 

admirable  counterpoint  to  any  petty  or  narrow  banking  point  of  view 

who  would  activate  the  meetings  merely  by  his  presence  whether  he 

said  very  much  or  very  little  or  spoke  only  at  times.    I  am  reminded 

that  the  Federal  Reserve  institution,  though  not  governmental,  is 

vested  with  a  type  of  serious  public  interest,  and  I  should  like  to  see 

that  done. 

They  used  to  use  the  expression,  in  the  case  of  the  Bank  of  England, 
"  passing  the  chair  ",  when  men  would  gradually  come  along  through 
experience  and  had  qualified  and  made  good  would  eventually  occupy 
the  chair  of  Governor  of  the  Bank  of  England.  I  think  a  large  part 
of  the  success  of  the  Bank  of  England  was  due  to  that.  It  is  a  re- 
markable fact  that  ought  never  to  be  lost  sight  of,  particularly  in 
America  at  this  juncture,  though  that  institution  is  as  private  as  the 
law  could  make  an  institution  private,  it  has  for  at  least  three-quarters 
of  a  century  been  animated  by  perhaps  the  most  vivid  sense  of  public 
responsibility  of  any  institution  in  the  world,  I  do  not  care  whether 
the  institution  is  governmental  or  whether  it  is  nongovernmental. 
It  has  been  an  institution  of  national  service,  operated  and  governed 
by  men  who  are  keenly  alive  to  the  importance  of  their  powers  and 
responsibilities  and  who  are  to  be  largely  credited  with  the  magnificent 
performance  that  Great  Britain,  and  particularly  the  London  financial 
market,  has  given  all  through  a  period  of  at  least  three-quarters  of  a 
century. 

I  see  no  reason  why  we  should  not  undertake  to  open  a  path  by 
which  we  can  gradually  emerge  toward  that  goal  in  this  country. 
My  suggestion  therefore  is  that  this  position  of  chairman  be  conse- 
crated to  that  type  of  service  now.  I  would  have  in  mind  in  this 
thought  that  such  chairman  should  be  in  no  sense  a  functionary  of  the 
bank.  He  could  be  a  man  in  active  business  life.  He  should  nave  no 
routine  functions.  I  have  stated  here  "  a  compensation  ",  and  what 
I  have  in  mind  is  rather  an  honorarium,  something  or  perhaps  noth- 
ing. I  think  the  men  of  the  kind  you  want  would  feel  themselves 
only  too  happy  and  greatly  honored  to  be  invited  to  step  into  a 
position  of  that  kind  of  public  responsibility  even  though  they  held 
no  appointment  technically  governmental  in  its  character.  I  think 
that  at  conferences  with  the  Federal  Reserve  Board,  and  its  confer- 
ences with  them,  they  would  be  most  helpful  in  every  way,  and  that 
the  public  relations  of  the  Federal   Reserve  banks  in  the  several 
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districts,  as  well  as  in  the  country  as  a  whole,  would   be  vastly 
improved. 

Now,  Mr.  Chairman,  are  there  any  questions  on  that? 

Senator  Glass.  Dr.  Miller,  I  think  you  have  gotten  to  be  rigfc 
much  of  an  idealist. 

Mr.  Miller.  You  think  I  have? 

Senator  Glass.  I  think  you  will  experience  a  great  deal  of  difficult; 
in  finding  men  of  that  sort  who  would  serve  without  compensatita. 
But  you  may  go  ahead  with  your  statement. 

Mr.  Miller.  Well,  they  have  had  that  sort  of  men  in  some  otto 
countries,  why  not  here? 

Senator  Glass.  Well,  never  mind.    We  will  talk  about  it  bel 
the  bat. 

Mr.  Miller.  I  will  be  glad 

Senator  Couzens   (interposing).  Let  us  go  on  with  your  i 
suggestion. 

Mr.  Miller.  The  provision  for  compensation  is  there,  and 
thought  is  that  it  should  not  be  made  an  inducement.  I  think 
will  find,  gentlemen  of  the  committee,  that  its  occupant  in  time,  _ 
in  no  very  long  period  of  time,  will  come'  to  consider  it  one  of  th 
greatest  honors  to  be  sought  by  American  business  men  of  disuse 
tion.  There  are  in  the  circle  of  men  I  know  or  know  of,  a  area 
many  unassuming  men  but  men  of  ability  and  broad  expencMt 
whom  I  think  could  be  induced  to  take  a  position  of  this  kind  oi 
who  would  discharge  the  responsibilities  splendidly,  eminently,  be- 
cause they  would  feel  it  was  an  honor  and  something  in  the  1  ' 
of  a  very  much  coveted  recognition  would  develop  out  of  it. 

Senator  Glass.  All  right.  Let  us  go  on  to  the  next  propositi 
that  you  have  to  present. 

Mr.  Milleh.  Now,  I  come  to  the  proposition  of  the  House  bill 
which  is  paragraph  (b)  of  section  204,  which  reads  as  follows: 

It  shall  lie  the  duly  of  the  Federal  Reserve  Board  to  exercise  such  powtam 
It  possesses  In  such  manner  na  to  promote  conditions  conducive  to  bw*   "" 
stability  and  to  mitigate  by  Its  Influence  unstabllizing  fluctuations  in  the 
eral  level  of  production,  trade,  prices,  and  employment,  so  far  as  may  be  dm 
within  the  scope  of  monetary  action  and  credit  administration. 

Senator  Codzens  (interposing).  Well,  do  you  approve  of  it  * 
do  you  not  approve  of  it? 

Mr.  Miller.  I  disapprove  of  it. 

Senator  Glass.  Well,  you  need  not  discuss  it. 

Mr.  Miller.  All  right. 
.  Senator  Couzexb.  Are  you  going  to  offer  a  substitute? 

Mr.  Miller.  Well,  I  have  already,  but  I  have  also  prepared  a 
stitute  method  of  handling  what  I  conceive  to  be  the  problem  hertii 
event  that  there  was  any  likelihood  of  that  objective  being  wi""~ 
into  the  Federal  Reserve  Act. 

Senator  Glass.  I  do  not  think  there  is  any.  But  if  you  have* 
amendment  and  will  hand  it  in  we  will  avail  ourselves  of  it. 

Mr.  Miller.  I  have  an  amendment  here  that  is  pretty  complc 
thought  out. 

Senator  Glass.  If  you  will  let  us  have  it  we  will  take  it  us 
consideration. 
Mr.  Miller.  A1Y  right.    "Here  \\.  ra. 
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For   the  purpose  of  aiding  in   the  establishment  and   maintenance  of  more 
stable  economic  conditions  In  the  United  States,  there  Is  hereby  treated  a  Fed- 
eral  Advisory   Committee    (hereinafter   referred   to   In    this   section    as    "the 
.   Committee'"),  which  shiill  consist  of  five  members  appointed  by  the  President 
of  the  United  States  by  and  with  the  advice  and  consent  of  the  Senate.     The 
-    members  of  the  Committee  shall  be  chosen  with  particular  regard  for  their 
qualifications  for  the  discharge  of  the  duties  Imposed  upon  them  by  this  Act. 
j   Not  more  than  two  members  of  the  Federal  Reserve  Hoard  may  serve  at  the 
same  lime  as  members  of  the  Committee. 

For  the  purpose  of  assisting  the  President  In  the  selection  of  tlie  memlier*  of 
:    the  Commltti'e.  two  lists  of  persons  eminently  qualified  for  membership  thereon 
shall  lie  prepared  and  submitted  to  the   Federal  Reserve   Board  on   or  before 
Octol>er  1.  1935.     Bach  list  shall  Include  the  names  of  not  less  than  five  nor 
,    more  than  fifteen  |>ersona  and  shall  be  accompanied  by  a  memorandum  stating 
the  qualifications  of  each  such  person.     One  list  shall  be  prepared   and   sub- 
mitted by  the  American  Economic  Association  and  one  by  the  twelve  Federal 
Reserve  hanks,  In  accordance  with  procedure  to  be  prescribed  by  the  Federal 
:    Reserve  Board. 

After  careful  consideration  and  such  investigation  as  It  deems  necessary,  the 
'  Federal  Reserve  Board  shall  transmit  such  lists  to  the  President,  shall  advise 
the  President  which  persons  among  those  named  in  such  lists  are,  in  the 
Board's  Judgment,  best  qualified  for  membership  on  the  Committee,  and  shall 
add  thereto  any  nominations  of  its  own  selection.  In  selecting  the  mem  Iters  of 
the  Committee,  the  President  shall  give  due  consideration  to  such  lists,  the 
additional  nominations  submitted  by  the  Federal  Reserve  Hoard,  and  the 
Board's  views  thereon,  but  shall  not  be  required  to  select  Ihe  members  of  the 
Committee  from  such  lists  or  nominees. 

Similar  lists  shall  be  prepared  and  submitted  to  the  President  In  like  manner 
anil  with  like  effect  whenever  any  vacancy  occurs  or  Is  about  to  occur  Id  the 
membership  of  the  Committee. 

Of  the  five  original  members  of  the  Committee,  one  shall  be  appointed  for  a 
term  of  two  years,  one  for  a  term  of  tour  years,  one  for  a  term  of  six  years,  one 
for  a  term  of  eight  years,  and  one  for  a  term  of  ten  years,  and  their  successors 
Khali  be  appointed  for  terms  of  10  years  each,  except  that  a  person  appointed  to 
fill  a  vacancy  created  otherwise  than  by  the  expiration  of  Ihe  term  of  a  member 
shall  serve  for  the  unexpired  term  of  his  predecessor. 

The  itiemlwrs  of  the  Committee  (other  than  those  who  are  at  the  same  time 
members  of  the  Federal  Reserve  Board)  shall  devote  their  entire  time  to  the 
business  of  the  Committee  And  shall  receive  salaries  of  $12,000  per  annum, 
payable  monthly,  together  with  actual  necessary  traveling  ex|>enses.  which  sal- 
arles  and  expenses,  together  with  all  other  expenses  of  the  Committee,  shall  be 
paid  by  the  Federal  Reserve  Hoard  from  the  proceeds  of  assessments  levied  on 
the  Federal  Reserve  banks  In  the  manner  prescribed  by  the  Federal  Reserve  Act 
for  defraying  the  salaries  and  expenses  of  the  Federal  Reserve  Board :  Provided, 
That  the  Committee  shall  annually  submit  a  budget  to  the  Federal  Reserve 
Board,  which  shall  be  subject  to  the  Board's  approval. 

With  the  consent  of  the  Federal  Reserve  Board,  the  committee  may  utilize 
the  services  of  members  of  the  Hoard's  staff;  and,  within  the  limitations  of 
the  budget  approved  by  the  Board,  the  committee  shall  have  authority  to  em- 
ploy and  fix  the  coniiiensatlon  of  such  additional  experts,  assistants,  attorneys, 
clerks,  and  other  employees  as  may  be  deemed  necessary  to  conduct  the  busi- 
ness of  the  committee.  All  salaries  and  fees  of  its  employees  shall  be  fixed  in 
advance  by  the  committee  and  shall  be  paid  In  the  same  manner  as  the  salaries 
of  the  members  of  the  committee. 

Ketired  appointive  members  of  the  Federal  Reserve  Board  may.  In  their  dis- 
cretion ami  wllh  the  consent  of  the  committee,  serve  as  ex-otliclo  members  of 
the  committee.  In  addition  to  the  five  appointive  members;  but  such  ex -officio 
members  of  the  committee  shall  have  mi  vote  and  the  aggregate  amount  of  their 
retirement  pay.  plus  any  conniensatlon  received  from  the  committee,  shall  not 
exceed  $12,000  per  annum. 

It  shall  la*  Ihe  duty  of  the  committee  to  study  (1)  economic.  Industrial,  finan- 
cial, and  monetary  conditions,  the  workings  of  the  banking  system  and  tlie  Fed- 
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erul  Reserve  System,  the  effects  of  United  Stales  Treasury  operations,  the  U« 
relating  to  bunking,  anil  nny  other  factors  which,  in  its  judgment,  may  tttta 
the  stability  of  general  economic  conditions,  ami  (2)  the  methods  of  aidbc 
In  the  establishment  and  securing  the  maintenance  of  more  stable  econcadc 
conditions  in  the  United  Slates.  The  committee  shall  report  its  findings  trrm 
time  to  time  to  the  Federal  Reserve  Board. 

For  the  purpose  of  aiding  in  the  establishment  and  securing  the  malntenuw 
of  more  stable  economic  conditions,  the  committee  shall  also  make  recommafc- 
tlons  to  the  Federal  Reserve  Board  from  time  to  time  with  regard  to  the  H*» 
market  nitrations  and  discount  rates  of  the  Federal  Reserve  banks  and  tie 
reserves  required  to  be  maintained  by  member  banks  of  tlie  Federal  Rem* 
System.  If  adopted  unanimously  by  tin*  members  of  the  committee  hoidtaj 
office  at  the  time,  the  Federal  Reserve  Board  shall  proceed  to  put  such  recom- 
mendations into  effect,  unless  they  be  disapproved  unanimously  by  all  mendes 
of  the  Federal  Reserve  Board  holding  office  ut  the  time. 

If  the  recommendations  of  the  committee  be  not  adopted  by  unanimous  vote, 
a  full  statement  of  the  reasons  for  such  recommentta Linus  mid  full  statement) 
of  the  views  of  the  minority  members  of  tin-  committee  and  the  reasons  that- 
for  shall  be  communicated  in  writing  to  the  Federal  Reserve  Board.  After 
reviewing  such  recommendations  and  tile  reasons  of  the  majority  and  minorit! 
for  and  against  the  same,  the  Federal  Reserve  Board  shall  set  a  dote  fori 
hearing  at  which  the  members  of  the  committee  shall  appear.  At  such  be*r- 
lng  each  member  of  the  committee  shall  he  given  an  opportunity  to  «** 
fully  his  reasons  for  or  against  the  recommendations  ol'  the  committee  ui 
Shall  answer  all  questions  pertaining  thereto  propounded  by  llie  in  embers  at 
the  Federal  Reserve  Board. 

Following    such    hearing,    the    Federal    Reserve    Board    shall     again    refit* 
the  recommendations  of  the  committee*  and,  within  u  reasonable  time,  slul 
either   approve   or    disapprove   the    recommendations    of   the    committee,   wIEkt, 
sucli  mod  incut  ions  as  the  Board   may  deem   to   Lie   in  the   public   interest, 
the  recommendations  of  the  committee  be  approved  by  the  Federal  Re 
Board,  the  Federal  Reserve  Board  shall  proceed  to  put  tliein  into  effect, 
such  modifications  as  it  deems  advisable. 

The  committee  shull  not  make  public  any  of  its  recommendations  i 
or  the  results  of  any  of  its  studies  or  nny  .it her  information  in   lis  p 
but  the  Federal  Reserve  Board  shall  publish  oil  ftailinRS  "ml   rwmninendgttoatj 
of  the  committee  and  statements  of  the  Board's  actions  thereon,   in  the 
annual  rei«irts  to  Congress  In  supplements  thereto,  or  in  the  Federal 
Bulletin. 

I'lHin  the  comyletion  of  the  building  which  toe  Federal  Reserve  Hoard 
been  authorized  to  erect  for  its  use,  ii  may  assign  quarters  therein  for 
use  of  the  committee. 

The  Federal   Reserve   Board,   the   Federal    Reserve   hanks,,   the   Secretary 
the   Treasury,   the   Reconstruction   Finance   Corporation,  the   Federal   ~— 
Insurance   Corporation,    (he   Comptroller   <■(    the    Currency,    the    C 
of   Internal    Revenue,   the   United   Slates   Tariff   Commission,   the 
Customs,  and  nil  other  officers,  employees,  departments,  bureaus. 
missions,   independent  establishments,   un<l   auencies  of   tlie    Lulled   S> 
authorized  and   directed  to  make  available  to  the  committee  :>uy   inf 
in   rlieiv   ini-scssii'ii   which   the  committee  may   require  for   the  [n^rfoi 
Its  duties  under  this  act. 


Well.  Senator  Glass,  that  pretty  nea 
Senator  Glass.  This  is  the  amend 
Mr.  Miller.  This  is  an  alter 

this  paragraph  which  I  was  ' 

would  impose  upon  the  Fede 

and  if  the  Congress  of  tl 

problem  of  economic  stal 

from  that,  that  would 

System  from  any  sha 

included  in  the  form 

connection  with  a  " 
Senator  Gl. 

that.    But,  Dr. 


ly  finishes  what  I  hav 
it,  do  you  tin 
Union  for  the  orobif. 

Mllll     tlW    II. .1 

Ido  not  n«i 
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posed  arbitrary  right  of  the  Federal  Reserve  Board  to  change  the 
reserves  whenever  and  to  any  extent  that  it  pleases? 

Mr.  Miller.  No;  not  specifically,  I  think;  only  by  a  passing 
reference. 
Senator  Glass.  All  right. 

Mr.  Miller.  Yon  may  recall  that  in  1816  or  1917  the  then  Federal 
Reserve  Board  prepared  and  requested  that  such  an  amendment  to  the 
Federal  Reserve  Act  be  passed,  to  confer  upon  us  that  power.  I  am 
certain  as  to  the  fact  and  the  content,  but  am  a  littlo  uncertain  as  to 
the  date.  I  am  not  sure  that  it  was  made  in  1916,  but,  at  any  rate,  it 
had  its  inception  in  the  Board  in  1916. 

We  had  a  situation  then  where  gold  was  coming  into  this  country 
through  vast  purchases  by  the  warring  governments  in  Europe,  and 
we  felt  there  was  great  danger,  and  subsequent  events  demonstrated 
the  truth  of  our  fear,  that  the  situation  would  get  out  of  control.  And 
we  knew  of  no  method  at  that  time  by  which  we  could  probably  mure, 
effectively  counteract  it  than  by  being  able  to  raise  the  reserves. 

Now,  looking  at  the  situation  that  will  be  left  when  this  depression 
terminates,  we  will  have  an  enormous  amount  of  redundant  money 
in  this  country,  even  supposing  that  there  is  no  further  monetary 
legislation  increasing  the  already  available  or  potential  supply.  And 
I  do  not  think  that  the  two  and  a  half  billion  dollars  of  Government 
bonds  that  we  hold  would  prove  a  very  available  method  for  counter- 
acting any  inflationary  influence  if  and  when  it  develops,  and  it  will 
develop  1  do  not  for  one  moment  doubt  in  my  own  mind.  It  is  going 
to  develop,  all  right.  We  have  outstanding  now  almost  two  and  a 
half  billion  dollars,  certainly  over  $2,300,000,000,  of  excess  reww 
that  in  some  way  have  to  be  recovered  in  part  when  business  tF** 
again  to  get  its  stride. 

Senator  Glass.  Well,  they  are  only  available  for  busiM* 

poses 

Mr.  Miller  (interposing).  They  are  available  for  „ 

Senator  Glass  (continuing).  In  response  to  the  demand*1** 
Bxisting  law  of  commerce,  industry,  and  agriculture. 

Mr.  Miller.  Under  the  terms  of  the  new  Hanking-'      *  n 

s  Board  is  equipped  with  powers  that   it  iliil   not  r  ;ie 

ifore  to  restrain  the  banks  from  the  improper  usi>  i 
credit,  used  fur  speculative  purposes.  It  tiai  " 
8  responsibilities  under  the  terms  of  the  Securit  oua 

»s.h  (interposing).  That  I 
t  what  we  speak  of  as  litftir ii 
,  Tlu.t  i-  right.     Beyond  that 
...  -Hooked,  although  I  hart  » 

.,■,:    ,...,,,,,..    i    ■!-.;.  '  have—-*' 

:!;..-,.         [■!■":  hi1:  ~ 

^s^H  i,  i,        nvtaiuv 
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Act,  and  innumerable  other  things,  upon  the  supposition  and  in  some 
cases  upon  the  direct  assurance  that  they  would  not  be  used,  but  thtj 
have  been- used  and  are  being  used,  and  misused  at  that,  too. 

Mr.  Miller.  Well,  I  would  suggest  there  that  I  doubt  whether  in 
any  Federal  Reserve  set-up  of  which  I  have  been  a  member,  a  power 
of  that  kind  would  be  used,  if  at  all,  except  under  the  pressure  of 
pretty  strong  compulsion.  I  would  suggest  that  it  might  be  covered 
here  again  by  requiring  the  affirmative  votes  of  a  certain  number  of 
members  of  the  Board  so  as  to  make  a  test  of  the  necessity  to  resort  to 
that  rather  drastic  means  of  control,  to  make  it  clear  and  beyond  i 
reasonable  doubt. 

Senator  Bclkley.  I  should  like  to  ask  whether  in  the  form  as  pro- 
vided in  this  bill,  and  in  the  bill  as  it  passed  the  House,  you  think  it 
might  have  any  effect  of  disturbing  the  equinimity  of  bankers,  just » 
know  that  there  is  such  a  power  on  the  part  of  the  Federal  Reserve 
Board. 

Mr.  Miller.  It  might,  but  I  do  not  think  seriously.  Our  main 
difficulty  in  this  country  is  not  that  we  will  restrain  but  that  we  will 
not  restrain. 

Senator  Glass.  It  is  a  power  to  begin  with  that  would  enable  the 
Board  to  destroy  the  credits  in  one  Federal  Reserve  district  and 
expand  credits  in  another. 

Mr.  Miller.  Well,  I  would  not  be  at  all  averse  to  having  it  apply 
uniformly  over  the  whole  country  if  it  is  to  apply  at  all.  On  the 
contrary,  I  think  that  would  be  the  more  logical  way  to  do  it. 

Senator  Btjlkley.  And  if  a  banker  were  to  tell  you  he  would  be 
disturbed  by  it  and  would  not  know  exactly  what  reserves  to  build 
up,  you  just  would  not  believe  him;  is  that  it? 

Mr.  Miller.  It  would  not  disturb  me  if  I  was  a  banker  and  know- 
ing what  I  know. 

Senator  Glass.  But  every  banker  has  not  your  equilibrium. 
[Laughter.] 

Mr.  Miller.  It  is  going  to  require  some  compunction  and  some 
character,  and  I  should  say  some  courage,  to  raise  the  reserves  of 
the  banks  of  this  country  unless  indications  point  clearly  to  its  neces- 
sity. My  fear  would  be  that  it  might  encourage  the  mistake  of 
making  the  Federal  Reserve  Board  feel  that  because  it  has  a  stick  of 
dynamite  it  can  pull  out  at  any  time  it  would  not  pull  it  out  until 
it  was  too  late  to  do  anything  with  it.  I  mean  that  it  might  create 
a  false  sense  of  security. 

Senator  Glass.  Well,  if  that  is  all.  Dr.  Miller,  we  are  very  greatly 
indebted  to  you  for  your  testimony.  It  has  been  very  enlightening 
to  us. 

Mr.  Miller.  There  is  one  further  thing  I  want  to  call  your  atten- 
tion to  that  I  have  not  mentioned  so  far,  and  that  is  the  new  position 
that  the  United  States  Treasury  has  in  recent  years  come  to  assume 
ns  a  factor  in  the  money  market,  and  that  is  something  beyond  any- 
thing in  extent  that  we  have  ever  had  before.  I  have  just  looked  up 
to  see  what  the  powers  of  the  Treasurv  are  to  increase  or  decrease 
member-bank  reserves  and  deposits.  Mr.  Thomas  has  made  certain 
computations  and  assembled  certain  material  for  me.  In  the  matter 
of  increasing  reserves  it  has  the  power  now  to  issue  $vl.(M)O.OO0.lWl> 
of  greenbacks.  And  it  has  about  1.8(XUX)0,000  of  stabilization  fund* 
with  Reserve  banks  which  it  can  use 
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Senator  Glass  ( interposing) .  Which  it  took  from  its  owners. 

Mr.  Miller.  There  would  be  two  vast  sources  of  inflation;  and 
when  you  realize  that  things  are  moving  in  their  ordinary  way 
a  dollar  of  reserve  money  multiplies  itself  to  $10,  and  you  can  see 
what  the  Treasury  could  do  there,  that  the  Board  would  be  helpless 
to  counteract  unless  it  is  given  some  authority;  and  I  confess  that 
I  view  the  future  in  that  respect  with  at  least  perplexity.  And  it 
can  issue  more  silver  certificates.  That  again  has  the  same  effect 
as  an  open-market  operation.  It  could  also  further  devalue  the 
dollar  and  spend  the  profits.  That  again  would  be  an  open-market 
operation.  In  other  words,  they  have  the  power  to  go  into  the  open 
market  to  an  extent  that  makes  Federal  Reserve  banks  seem  like  a 
toy  pistol  alongside  the  modern  revolving  six-shooter. 

The  Treasury  has  the  power,  on  the  other  hand,  to  decrease  mem- 
ber banks'  reserves.  It  can  draw  down  its  own  balances  at  com- 
mercial banks  and  transfer  the  proceeds  to  Reserve  banks. 

Senator  Glass.  Well,  any  private  depositor  has  the  power  to  do 
that. 

Mr.  Miller.  Except  that  he  cannot  deposit  it  in  the  Reserve  banks  i 

Senator  Glass.  No. 

Mr.  Miller.  He  cannot  get  rid  of  it  except  by  moving  it  out  of 
the  country.  He  can  take  it  out  in  the  form  of  currency  and  lock 
it  up  or  take  it  out  of  the  country.  The  Treasury  can  do  the  same- 
thing  with  its  trust-fund  balances,  to  the  extent  that  they  are  car- 
ried with  member  banks.  And  it  can  sell  securities  to  the  member 
banks  or  the  public  and  place  the  proceeds  on  deposit  with  Federal 
Reserve  banks. 

These  are  very  extensive  monetary  powers  and  could  be  operated  to 
produce  some  startling  things.  Similarly  the  Treasury  could  in- 
crease the  deposits  of  member  banks  without  the  knowledge  or  coop- 
eration of  the  Federal  Reserve  banks,  by  spending  money  raised 
either  by  sale  of  securities  to  member  or  Reserve  banks,  by  use  of 
stabilization  fund,  by  issue  of  United  States  notes,  or  by  printing 
silver  certificates  against  silver  bullion  already  in  the  Treasury. 

So  that  you  really  have  two  colossal  sources  of  banking  power  in 
the  United  States,  one  being  the  Federal  Reserve  System,  and  the 
other  being  the  Treasury. 

Senator  Mc A doo.  How  was  that? 

Mr.  Miller.  Senator  McAdoo,  I  am  explaining  the  enormous 
power  the  Treasury  has  to  operate  in  the  open  market  now,  quite 
independently  from  the  Reserve  banks,  and  far  more  than  the  power 
that  the  Reserve  banks  themselves  possess.  It  constitutes  a  prob- 
lem in  the  future;  and  to  my  mind,  if  you  want  any  realistic  argu- 
ment against  this  formula  in  the  Federal  Reserve  Act,  yon  have 
it  there:  that  they  can  just  pull  the  ground  out  from  under  us. 

Senator  Glass.  Do  you  know  the  origin  of  that  formula? 

Mr.  Miller.  No. 

Senator  Glass.  Well,  never  mind.    We  will  not  go  into  that. 

Senator  Couzexs.  Mr.  Chairman,  I  think  last  Thursday  or  Friday 
Mr.  Miller  referred  to  some  interference  with  the  Federal  Reserve 
Board,  through  political  officeholders  and  bankers,  and  he  stated,  in 
response  to  a  query  I  made  to  give  us  some  examples,  that  he  would 
be  glad  to  give  it  to  us  in  executive  session.    Now,  if  Mr.  Miller  is 
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through  with  his  statement  for  the  record,  I  should  like  for  the  sub- 
committee to  go  into  executive  session  and  let  us  get  some  of  tint 
information. 

Senator  Glass  (chairman  of  the  subcommittee).  All  right.  The 
subcommittee  will  now  resolve  itself  into  executive  session.  Every- 
body will  retire  except  the  members  of  the  subcommittee  and  Dt. 
Miller,  and  at  the  conclusion  of  the  executive  session  we  will  adjourn 
until  10:30  tomorrow  morning  to  resume  our  bearings  in  room  301 
Senate  Office  Building. 

(Thereupon,  at  2 :  55  p.  m.,  the  committee  went  into  executive  ses- 
sion, and  after  a  short  time  adjourned  to  meet  at  10 :  30  a.  m.  Tuesday. 
May  28, 1935.) 
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tuesday,  hat  28,  1935 

Unjted  States  Senate, 
Subcommittee  of  the  Committee  on 

Banking  and  Currency, 

Washington,  D.  G. 
The  subcommittee  met,  pursuant  to  adjournment  on  Monday,  May 
27,  1935,   in  room  301,  Senate  Office  Building,  Senator  Carter  Glass 
presiding. 

Present :  Senators  Glass  (chairman  of  the  subcommittee) ,  Bulkley, 
Byrnes,  McAdoo,  Townsend,  and  Couzens. 

Present  also :  Senator  Norbeck  of  South  Dakota  and  Senator  Nye 
of  North  Dakota. 

Senator  Glass.  The  subcommittee  will  come  to  order.  We  will  be 
glad  to  hear  from  Mr.  Edward  Elliott. 

STATEMENT  OF  EDWARD  ELLIOTT,  VICE  PRESIDENT,  SECURITY 
FIRST  NATIONAL  RANK  OF  LOS  ANGELES,  CALIF.,  REPRESENT- 
ING THE  BANKERS  ASSOCIATION  OF  SIX  STATES,  CALIFORNIA, 
ARIZONA,  NEW  MEXICO,  OREGON,  IDAHO,  AND  UTAH 

Senator  Glass.  Be  good  enough  to  give  your  name  and  occupa- 
tion to  the  official  reporter. 

Mr.  Elliott.  My  name  is  Edward  Elliott.  I  am  vice  president  of 
the  Security  First  National  Bank  of  Los  Angeles.  I  am  represent- 
ing the  Bankers  Associations  of  six  States,  California,  Arizona,  New 
Mexico,  Oregon,  Idaho,  and  Utah. 

In  appearing  in  behalf  of  the  bankers  associations  of  these  six 
States,  I  beg  to  say  that  my  representation  runs  to  title  I  only  of 
the  bill,  and  it  is  only  to  title  I  that  I  wish  to  address  my  remarks. 
What  I  shall  have  to  say  will  be  confined  to  a  discussion  of  section 
101  of  the  House  bill,  subdivision  8,  in  which  provision  is  made  for 
the  assessment  upon  banks  for  the  Federal  Deposit  Insurance  Cor- 
poration. 

Senator  Townsend.  You  are  referring  to  the  one-eighth  of  1  per- 
cent? 

Mr.  Elliott.  Yes,  sir. 

Senator  McAdoo.  Have  you  cited  the  page  and  line? 

Mr.  Elliott.  I  did  not.  It  is  subdivision  8  of  section  101  of  the 
House  bill,  page  11. 

In  the  bill  tafore  the  Senate  and  in  the  bill  as  it  was  originally 
presented  to  the  House,  die  assessment  provided  for  was  one-twelfth 
of  1  percent  upon  total  deposits  with  the  right  on  the  part  of  the 
federal  Deposit  Insurance  Corporation,  under  certain  circumstances, 
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to  waive  or  remit  one-half  of  the  assessment.  As  the  bill  passed  the 
House  the  provision  was  for  an  assessment  of  one-eighth  of  1  percoa 
of  total  deposits  and  the  assessment  was  made  mandatory. 

The  bankers  associations  of  the  six  States  which  I  represent  hxn. 
I  believe  without  exception,  passed  resolutions  in  opposition  to  the 
assessment  provided  in  the  House  bill.  They  believe  the  assessing 
should  not  be  mandatory  and  that  it  should  not  be  an  eighth.  Thej 
believe  further  that  such  mandatory  assessment  of  one-eighth  k 
neither  necessary  from  the  standpoint  of  the  Corporation  nor  desir- 
able from  the  standpoint  of  sound  banking. 

Though  the  system  under  discussion  has  been  spoken  of  as  u 
insurance  of  deposits,  and  though  the  Corporation  is  called  the  Fed- 
eral Deposit  Insurance  Corporation,  the  contribution  to  be  paid  bs 
the  banks  can  hardly  be  regarded  as  an  insurance  premium,  as  it  is 
not  based  upon  any  actuarial  figures.  At  best,  any  rate  suggested 
may  be  regarded  as  an  estimate  of  the  amount  that  the  banks  can 
afford  to  pay.  As  a  matter  of  fact,  the  insurance  is  now  and  must 
be  for  a  considerable  period  of  years  largely  a  guarantee  on  the  put 
of  the  Government  rather  than  an  insurance  fund  built  up  by 
contributions  from  the  banks. 

When  it  was  suggested  that  an  assessment  of  one-eighth  of  1  per- 
cent of  total  deposits  was  not  necessary  from  the  standpoint  of  the 
Corporation,  there  was  in  mind  the  resources,  actual  and  potential 
of  the  Corporation  and  the  possibility  of  these  resources  being  suf- 
ficient to  meet  any  calls  that  may  reasonably  be  anticipated  will  be 
made  upon  the  Corporation  in  the  next  few  years. 

There  has  been  contributed  to  the  Corporation  by  the  Treasury  of 
the  United  States  and  by  the  Federal  Reserve  banks  approximate 
$800,000,000  and  another  $30,000,000  approximately  has  been  con- 
tributed by  the  banks.  The  bill  before  you  provides  that  the  Cor- 
poration shall  have  the  right  to  issue  notes  and  debentures  in  an 
amount  three  times  the  sum  contributed  by  the  Treasury,  the  Reserve 
banks  and  the  banks  which  are  members  of  the  fund,  and  inasmuch 
as  the  Treasury  may  buy  the  notes  of  the  Corporation  and  may  guar- 
antee their  payment  as  to  principal  and  interest,  the  potential  re- 
sources of  the  Corporation,  should  that  provision  be  included  in  the 
bill  as  passed,  would  approximate  $1,250,000,000. 

Testimony  before  the  House  committee  indicates,  I  believe,  that 
thus  far  the  income  of  the  Corporation  has  taken  care  of  all  demands 
made  upon  it  by  reason  of  the  failures  of  banks.  In  view  of  the 
large  number  of  banks  which  were  closed  and  not  allowed  to  reopen 
in  March  1933.  and  in  view  of  the  tremendous  contributions  made  to 
the  capital  structure  of  banks  through  the  Reconstruction  Finance 
Corporation,  it  seems  reasonable  to  conclude  that  the  next  few  yean 
should  not  witness  many  bank  failures  and,  therefore,  the  actual 
funds  of  the  Corporation  pins  its  potential  resources  should  be  «de- 
(itiate  to  take  care  of  all  failures.  If  we  are  to  anticipate  that  the 
failures,  say.  in  the  next  ")  years  will  bo  in  excess  of  one  and  a  quar- 
ter billion  dollars,  then  indeed  the  prospect  for  the  country  as  I 
whole  is  a  most  discouraging  one.  but  I  for  my  part  am  not  disposed 
to  lie  pessimistic  I  am  hopeful  that  the  soundness  of  the  banking 
system  will  grow  progressively  better. 

In  the  second  place,  the  bankers'  associations  of  the  States  I 
represent  believe  very  strongly  that  the  mandatory  assessment  ot 
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one-eighth  of  1  percent  of  total  deposits  is  most  undesirable  from 
the  standpoint  of  the  banks  themselves.  I  would  not  have  you  be- 
lieve that  the  view  I  am  here  expressing  rests  upon  mere  opposi- 

-  tion  on  the  part  of  the  batiks  to  insurance  of  deposits.    As  you  gentle- 

■  men  well  know,  there  has  been  a  difference  of  opinion  among  the 

-  bankers  themselves  in  regard  to  the  matter,  but  I  think  there  is 
unanimity  of  opinion  among  the  bankers  of  the  States  I   repre- 

-  sent  that  because  of  the  present  low  earnings  of  the  banks,  an  as- 
sessment of  one-eighth  of  1  percent  of  total  deposits  is  entirely  too 
high  and  will  result  in  one  of  two  things,  either  the  payment  of  the 
assessment  out  of  the  capital  funds  of  many  banks  or  the  withdrawal 
of  many  banks  from  the  Deposit  Insurance  Corporation. 

I  am  sure  that  all  of  us  hope  that  the  year  1934  was  not  a  normal 
:   one  from  the  standpoint  of  bank  earnings,  but  so  far  as  my  informa- 

-  tion  and  experience  go,  earnings  thus  far  in  1935  for  the  banks  as  a 
:  whole  are  lower  than  for  the  same  period  in  1934.  Mv  plea  in  behalf 
.  of  the  banks  of  these  sis  States  is  based  upon  the  abnormal  condi- 

■  tions  existing  last  year  and  this  year,  and  the  belief  that  a  perma- 
nent rate  of  assessment  should  not  be  established  when  earnings  are 
so  abnorm&Uv  low.  It  is  true  that  in  1934  write-offs  of  losses  were 
extraordinarily  heavy  and  were  largely  accomplished  through  the 
issuance  of  debentures  or  preferred  stock.  There  are,  however,  few 
who  believe  that  the  banks  will  not  suffer  further  losses  which  must 
be  taken  care  of  and  that  one  of  the  most  urgent  needs  of  our  bank- 
ing system  at  present  is  a  building  up  of  a  permanent  surplus  and 
reserves.  That  this  is  the  view  of  the  framers  of  this  bill  is  evident 
from  the  fact  that  this  bill  before  the  Senate  and  as  passed  by  the 
House  provides  that  all  banks  which  are  insured  must  set  aside  each 
year  one-tenth  of  their  net  earnings  for  the  preceding  6  months  to 
surplus  until  the  surplus  shall  equal  the  capital. 

In  support  of  the  view  I  am  expressing  with  regard  to  the  low 
earnings  of  the  banks  in  the  States  which  I  am  representing,  I  want 
to  present  some  figures  with  respect  to  the  earnings  and  payment 
of  dividends  by  the  State  banks.  I  am  unable  to  supply  the  figures 
for  the  national  banks,  as  I  understand  they  have  not  yet  been  com- 
piled for  the  year  1934,  but  inasmuch  as  the  State  banks  constitute 
about  two-thirds  of  the  membership  of  the  insured  banks,  I  think 
that  the  figures  I  give  for  State  banks  will  be  representative  of  both 
the  State  and  National  banks  in  these  States. 

Senator  Townsend.  You  are  just  speaking  of  the  State  banks  in 
the  six  States  to  which  you  have  referred  ( 

Mr.  Elliott.  Yes;  I  think  the  percentage  applies  to  the  whole 
country,  about  2  to  i. 

In  California  there  are  153  State  banks,  66  of  which  paid  no  divi- 
dends on  their  common  or  preferred  stock  during  the  year  1934,  35 
paid  a  dividend  on  the  preferred  stock  only,  while  52,  or  about  88V3 
percent,  paid  dividends  on  the  common  stock.  In  Idaho  there  are 
35  State  banks,  of  which  30  paid  no  dividends  and  only  5  paid  a 
dividend  on  the  common  stock.  In  Utah  there  are  46  State  banks. 
82  of  which  paid  no  dividends  on  the  common  stock,  29  paid  a  divi- 
dend on  the  preferred  stock,  and  only  14  paid  a  dividend  on  the 
common  stock. 

Senator  TowNSENn.  Is  the  preferred  stock  owned  by  the  Recon- 
struction Finance  Corporation? 
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Mr.  Elliott.  Yes.  It  carries  a  dividend  rate  of,  I  think,  about  J 
percent. 

In  New  Mexico,  there  are  18  State  banks,  of  which  only  1  paid  I 
dividend  on  its  common  stcok,  while  8  paid  dividends  on  preferred 
stock.  I  regret  that  the  figures  for  Oregon  are  not  available.  Tie 
recent  destruction  of  the  State  Capitol  by  fire  destroyed  the  record* 
which  have  not  yet  been  recompiled,  nor  have  I  figures  for  Arisen 
in  which  there  are,  however;  only  seven  State  banks. 

A  summary  of  the  earnings  of  the  insured  State  banks  of  then 
six  States  shows  for  1934  a  net  loss  of  over  $16,000,000,  while  an  n- 
sessment  on  total  deposits  at  the  rate  of  one-eighth  of  1  percent  would 
amount  to  $1,400,000.  In  other  words,  on  top  of  the  deficit  in  1935,  if 
like  1934,  you  would  have  an  assessment  of  $1,400,000. 

Senator  McAooo.  Have  you  any  idea  what  amount  in  the  deficit  it 
represented  by  write-offs? 

Mr.  Elliott.  I  have  the  figures,  Senator  McAdoo,  supplied  as  to  the 
net  earnings  of  the  banks,  the  recoveries,  the  charge-offs,  and  the  M 
additions  to  or  withdrawal  from  surplus. 

Senator  McAdoo.  Can  you  supply  them  for  the  record  9 

(The  data  referred  to  are  inserted  as  follows :) 

Statistics  with  reference  to  all  State  Federal  Reserve  member  banks  ami  SUM 
nonmemiber  banks  whose  deposits  are  insured  in  the  Federal  Deposit  Iiusr- 
once  Corporation,  calendar  year  ISSi 
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Mr.  Elliott,  Yes.  What  I  want  to-  urge  upon  you  in  the  light 
of  these  figures  is  the  fact  that  many  banks,  and  this  applies  to  na- 
tional banks  as  well  as  State  banks,  and  particularly  the  small  banks, 
are  not  now  earning  any  money  in  the  six  States  that  I  represent;  and 
the  prospect  for  any  immediate  change  in  this  situation  is  extraordi- 
narily si ight.  The  question,  therefore,  arises  as  to  the  soundness  of  > 
course  on  the  part  of  Congress  which  would  require  a  considerable 
number  i>f  banks,  if  they  desire  to  remain  insured,  to  make  a  contribu- 
tion oul  of  capital  assets  when  the  Government  has  been  at  such  great 
pains  through  the  Kcconst ruction  Finance  Corporation  to  strengthen 
the  capital  of  the  banks  of  the  Nation  by  purchasing  upward  of  a  bil- 
lion dollars  of  preferred  stock  and  debentures. 

In  the  light  of  the  figures  which  have  been  here  presented  there  is 
the  basis  for  an  argument  in  support  of  the  view  that  the  wise  thin? 
to  do  would  be  to  suspend  the  assessment  against  the  banks  for  it 
least  a  year  with  the  purpose  of  allowing  them  to  strengthen  them- 
selves either  by  adding  to  their  reserves  or  by  further  writing  off  and 
writing  down  their  losses  and  doubtful  assets.  Certainly  there  is  con- 
vincing evidence  that  one-eighth  of  1  percent  of  total  deposits  is  tu 
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too  high.  One-half  of  that  would  be  adequate  for  the  corporation  and 
far  less  harmful  to  the  banks.  One  of  the  purposes  of  the  insurance 
of  deposits  was  to  create  confidence  in  the  public  in  the  banks,  and  I 
think  it  is  generally  admitted  that  this  purpose  has  been  very  largely 
accomplished.  It  hardly  seems  wise  now  to  pursue  a  course  which 
would  result  in  weakening  the  banks  in  which  you  have  sought  to 
create  confidence. 

Senator  McAnoo.  What  would  you  suggest  should  be  done — specifi- 
cally— to  have  a  reduction  to  one-twelfth  of  1  percent  or  one-sixteenth 
of  1  percent  ? 

Mr.  Elliott.  I  should  like  to  make  this  clear,  that  I  am  not  speaking 
for  my  individual  bank  in  this  situation,  nor  am  I  speaking  primarily 
for  the  large  banks.  I  am  speaking  primarily  on  behalf  of  the  small 
banks  out  in  the  country  districts  that  are  having  a  very  difficult  time 
making  enough  money  to  take  care  of  normal  losses  under  these  con- 
ditions. My  suggestion  here  is  not  any  rate,  but  a  suspension  of  any 
assessment  for  1  year. 

Senator  MoAdoo.  Suppose  that  were  not  done;  what  is  the  maxi- 
mum that  you  are  prepared  to  say  should  be  assessed  for  1  year  ? 

Mr.  Elliott.  One-eighth  of  1  percent  is  the  amount  set  by  the 
House.  One-twelfth  of  1  percent  was  recommended  as  adequate  by 
the  chairman  of  the  Board  of  the  Federal  Deposit  Insurance  Cor- 

e ration.  I  think  the  banks  that  I  represent  certainly  feel,  and  I 
lieve  they  have  so  expressed  themselves  almost  unanimously,  that 
even  one-twelfth  is  more  than  they  should  be  required,  under  these 
conditions,  to  pay;  and  if  you  are  going  down  the  line,  perhaps 
one-sixteenth. 

Senator  McAdoo.  Suppose  it  were  either  suspended  or  made  very 
low  for  the  first  year ;  then  what  would  you  say  would  be  a  reason- 
able percentage  to  ask  after  that? 

Mr.  Elliott.  I  would  say,  Senator  McAdoo,  that  under  normal 
earning  conditions  most  banks  in  the  country  could  perhaps  afford 
to  pay  one-eighth  of  1  percent,  though  that  is  a  rather  high 
assessment. 

Senator  McAdoo.  You  spoke  of  the  mandatory  provision  to  which 
you  object.    What  is  your  idea  about  that? 

Mr.  Elliott.  I  do  not  think  you  ought  to  keep  piling  up  year 
after  year  without  any  limit. 

Senator  McAdoo.  You  mean,  you  would  leave  it  to  the  Federal 
Deposit  Insurance  Corporation? 

Mr.  Elliott.  Some  discretion  in  them  to  determine  that. 

Senator  McAdoo.  It  has  been  suggested  here  that  when  the  fund 
reaches  $500,000,000  the  assessments  shall  automatically  cease  until 
there  should  be  an  impairment,  if  any,  to  the  extent  of  25  percent, 
after  which  the  assessments  would  be  automatically  resumed  until 
the  deficit  had  been  restored. 

Mr.  Elliott.  That  would  be  a  total  fund  of  $500,000,000,  not  a  con- 
tribution of  $500,000,000  from  the  banks.  If  you  retain  in  the  bill 
the  provision  which  will  allow  the  Corporation  to  issue  notes  and 
debentures  to  three  times  the  contribution  by  the  Government  and  the 
bank,  it  seems  to  me  that  $500,000,000  which  would  then  produce  a 
fundf  of  $2,000,000,000,  under  all  ordinary  circumstances  should 
be  adequate  to  meet  even  the  most  unusual  conditions. 
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Senator  McAooo.  You  mean,  under  extraordinary  circumstances! 

Mr.  Elliott.  Even  under  extraordinary  circumstances. 

Senator  Glass.  That  would  be  upon  the  assumption,  however,  tint 
the  Corporation  is  going  to  issue  debentures? 

Mr.  Elliott.  Yes. 

Senator  Glass.  Would  it  not  be  well  to  avoid  the  issuance  of 
debentures  ? 

Mr.  Elliott.  I  hope  we  will  never  have  occasion  to  do  so,  if  tint 
is  what  you  mean,  Senator  Glass. 

Senator  Glass.  Mr.  Elliott,  do  you  happen  to  know  how  many 
banks  are  now  being  propped  up  by  the  Reconstruction  Finance 
Corporation  and  to  what  extent  in  money  they  are  being  propped 
up? 

Mr.  Elliott.  No.  The  capital  or  notes  issued  amounts  to  about 
$1,000,000,000.  Some  of  that  lias  been  repaid ;  the  exact  amount  I 
have  not  now  in  mind. 

Senator  Glass.  Yes;  some  of  it  has  been  repaid;  but  is  it  not  a 
fact  that  a  great  deal  of  it  has  not  been  repaid  and  that  the  Recon- 
struction Finance  Corporation  owns  the  principal  assets  of  those 
banks? 

Mr,  Elliott.  I  think  there  are  relatively  few  banks  in  which  lie. 
Reconstruction  Finance  Corporation  owns  a  majority  of  the  stock 
or  even  50  percent  of  it.  There  are  very  few  cases  in  which  the 
preferred  stock  equals  the  common  stock.  But  they  do  own,  of  course, 
a  very  substantial  interest  in  the  banking  structure  of  this  country 
and  have  a  very  important  position  in  it. 

Senator  Glass.  And  for  the  loans  made  they  have  taken  the  cream 
of  the  assets  of  these  banks ;  is  not  that  so  ? 

Mr.  Elliott.  I  am  not  speaking  about  any  loans.  For  the  pre- 
ferred stock  they  do  not  take  any  security. 

Senator  Glass.  That  is  practically  a  loan. 

Mr.  Elliott.  But  they  do  not  take  any  security  for  it. 

Senator  Glass.  No;  out  it  is  practically  a  loan  excepting  in  the 
instances  of  a  few  banks. 

Mr.  Elliott.  It  would  be  very  helpful  to  the  banks  if  it  could  be 
described  or  characterized  as  a  loan,  because  then  we  could  deduct 
from  our  income-tax  returns  as  interest  instead  of  dividends,  the 
amount  we  pay  on  our  preferred  stock. 

Senator  Glass.  A  very  large  amount  of  money  was  loaned  to  these 
banks  and  the  cream  of  their  assets  taken  as  security.  Is  not  that  a 
fact? 

Mr.  Elliott.  Well.  I  am  not  in  possession  of  the  facts  sufficiently 
to  make  a  statement  as  to  that.  Senator  Glass. 

Senator  Glass.  I  ask  you  these  questions  because  you  were  doubtful 
as  to  whether  we  should  have  another  year  of  bank  failures. 

Mr.  Elliott!  I  am  still  of  the  opinion  that  in  view  of  the  tremen- 
dous contributions  to  the  capital  of  the  banks  made  by  the  Recon- 
struction Finance  Corporation,  plus  something  that  I  did  not  men- 
tion, namely,  the  contributions  of  stockholders  which  have  been  very 
considerable,  running  into  several  hundreds  of  millions  of  dollars,  if 
we  have  anything  like  a  return  to  normal  conditions  within  a  year  or 
two,  I  do  not  think  we  will  have  heavy  bank  failures  again. 
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Senator  McAdoo.  The  write-offs  of  doubtful  assets  and  the  charge- 
offs  of  loans  have  put  the  banks  in  a  very  much  stronger  position 
than  they  have  been  in  for  many  years? 

Mr.  Elliott.  And  there  is  a  prospect,  of  course,  of  eventually  hav- 
ing considerable  recoveries  of  a  large  part  of  their  assets  which  have 
been  charged  off. 

Senator  Glass.  We  are  very  much  obliged  to  you,  Mr.  Elliott. 

(The  witness  withdrew  from  the  committee  table.) 

Senator  Glass.  Is  Mr.  Ward  in  the  room? 

Mr.  Ward.  Yes;  Senator. 

STATEMENT   OF   LOUIS   B.    WARD,   DETROIT,    MICH. 

Senator  Glass.  Will  you  be  good  enough  to  give  your  name? 

Mr.  Ward.  My  name  is  Louis  B.  Ward.  I  am  from  Michigan. 
My  home  is  in  Pontiac,  Mich.,  and  my  office  is  in  Detroit. 

Senator  Glass.  We  have  under  immediate  consideration  Senate 
bill  1715,  but  there  has  been  offered  in  the  Senate  by  Senator  Nye  a 
bill  that,  as  I  understand  it,  he  will  offer  as  a  substitute  for  the 
Senate  bill  if  und  when  reported,  Senate  bill  2162,  in  which  it  was 
incidentally  stated  that  Father  Coughlin  was  interested  and  which 
he  helped  prepare;  and  at  the  suggestion  of  members  of  the  com- 
mittee I  extended  to  Father  Coughlin  more  than  10  days  ago  an  invi- 
tation to  appear  here.  I  have  understood  from  you  that  he  did  not 
find  it  convenient  to  come. 

Mr.  Ward.  I  wanted  to  make  a  statement  on  that,  Senator. 

Senator  Cogens.  Before  you  start  your  statement,  will  you  tell 
us  your  experience  and  background  to  indicate  your  knowledge  of 
the  banking  business? 

Mr.  Ward.  I  am  primarily  a  student.  My  occupation,  Senator,  is 
that  of  a  business  counsellor.  For  14  years  I  have  counseled  business 
in  Detroit,  and  that  is  my  occupation  today.  I  come  before  you, 
after  approximately  25  years  of  study,  an  academic  study.  I  never 
worked  in  a  bank,  never  stood  behind  a  cage,  never  counted  much 
change  in  my  life.  I  have  taught  constitutional  history.  My  presen- 
tation to  you  gentlemen  of  the  committee 

Senator  Bulklet.  Have  you  been  an  independent  business  coun- 
selor, Mr.  Ward? 

Mr.  Ward.  Yes;  for  a  number  of  years,  and  I  have  been  with  an 
organization  for  other  years  as  counsel  to  the  automotive  industry. 

Senator  Couzenb.  Have  you  been  employed  by  the  General  Motors 
Co.? 

Mr.  Ward.  I  have  been  employed  by  General  Motors,  Fisher  Body, 
the  interests  of  Packard,  Hupmobile,  Graham-Paige,  Chrysler,  Lio- 
bey-0 wens- Ford,  Champion  Spark  Plug,  and  practically  all  the  large 
accounts  of  the  automotive  industry;  and  I  am  today  representing 
here  the  National  Union  for  Social  Justice  whose  program  of  16  prin- 
ciples involves  not  only  banking,  but  general  economic  problems  fac- 
ing this  country,  and  my  work  for  years  has  been  the  study  of  those 
problems.     I  do  not  appear  before  you  as  a  banker. 

Does  that  answer  your  question,  Senator  ? 

Senator  Couzens.  Quite  well,  I  think. 
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Mr.  Ward.  The  National  Union  for  Social  Justice  and  Father 
Coughlin  are  tremendously  appreciative  of  the  invitation  extended  by 
Senator  Glass  some  10  days  ago.  I  received  a  copy  of  that  letter 
which  I  requested  from  Senator  Glass  office.  On  getting  in  touch  with 
Father  Coughlin  on  Sunday  I  told  him  that  a  wire  had  been  sent  to 
him.  I  was  mistaken;  it  was  a  letter.  That  letter  has  not  reached 
his  desk  up  until  this  morning.  I  am  very  sorry  for  that  and  so  is 
Father  Coughlin.  He  would  have  liked  the  courtesy  of  replying  to  it 
It  is  probably  in  some  mail  bag  in  his  building.  He  on  Sunday  night 
extended  his  appreciation  to  the  Senator's  invitation,  and  as  soon  as 
he  receives  a  copy  of  this  letter,  Senator,  he  will,  of  course,  write  y©» 
immediately. 

He  arrived  in  Detroit  on  Sunday  and  I  talked  to  him  on  Sunday 
night  before  his  broadcast,  and  he  was  unable  to  get  here  today.  Id 
a  certain  sense  it  is  well  that  he  did  not  get  here.  He  is  tremendously 
interested  in  this  legislation ;  but  what  you  gentlemen  just  witnessed— 
the  photographers  stepping  into  the  room  and  taking  pictures— I 
believe  would  divert  attention  from  the  legislation  to  the  personality. 

He  has  asked  me  to  appear  in  his  place.  Our  witnesses  will  n 
very  few.  The  National  Union  for  Social  Justice  has  requested 
Senator  Gerald  P.  Nye  and  Congressman  Martin  L.  Sweeney  to  intro- 
duce the  so-called  "  Nye-Sweeney  bill  ",  a  central  banking  bilL  Our 
witnesses  will  consist  of  Mr.  George  LeBlanc,  whom  I  have  asked 
to  be  here  the  first  thing  in  the  morning.  Mr.  LeBlanc  has  been 
president  of  two  New  York  banks,  has  been  for  37  years  in  the  Street 
and  he  is  a  counselor  at  no.  1  Wall  Street  today.  He  was  senior  vice 
president  of  the  Equitable  Bank,  and  we  rely  upon  Mr.  LeBlanc  for 
the  comments  of  a  banker  on  this  bill.  We  recognize  full  well  that 
we  cannot  ask  the  bankers  to  appear  here  in  favor  of  a  central  bank- 
ingbill. 

The  second  witness  is  Mr.  Robert  M.  Harris,  of  the  New  York 
Cotton  Exchange,  a  man  who  has  been  a  stockholder  and,  I  think, 
the  largest  stockholder,  in  one  of  the  banks  in  Texas,  an  owner  of 
agricultural  land,  and  his  interest  is  in  the  merchandising  of  the 
agricultural  product  primarily,  and  that  is  his  interest  in  the 
exchange. 

I  have  asked  Mr.  Edward  E.  Kennedy,  the  national  secretary  uf 
the  Farmers'  Union,  to  comment  on  this  legislation  from  the  stand- 
point of  the  farmer. 

Our  own  organization  has  now  8,500,000  members,  every  one  of 
whom  has  signed  his  name  to  1G  specific  principles  of  social  justice, 
and  all  of  whom  stand  solidly  behind  six  pieces  of  legislation  emanat- 
ing out  of  the  Seventy-fourth  Congress.  Those  are  the  Thomas 
Patman  bonus  plan,  recently  defeated;  the  Frazier-Lemke  farm- 
refinancing  bill,  the  Nye-Sweeney  central-bank  bill,  the  Wagner- 
Connery  labor-disputes  bill,  the  Thomas-Massingale  cost  of  produc- 
tion plus  a  profit  bill,  and  the  Wheeler-Kayburn  public  utilities 
holding  company  bill. 

Illustrative  or  the  fifteenth  principle  of  our  National  Union  of 
Social  Justice  is  the  Nye  bill  to  prevent  profiteering  in  time  of  war 

For  the  information  of  the  committee  I  ask  that  these  16  principles 
be  introduced  into  the  record  for  the  reason  that  they  substantial- 
my  position  as  a  witness  before  this  committee,  not  as  a  bank  spe- 
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cialist,  but  as  a  lobbyist  in  favor  of  and  lobbying  for  that  type  of 
legislation. 

Senator  Glass.  That  may  be  inserted  in  the  record. 

(Preamble  and  principles  of  the  National  Union  for  Social  Justice 
referred  to  and  submitted  by  the  witness  as  here  printed  in  full  as 
follows :) 

PBBAHBLK   AND   PBIKCIPLKS    OK   TUB    NATIONAL   UNION    TOB   HOQIAL   JUSTICE 

Establishing  my  principles  upon  this  preamble,  namely,  fhat  we  are  all 
creatures  of  n  beneficent  Ood,  made  to  lore  and  serve  Him  In  this  world  ami 
to  enjoy  Him  forever  In  the  next,  and  that  all  this  world's  wealth  of  Held  and 
forest,  of  mine  and  river  has  been  bestowed  upon  us  by  a  kind  Father,  there- 
fore, I  believe  that  wealtb  as  we  know  It  originates  from  the  natural  resources 
and  from  the  labor  which  the  sous  of  God  expend  upon  these  resources.  It  Is 
ull  ours  except  for  the  harsh,  cruel,  and  grasping  ways  of  wicked  men  who  first 
concentrated  wealth  into  the  hands  of  a  few,  then  dominated  States,  and 
Anally  commenced  to  pit  State  against  State  In  the  frightful  catastrophes  of 
commercial  warfare. 

With  this  as  a  preamble,  then,  these  following  shall  be  the  principles  of  social 
justice  toward  whose  realisation  we  must  strive. 

1.  I  believe  in  the  right  of  liberty  of  conscience  and  liberty  of  education,  not 
permitting  the  state  to  dictate  either  my  worship  to  my  God  or  my  chosen 
avocation  In  life. 

2.  I  believe  that  every  citizen  willing  to  work  and  capable  of  working  shall 
receive  a  Just  and  living  annual  wage  which  will  enable  him  to  maintain  and 
educate  his  family  according  to  the  standards  of  American  decency. 

3.  I  believe  in  nationalising  those  public  necessities  which  by  their  very 
nature  are  too  important  to  be  held  In  the  control  of  private  individuals.  By 
these  I  mean  banking,  credit  and  currency,  power,  light,  oil  and  natural  gas, 
and  our  God-given  natural  resources. 

4.  I  believe  in  private  ownership  of  all  other  property. 

5.  I  believe  in  upholding  the  right  to  private  property,  yet  of  controlling  It 
for  the  public  good. 

6.  1  believe  in  the  abolition  of  the  private-owned  Federal  Reserve  Banking 
System  and  In  the  establishing  of  a  Government-owned  central  bank. 

7.  I  believe  in  rescuing  from  the  hands  of  private  owners  the  right  to  coin 
and  regulate  the  value  of  money,  which  right  must  be  restored  to  Congress 
where  it  belongs. 

8.  I  believe  that  one  of  the  chief  duties  of  this  Govern  men  t-owned  central 
bunk  Is  to  maintain  the  cost  of  living  on  an  eveu  keel  and  the  repayment  of 
dollar  debts  with  equal  value  dollars. 

9.  I  believe  In  the  cost  of  production  plus  a  fair  profit  for  the  farmer. 

10.  I  believe  not  only  In  the  right  of  the  laboring  man  to  organize  In  unions 
but  also  In  the  duty  of  the  Government  which  that  laboring  man  supports 
to  facilitate  and  to  protect  these  organtzalons  against  the  vested  interests  of 
wealth  and  of  Intellect. 

11.  I  believe  In  the  recall  of  all  nonproductive  bonds  and  thereby  In  the 
alleviation  of  taxation. 

12.  I  believe  In  the  abolition  of  tax-exempt  bonds. 

13.  I  believe  In  the  broadening  of  the  base  of  taxation  founded  upon  the 
ownership  of  wealth  and  the  capacity  to  pay. 

14.  I  believe  In  the  simplification  of  government,  and  the  further  lifting 
of  crushing  taxation  from  the  slender  revenues  of  the  laboring  class. 

13.  I  believe  that  In  the  event  of  war  for  the  defense  of  our  Nation  and 
Its  liberties,  there  shall  be  a  conscription  of  wealth  as  well  as  a  conscription 
of  men. 

16.  I  believe  in  preferring  the  sanctity  of  human  rights  to  the  sanclty  of 
property  rights.  1  believe  that  the  chief  concern  of  Government  shall  be  for 
the  poor,  because,  as  it  is  witnessed,  the  rich  have  ample  means  of  their  own 
to  care  for  themselves. 

There  are  my  beliefs.    These  are  the  fundamentals  nt  the  organisation  which 
I  present  to  you  under  the  name  of  the  National  Union  for  Social  Justice.    It 
Is  your  privilege  to  reject  or  accept  my  beliefs,  to  follow  me,  or  repudiate  ma 
Ghables  E.  Couohlik, 

Royal  Oak,  Hick. 
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Mr.  Ward.  The  idea  of  a  central  bank  is  precisely  6  years  older 
than  the  convention  which  framed  the  Constitution  of  the  United 
States. 

In  the  month  of  May  1781  Pelatiah  Webster  wrote  a  pamphlrt 
which  he  circulated  among  the  people  of  the  States  asking  that  then 
be  called  a  convention  of  people  to  revise  the  Constitution,  which  wis 
then,  of  course,  the  Articles  of  Confederation.  Madison  spoke  of 
this  Pelatiah  Webster  as  "an  able  though  not  conspicuous  citizen"; 
and  that  is  precisely  the  point  of  the  National  Union  for  Social 
Justice — not  to  emphasize  the  conspicuous  names  in  America,  but  to 
attempt  to  throw  before  the  people  certain  economic  reforms  thit 
have  usually  emanated  from  the  people. 

Webster,  in  his  pamphlet,  after  discussing  the  fiscal  system  of  the 
United  States  under  the  Second  Continental  Congress,  suggested  is 
one  of  the  chief  remedial  provisions  that  a  central  bank  be  established 
because,  and  I  quote: 

the  authority  of  Congress  at  present  is  very  Inadequate  to  the  performance  of 
their  duties  and  then  this  dictates  the  necessity  of  their  calling  a  continental 
convention  for  the  express  purpose  of  ascertaining,  defining,  enlarging,  and 
limiting  the  duties  end  powers  of  their  constitution. 

It  was  this  pamphlet  of  Pelatiah  Webster  that  so  influenced  the 
thought  of  men  that  the  very  idea  of  the  present  Government  of  the 
United  States  was  predicated  upon  the  theory  of  a  central  bank  first 
advocated  in  1781,  and  the  convention  of  1787  was  directly  built 
upon  that  idea. 

In  1787  the  Fathers  met  in  a  convention,  and  it  was  Charles 
Pinkney  who  on  Tuesday,  May  29,  of  that  year  submitted  article  VI 
of  his  plan  of  union,  which  read  |  reading] : 

The  Legislature  of  the  United  States  Shall  have  the  power  to  borrow  monej 
and  emit  hills  of  credit ;  to  coin  money  and  regulate  the  value  of  all  coins  and 
fix  the  standard  of  weights  and  measures. 

Significant  in  this  early  draft  are  the  words  "  emit  bills  of  credit." 
Significant,  likewise,  is  the  idea  of  regulating  the  value  of  money  and 
fixing  standards  of  weights  and  measures.  Money  was  to  be  regu- 
lated, but  the  standards  of  weights  and  measures  were  to  be  fixed. 
Money  was  something  to  be  created  by  the  Government,  while  the 
standard  of  weights  and  measures  was  to  be  fixed  by  law. 

Money  in  those  days  was  not  confused  with  wealth,  for  then  as 
now  wealth  might  only  be  created  by  the  unremitting  toil  of  man 
expended  on  natural  resources.  But  money  is  not  wealth.  It  is  a 
method  of  distributing  wealth.  It  was  a  function  of  sovereignty; 
and  Charles  Pinkney  recognized  it  when  he  wrote  article  II  of  his 
plan  submitted  on  that  same  day,  Tuesday,  May  29,  1787,  in  these 
words  [reading] : 

No  State  shall  emit  bills  of  credit  nor  make  anything  but  gold,  silver,  or 
coifper  a  tender  in  payment  of  debts. 

I  would  be  tempted  to  follow  the  course  of  this  power  over  money 
throughout  the  debates  of  the  Federal  Convention,  but  the  distin- 
guished chairman  of  this  Committee  said  on  Friday  that  he  was 
being  pressed  for  time  on  these  hearings.  But  I  really  believe 
that  if  each  Member  of  Congress  read  the  Federalist  and  read 
Madison's  Notes  on  the  Convention,  the  idea  of  a  central  bank  would 
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so  impress  itself  that  it  would  not  need  the  tremendous  propaganda 
that  I  think  it  needs  today. 

I  want  to  recall  Elbridge  Gerry's  remarks  in  that  convention  on 
June  13,  1787.  It  was  Gerry  who  restated  the  maxim  regarding 
money,  that  the  people  should  hold  the  purse  strings.  I  want  to  call 
to  the  committee  s  mind  that  Gouverneur  Morris  was  opposed  to  the 
issuance  of  paper  money  or  bills  of  credit,  as  was  Pierce  Butler,  on 
the  ground  that — 

If  the  credit  of   the  Nation  were  Rood  no  such   Issuance  were  necessary,  ami 
If  the  credit  were  not  good  the  Issuance  were  unjust. 

I  also  want  to  recall  what  James  Madison  said  in  his  desire  for  the 
issuance  of  money  to  be  preserved  under  the  new  Government. 

Gouverneur  Morris  had  argued  that  the  many  interests  would 
oppose  the  plan  of  government  if  paper  emissions  were  not 
prohibited. 

George  Mason  had  a  mortal  hatred  for  paper  money,  but  was 
unwilling  to  tie  the  hands  of  the  legislature.  Now  I  quote  Madison 
in  respect  to  Mason : 

He  observed  that  the  late  war  could  uot  have  been  carried  on  had  such 
a  prohibition  existed 

that  is,  without  the  issuance  of  paper  money. 

Today  the  committee  finds  a  wide-spread  propaganda  against  this 
Government  issuing  money ;  and  I  believe  it  is  well  to  look  back  to 
the  debate  of  the  fathers  and  find  them  crediting  the  winning  of 
the  Revolution  by  a  Government  issue  of  currency.  John  Randolph, 
of  Virginia,  notwithstanding  his  antipathy  to  paper  money,  would 
never  agree  to  strike  out  the  words  "  empower  the  Government  to 
issue  ",  because  he  said  that  he  could  not  foresee  the  occasions  which 
might  arise. 

James  Wilson  opposed  the  right  of  Congress  to  emit  bills  of  credit, 
as  did  Pierce  Butler.  But  the  important  opinion  on  the  entire  sub- 
ject was  that  of  James  Madison  himself,  who  wrote  [reading] : 

Thin  vote  In  the  affirmative  by  Virginia  (the  vote  by  which  the  specific 
permission  was  not  Riven  Congress)  was  occasioned  by  the  acquiescence  of  Mr. 
Madison,  who  became  satisfied  that  striking  out  the  words  would  not  disable 
the  Government  from  use  of  paper  notes,  as  far  as  they  could  be  safe  and 
proper. 

The  argument  of  Mr.  Madison  is  tied  up  with  the  nature  of 
sovereignty. 

Under  article  I,  section  8,  clause  5,  of  the  Constitution,  Congress 
is  empowered  "  to  coin  money  and  regulate  the  value  thereof  of  for- 
eign coins1',  and  under  the  eighteenth  clause  of  article  I,  section  8, 
Congress  is  empowered  to  "  pass  all  laws  necessary  and  pro|)er  to 
carry  into  execution  the  foregoing  provisions." 

The  Fathers  put  squarelv  in  the  Constitution  of  the  United  States 
two  important  powers:  The  power  to  tax  and  the  power  over  the 
money  of  this  country.  The  Fathers  placed  the  power  over  money 
in  the  hands  of  Congress,  the  power  to  coin  money  and  regulate  its 
value,  and  they  prohibited  this  power  to  the  States  in  this  language, 
by  section  10  [reading] : 

No  State  shall  enter  into  any  treaty,  alliance,  or  confederation;  grant  letters 
of  marque  and  reprisal:  coin  money:  emit  bills  of  credit:  make  anything  but 
gold  and  silver  colli  a  legal  tender  In  the  payment  of  debts. 
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There  is  no  need  to  point  out  to  this  committee  the  elementary 
fact  that  74  Congresses  have  been  called  into  session  and  every  one 
of  them  has  put  solemn  thought  and  endless  labor  upon  the  problem 
of  taxation,  with  commission  after  commission  and  great  economic 
study  on  a  tariff,  for  example,  with  endless  effort  on  the  internal 
revenue  as  represented  by  the  excise  duties  and  sumptuary  laws,  with 
the  initiation  of  an  amendment  to  the  Constitution  to  permit  the  in- 
come tax,  and  with  the  new  intricate  measures  covering  new  proc- 
essing taxes. 

The  tax  problem  has  had  154  years  of  thought.  If  we  contrast 
this  with  the  power  of  Congress  over  money,  we  would  be  surprised. 
Yet  10  centuries  before  Christ  the  city-states  of  Greece,  Athens,  and 
Sparta,  recognized  that  the  power  over  money  is  the  most  important 
single  asset  of  sovereignty.  Imperial  Rome  in  later  centuries  farmed 
out  the  taxes,  but  the  coin  of  Caesar  was  never  permitted  to  go  into 
private  hands. 

But  the  Government  of  the  United  States,  though  denying  to  any 
State  the  power  to  emit  bills  of  credits — in  other  words,  the  power  to 
issue  paper  money — consistently  has  permitted  the  State  banks  to 
issue  paper  money  from  the  earliest  days  down  to  1862. 

The  Government  of  the  United  States,  with  the  power  placed  in 
the  hands  of  Congress  by  the  people  under  the  Constitution  has 
abdicated  its  power  over  money  and  permitted  the  private  banking 
interests  of  this  Nation  to  usurp  the  earliest  and  greatest  attribute 
of  sovereignty — the  power  over  money. 

From  the  foundation  of  our  country  down  to  1862  private  bank- 
ing exercised  the  prerogative  given  by  the  Fathers  to  Congress,  and 
the  States  which  were  refused  the  right  of  issue  had  to  witness  a 
State  bank  incorporated  under  its  authority  exercising  a  power  that 
that  sovereign  State  was  denied. 

But  Congress,  by  a  10-percent  tax  on  State  bank  issues,  recap- 
tured its  prerogative  and  then  there  grew  up  in  this  Nation  the  kind 
of  money  which  has  dominated  the  trade  and  commerce  of  the  coun- 
try throughout  the  recent  decades,  until  now  95  percent  of  our  busi- 
ness is  conducted  with  a  new  kind  of  money,  undreamed-of  in  the 
days  when  the  55  men  drafted  the  Constitution,  and  unchallenged 
by  every  Congress  that  has  met  from  the  Civil  War  to  the  present 
day. 

I  refer  to  the  ability  and  power  of  a  bank  to  enter  upon  its  ledger 
a  debt  and  against  the  debt  grant  the  right  of  withdrawal.  I  refer 
to  our  demand  deposits  against  which  there  need  be  but  a  10-percent 
reserve  in  currency,  so  that  it  becomes  the  right  of  the  people,  the 
privilege  of  the  people,  to  pass  through  the  wicket  of  a  Dank  a 
promissory  note  together  with  people's  securities  in  stocks  or  bonds 
or  mortgages  and  against  that  promissory  note  with,  of  course,  the 
security  behind  it,  issue  to  the  extent  of  the  loan,  checks  which  have 
become  the  money  of  the  Nation. 

What  is  the  present  situation  in  America  where  we  have,  unques- 
tionably, the  richest-developed  Xation  in  the  world ;  where  we  had  an 
evaluation  in  the  year  1920  of  $488,000,000,000  of  national  wealth; 
where  we  have  in  1930,  after  a  decade  of  so-called  "  boom  "  an  evalu- 
ation of  $369,000,000,000,  and  where  in  1935  no  economist  in  the  coun- 
try would  evaluate  America  at  over  $200,000,000,000  of  national 
wealth  ? 
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Our  farms  have  depreciated  from  $78,000,000,000  in  1920  to  57,000,- 
000,000  in  1930  to  $37,000,000,000  in  1934.  That  means  that  a  farm, 
the  average  farm,  was  evaluated  at  $12,000  in  1920,  at  $9,000  in  1930, 
and  a  little  less  than  $6,000  in  1934. 

There  is  little  question  in  the  mind  of  anyone  that  a  man  owning 
a  $12,000  farm  in  1920  had  the  right  to  &  $6,000  mortgage  on  it  The 
decade  of  the  so-called  "  prosperity  "  in  the  twenties  never  gave  cost 
of  production  to  the  American  farm.  The  farm  debt  actually  in- 
creased and  the  value  of  the  property  dropped  one-fourth. 

By  1934  the  entire  property  had  depreciated  to  $6,000,  and  10  years 
more  of  such  decimation  of  values  will  bring  the  total  value  of  our 
farms  in  America  down  to  the  present  face  of  the  first  mortgage  upon 
them,  $8,500,000,000. 

Dr.  Adolph  Miller  testified  here  last  Friday.  His  charts  and  his 
testimony  represent  a  splendid  background  for  this  study.  He  told 
this  committee  how  the  present  Federal  Reserve  System  decreed  in 
1924  the  slump  which  is  indicated  in  the  automotive  industry  by  the 
chart  which  I  now  show  you.  There  [indicating]  is  the  story  of  the 
automotive  industry  from  1913  to  1931.  Here  [indicating]  is  the 
year  1919,  where  production  was  held  up  continuously.  Here  is  your 
splendid  drive  straight  up  [indicating],  and  here  [indicating]  cor- 
respondence to  Dr.  Millers  chart  with  a  drop  in  1924. 

Here  is  Dr.  Miller's  second  chart  [indicating]  with  a  drop  in  1927, 
and  here  is  your  market  and  here  is  your  depression,  straight  down 
[indicating] . 
And  that  is  a  reaction  that  can  be  pictured  in  the  home. 
Senator  Bulkley.  What  is  this — a  total  of  all  passenger  cars? 
Mr.  Ward.  Yes;  and  it  is  backed  by  the  individual  companies. 
The  rise  and  fall  of  prosperity,  independent  of  management,  oy  the 
first  chart,  and  of  course  qualified  by  the  next.    One  of  the  distin- 
guished members  of  the  committee  knows  so  well  why  the  automo- 
tive industry  failed  in  individual  cases.    That  chart  is  a  picture  of 
the  largest  single  manufacturing  industry  in  this  country    [ex- 
hibiting]. 

I  do  not  want  to  take  the  time  of  the  committee,  but  I  want  to 
show  the  members  of  the  committee  that  in  the  automotive  industry 
1926  reached  the  high  point  in  invested  capital,  and  then  it  tapered 
off.  I  want  to  show  the  net  profit  in  the  automotive  industry  and 
the  manufacturers'  bonuses  for  the  war  period.  Production  was 
down.  Here  [indicating]  is  the  war,  with  the  net  profit,  and  there 
[indicating]  is  the  wav  the  profits  rose  in  the  automotive  industry. 
Senator  Byrnes.  What  year  is  the  peak? 

Mr.  Ward.  1919  is  the  peak.  We  nave  tile  net  profit  in  relation 
to  sales  of  all  companies.  Here  are  the  sales  in  the  war  period 
Vindicating].  Here  is  the  bonus  to  American  industry  as  reflected 
by  the  industry  that  I  have  been  interested  in  tor  14  years 
[indicating] . 

Here  is  a  gross  income  chart.  The  capital  invested  is  declining. 
Eighty-five  percent  of  the  people  are  in  the  low-price  field.  It 
shows  that  automobiles  are  a  popular  thing,  for  the  people  that  own 
cars  costing  $3,000  amounts  to  0.28  of  1  percent. 

Senator  Bulkley.  What  do  you  consider  the  low-priced  field  f 
Mr.  Ward.  Below  $760— the  Ford,  Chevrolet,  kdA  YY^wmKXv. 
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I  think  that  these  charts,  for  which  I  wired  Sunday  night,  t 
most  interesting  to  some  members  of  this  committee.  Here  is<U 
percent  of  all  sales  going  to  people  with  less  than  $3,000  income. 

Senator  Byrnes,  How  do  yon  ascertain  that  fact? 

Mr.  Ward.  I  might  say,  Senator,  that  the  study  cost  thousands  i 
dollars  in  its  completed  form.  They  are  bought  on  time.  They  vol 
to  know  what  Ward  does,  and  what  is  his  income,  before  thev  gnat 
the  credit.  You  see,  we  have  23,000,000  motor  vehicles,  and  3O^000.W 
families.  We  know  what  kind  of  people  do  not  own  cars.  The  ret 
of  them  do.     So  it  follows  the  income  classes. 

Senator  Glass.  What  kind  of  people  do  not  own  cars  ? 

Mr.  Ward.  Well,  there  are  a  few  in  America. 

Senator  Glass.  Those  in  the  almshouses? 

Mr.  Ward.  That  is  about  it.  California  and  the  District  of  Colum- 
bia lead,  and  there  are  a  couple  of  States  in  the  country  that  do  mt 
own  cars. 

Senator  Byrnes.  What  did  vou  say  about  California  and  tin 
District  ? 

Mr.  Ward.  One  car  to  every  three  persons.  There  is  the  Fedenl 
pay  roll  in  one  place,  and  the  retired  wealthy  in  the  other.  The  Ds- 
trict  of  Columbia  did  not  catch  California,  however,  until  the  last 
few  years.  In  Kentucky,  North  Carolina,  and  South  Carolina  tb 
ratio  is  1  to  10;  Mississippi,  1  to  16  people.  There  is  1  car  to  even 
4  persons  in  this  group  of  States  [indicating],  and  with  this  numbs 
of  millions  of  cars  it  becomes  an  interesting  study  from  the  financial 
standpoint. 

The  point  I  wanted  to  make  with  the  charts  was  that  I  enjoined 
Dr.  Miller's  testimony  tremendously,  because,  without  touching  bis 
field,  in  the  field  in  which  I  work,  there  was  not  a  single  point  in  hi 
statistical  information  where  I  could  not  bow  my  head  and  say  "  Thit 
is  reflected.    I  know  what  that  is  in  business." 

Dr.  Miller  told  this  committee  how  the  present  Federal  Resem 
System  decreed  in  1924  the  slump  there  indicated  in  the  automotive 
industry.  He  testified  that  the  present  Federal  Reserve  System  went 
into  its  open-market  operation  in  1927  to  start  an  inflationary  process 
reflected  in  the  automotive  industry  with  the  line  I  have  indicated. 
and  the  doctor  was  not  questioned  in  public  on  what  the  Federal  Re- 
serve did  in  1929  in  open-market  operation,  to  account  for  the  collapse. 
He  told  you  that  he  was  against  the  commodity  dollar,  for  there  on  his 
chart  was  an  almost  even  line  and  level  of  commodity  prices  during 
which  period  profits  were  not  distributed  but  were  used  in  speculation, 
in  the  wildest  speculation  that  this  country  ever  knew. 

My  charts  happen  to  show  the  withdrawal  of  capital  from  the  auto- 
motive industry  before  the  period  of  its  greatest  sales. 

Gentlemen,  we  are  suffering  in  this  country,  I  believe,  from  a  paucity 
of  money 

Senator  Bclxlet.  Mr.  Ward,  what  happens  when  capital  is  with- 
drawn from  the  automotive  industry?  Are  automobile  factories  con- 
verted to  other  use? 

Mr.  Ward.  There  have  been.  Senator,  some  565  groups  that  haw 
gone  into  the  manufacture  of  automobiles,  anil  there  are  today  ap- 
proximately 13  companies  operating.  Five  hundred  and  forty.  Irt 
us  say.  of  the  565  have  disappeared,  because  of  their  inability  '" 
manufacture  cars,  because  they  did   not  have  the  brains  for  thil 
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highly  competitive  business,  as  the  senior  Senator  from  Michigan 
can  also  confirm.  There  are  a  few  of  them  that  succeeded.  In  1921 
I  think  there  were  171  manufacturers  of  passenger  cars  in  the 
jountry,  and  today,  if  you  will  look  at  that  information,  which  is  2 
years  old,  you  will  find  that  three  of  them  do  90  percent  of  all  the 
business  in  the  country — Ford,  General  Motors,  and  Chrysler. 
Three  out  of  those  565  have  made  a  substantial  success.  Two  have 
been  down  to  Jesse  Jones  this  year  to  bail  them  out.  That  accounts 
for  five.    The  rest  are  dividing  5  percent  of  the  business. 

Senator  Bclkley.  When  that  capital  is  withdrawn,  are  the  fac- 
tories devoted  to  other  purposes? 

Mr.  Ward.  Yes,  sir.     They  just  become 

Senator  Bulkley.  Of  no  value  at  all? 

Mr.  Ward.  I  think  Fisher's  had  49  factories  for  automotive  bodies 
when  I  first  knew  the  account.  They  have  five  operating  today. 
That  is  accounted  for  by  technological  development,  plus  duco,  plus 
what  Dr.  Miller  pointed  out,  the  eternal  march  to  reduce  the  cost 
of  production  through  greater  efficiency,  and  dismissal  of  labor;  and 
those  that  cannot  follow,  fall  by  the  wayside  and  leave  us,  in  that 
magnificent  industry,  three  dominating  it  to  the  extent  of  over  92 
percent.  Many  of  the  rest  are  unable  to  get  credit.  One  of  the 
great  ones  always  had  it  himself.  Two  others  went  to  the  people 
with  stock,  and  the  rest  are  dependent  on  bank  loans  in  part.  Then, 
when  a  situation  such  as  1921  comes  along — I  think  there  is  a  profit 
chart  that  answers  that  question  here.  [Referring  to  chart.]  Here 
is  the  depression  of  1921.  General  Motors  lost  $38,680,000;  Chrysler, 
$3,200,000;  Packard,  $3,400,000;  Willys-Overland,  $13,000,000;  and 
Peerless  and  Graham-Paige  lost. 

Here  is  your  depression,  gentlemen  [indicating  on  chart].  In  1929 
the  net  profit  of  the  automotive  industry  was  $424,000,000.  They  de- 
creed a  contraction  of  call  loans  and  shot  the  prosperity  in  this 
Nation,  and  in  1930  the  profit  drops  to  $200,000,000.  The  next  year, 
1931,  it  drops  to  $21,000.000— a  loss  of  $460,000,000  in  2  years.  You 
can  trace  everything  there  right  on  Dr.  Miller's  charts. 

Senator  (.'ouzens.  What,  in  your  opinion,  would  have  altered  that 
situation? 

Mr.  Ward.  An  understanding  of  the  money  question,  differentiat- 
ing money  from  wealth.  Let  men  go  on  ana  create  the  real  wealth 
of  the  Nation  by  the  labor  of  men  against  the  national  resources  and 
the  manufacturing,  and  let  money,  which  is  not  wealth,  but  which  is 
a  method  of  distributing  wealth,  issue  forth  from  the  Government 
of  the  United  States,  and  not  be  in  the  hands  of  the  private  bankers 
for  its  control.  I  do  not  say  that  as  an  arbitrary,  quick  answer,  and 
I  do  not  say  it  is  a  panacea.  The  fact  that  we  are  backing  16  prin- 
ciples and  not  1.  I  think,  ought  to  be  suggestive  of  the  fact  that  we 
arc  not  interested  in  panaceas. 

Senator  Couzens.  Do  yon  make  any  discernment  between  money 
and  credit? 

Mr.  Ward.  I  include  in  money  the  credit  money  of  the  demand 
deposits  in  the  banks,  which  is  pure  fiction  money,  which  is  the  right 
concept  of  money,  in  the  sense  that  it  is  a  purely  created  thing,  and 
the  free  issue  of  that  type  of  money  carries  on  95  percent  of  our 
transactions.  That  is  in  the  hands  of  the  private  banker,  who  can 
expand  it  and  contract  it  at  will. 
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On  that  question,  I  have  here  the  best  essav  on  money  that  I  ew 
read,  consisting  of  four  pages.  This  is  an  issue  of  the  New  Y«rt 
Herald  Tribune,  called  ''The  Financial  Section  of  a  Newspaper* 
edited  by  C.  Norman  Stabler,  and  sent  out  to  the  advertising  agenda 
I  do  not  think  there  is  a  man  in  the  United  States  who  has  not  t 
debt  of  gratitude  to  the  organ  of  Ogden  Mills  for  contributing  tin 
best  four-page  essay  on  money  that  I  ever  saw.  He  opens  this  little 
book  with  the  wording  "  preference  ",  showing  that  (reading) 

Sixty-six  percent,  or  656  of  tbe  9&4  members  of  the  New  York  Stock  Ex 
who  responded  to  the  question  "  What  morning  New  York  newspaper  do  jw 
read  regularly?"  mentioned  the  New  York  Herald  Tribune. 

He  goes  on  to  show  the  publicity  value  of  this  little  book.  It  isi< 
dressed  to: 

Students  in  schools  and  colleges,  many  of  whom  hove  had  no  immediate  o* 
tact  with  the  financial  world  and  cnnsequently  are  not  thorouKbly  acquaint! 
with  Wall  Street  parlance,  are  realizing  the  necessity  of  the  coming  defcw 
versed  in  the  ways  of  those  institutions  in  lower  Manhattan  from  whose  nem 
are  directed  the  How  of  credit  and  commerce  to  all  sections  of  tbe  clone. 

He  is  going  to  send  the  college  to  school  in  Wall  Street,  througi 
the  medium  that  07  percent  of  the  New  York  Stock  Exchange  us* 
He  shows  the  art  of  publicity  in  this  question  you  gentlemen  in 
dealing  with.  One  of  the  items  is  entitled  "  The  Week  in  Finance', 
by  Edward  H.  Collins,  giving  the  people  the  idea  that  the  banker 
convention  proved  a  good  show  from  the  news  standpoint,  but  a  now 
too  happy  occasion  for  the  bankers  themselves.  "  It  should  have  ben 
their  great  opportunity  for  a  concerted  demonstration  against  tbe 
administrations  banking  heresies — for  an  appeal  to  sound  pnblif 
judgment  against  attempts  to  sabotage  the  banking  system — twt 
they  failed  utterly  to  make  anything  of  the  opportunity. ,f 

That  is  the  point  of  view  of  this  against  the  administration.  That 
is  on  the  news  page. 

Senator  Bulkley.  Mr.  Chairman.  I  ask  that  that  four-page  essif 
on  money  be  printed  in  our  record  at  this  point. 

Mr.  Waed.  I  offer  it,  and  thank  you  for  the  suggestion. 

Senator  Glass.  If  there  is  no  objection,  it  will  be  done. 

Mr.  Ward.  I  want  to  say  that  it  is  the  best  we  can  find  on  the 
secret  of  money. 

(The  matter  referred  to  is  here  printed  in  full  as  follows:) 

(Note. — This  comprises  pages  26,  27,  28,  and  29  of  the  attached 
pamphlet.) 


A    ItBIKF    DISCUSSION     OF    ITS    ESSENTIAL    KLEMENTK    AND    MECHANISM 

(By  Edward  II.  Collins,  associate  financial  editor  New  York  Herald  Tribune' 

The  modern  banking  system  exists  primarily  to  provide  and  regulate  the 
supply  of  money. 

There  arc  thret'  general  classifications  of  money  In  use  today.  These  ire: 
Keal  mot  icy,  representative  money,  and  deposit  money  tor  credit).  HuacbiT 
speaking,  they  represent  successive  historical  steps  In  tbe  development  of  ite 
present  monetary  system. 

The  distinguishing  characteristic  of  real  money  Is  that  it  Is  freely  received 
not  because  it  bears  the  seal  of  tbe  State  nor  because  it  Is  exchangeable  f* 
some  other  form  of  money,  but  because  of  its  own  value.  In  most  of  u> 
civilized  world  tbe  supply  of  real  money,  for  more  than  half  a  century,  bM 
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■been  gold  coin  and  bullion.  Before  the  World  War  gold  coins  were  widely  used 
as  pocket  money  throughout  the  more  prosperous  portion  of  Europe  and  In 
'western  United  States.  They  could  have  been  employed  elsewhere  In  this 
country,  but  a  preference  had  developed  for  the  more  convenient  paper  money. 
In  the  West  adherence  to  gold  coins  was  a  carry-over  from  the  old  days  when, 
during  and  after  the  Civil  War,  paper  money  had  fallen  into  disrepute. 

In  the  14  years  before  the  war  the  European  Continent  showed  some  slight 
tendency  toward  the  Increased  use  of  paper  money.  However,  the  central  banks 
were,  for  the  most  part,  forbidden  to  Issue  paper  currency  In  small  denomina- 
tions, hence  the  chief  reliance  of  the  public  was  on  gold  and  silver*  coinage. 
In  England  the  lowest  denomination  of  Bank  of  England  notes  was  £5,  about 
125.  The  prohibition  of  smaller  denominations  of  paper  money  In  Europe  seems 
to  have  grown  out  of  a  desire  to  protect  the  man  of  slender  means  from  loss  In 
case  the  issuing  bank  failed  to  meet  its  obligation. 

It  is  possible  that  the  whole  civilized  world  would  soon  have  come  to  the 
use  of  the  more  satisfactory  paper  money  by  this  time  in  the  natural  course 
of  events:  as  It  happened,  however,  the  exigencies  of  the  war  made  such  a 
course  compulsory.  Both  In  the  United  Stntes  and  the  rest  of  the  world  gold 
-was  Impounded  Immediately  at  the  outbreak  of  hostilities.  The  reason  will  be 
seen  presently. 

Representative  money,  the  second  of  the  three  general  classifications,  is 
traceable  to  the  goldsmiths,  the  first  private  bankers  of  Europe.  People  used 
to  leave  their  money — that  Is,  their  gold  or  silver  coins  or  bullion — with  the  gold- 
smiths for  safekeeping,  and  the  goldsmiths  used  to  give  them  In  return  written 
acknowledgments1,  "r  receipts.  These  acknowledgments,  since  they  represented 
claims  on  specific  amounts  of  gold  or  sliver,  soon  became  widely  acceptable  In 
place  of  money. 

Then  the  goldsmiths  made  a  simple,  but  epochal  discovery.  They  discovered 
that  only  a  small  percentage  of  the  holders  of  such  receipts  ever  wanted  their 
gold  at  one  time.  They  thereupon  started  the  practice  of  issuing  receipts  In 
excess  of  the  amount  of  bullion  which  they  held,  lending  these  surplus  "  bank 
notes  "  out  at  interest.  They  not  only  added  a  new  and  profitable  field  of 
banking  to  their  original  function,  but  at  the  same  time  laid  the  foundation 
of  the  modern  bank-note  issue. 

Though  the  principle  of  issuing  money  redeemable  in  gold  was  sound  so 
long  as  adequate  gold  reserves  were  maintained  to  accommodate  those  persons 
who  might,  from  time  to  time,  wish  to  convert  their  paper  Into  gold,  it  was 
naturally  subject  to  abuse. 

The  tendency  was  to  issue  as  many  notes  as  possible,  since  these  notes  were 
lent  out  at  interest.  So  had  were  these  abuses  that  In  most  countries  the  privi- 
lege  of  note  Issuance  early  came  under  close  State  supervision,  and  today  It  Is 
reserved  generally  to  the  central  banks.  Nor  are  even  the  central  banks  per- 
mitted to  Issue  notes  to  their  heart's  content.  So  long  as  the  countries  of  their 
domicile  are  on  the  gold  standard  they  must  not  issue  bo  many  that  the  con- 
vertibility of  the  notes  rati  be  seriously  questioned.  There  are  numerous  meth- 
ods of  assuring  such  convertibility.  In  Great  Britain,  for  example,  the  Bank  of 
England  may  Issue  up  to  £240.000,000  of  notes  secured  by  Government  paper, 
but  beyond  that  every  pound  note  must  be  backed  100  percent  by  gold.  In  this 
country  the  law  Is  that  the  Federal  Reserve  System  must  maintain  a  40-percent 
gold  reserve;  that  is,  $40  In  gold  for  every  MOO  Federal  Reserve  notes  out- 
standing. 

Whatever  the  mechanism  employed,  the  purpose  of  maintaining  an  adequate 
reserve  of  gold  behind  the  note  issue  is  always  the  same.  It  13  to  guarantee  that 
the  currency  will  be  redeemed  in  gold  at  the  holder's  option.  This  exchange- 
ability of  a  country's  currency  at  all  times  for  its  gold  equivalent  Is  what  we  have 
In  mind  when  wc  say  that  a  country  Is  on  the  gold  standard. 

(At  the  time  this  article  Is  being  written — in  September  1933— the  United 
States  Is,  temporarily  at  least,  off  the  gold  standard.  As  a  result  of  the  banking 
difficulties  which  culminated  on  inauguration  day,  March  4.  In  a  Nation-wide 
banking  moratorium,  the  Government  announced  that,  in  order  to  conserve  the 
country's  gold  reserves,  gold  would  not  be  paid  out  for  currency  or  for  export 
abroad.  Similar  action  had  been  taken  a  year  and  a  half  earlier,  Sept.  20,  1031, 
by  Great  Britain  as  a  result  of  foreign  "  runs  "  on  the  gold  reserves  of  the  Bonk 
of  England.    A  number  of  lesser  nations  followed  the  action  of  Great  Britain. ) 

The  reader  may  ask :  If  our  currency  la  Issued  by  the  Federal  Reserve  banks 
In  the  form  of  Federal  Reserve  notes,  how  Is  it  that  one  of  the  bills  in  my  pocket 

>  Tbii  was,  u  will  be  *een  below,  a  form  of  representttlre  money. 
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bears  the  statement  that  It  represents  1  silver  dollar  and  a  legend  to  the  HU 
that  the  Seventh  National  Bunk,  i>f  Wilkes- Burro.  Pa.,  will  pay  the  bearer! 
on  demand  The  answer  to  these  and  similar  questions  that  might  be  aflkcii 
this :  Although  the  Federal  Reserve  note,  issued  by  the  Federal  Reserve  Mi 
and  bucked  by  a  gold  reserve  of  not  less  than  40  percent,  Is  the  backbone  of  # 
currency  today,  our  system  is  still  cluttered  up  with  the  remnants  of  eufe 
stages  of  our  monetary  develop  in  en  t  aud  abortive  monetary  experiments.  S8w 
certificates,  "Treasury  notes  of  1890",  United  States  notes,  Federal  Bshk 
bank  notes  (not  to  be  confused  with  Federal  Reserve  notes)  and  natlntwl-M 
notes.  It  is  not  possible  to  discuss  the  origins  and  status  of  all  these  outnwM 
forms  of  currency  here.  For  present  purposes  it  Is  necessary  only  to  point  «■ 
that  although  they  have  been  ]K>rmltted  to  remain  In  circulation,  their  amoa* 
may  no  longer,  except  In  the  case  of  national-bank  notes  and  Federal  Beeew 
bank  notes,  be  further  Increased.  The  Secretary  of  the  Treasury  is  conn  " 
by  the  law  of  March  14,  1000,  to  keep  all  kinds  of  money  at  parity  with  all 
kinds,  so  that  these  miscellaneous  forma  are  all  ultimately  redeemable  In 
while  the  country  is  on  the  gold  standard. 

In  addition  to  bank  notes  there  Is  one  other  form  of  representative  n*  . 
That  is  what  is  known  as  "  token  money  ".  and  comprises  the  subsidiary  coin? 
which  is  used  for  the  smaller  everyday  business  transactions — the  nickels,  din* 
and  quarters  with  which  we  pay  our  subway  fare  and  for  our  movie  scan 
Token  money  Is  coined  by  the  United  States  Mint  on  order  of  the  Treasury  wta 
and  as  needed.  Token  coins,  unlike  the  gold  coins  that  circulated  more  or  In 
freely  before  the  war.  Is  not  real  money  because  the  actual  value  of  the  bmBI 
that  It  contains  Is  less  than  the  face  value  of  the  coins.  The  latter  circulate  If 
custom  and  as  a  matter  of  convenience  even  though  they  are  not  accepts! 
as  legal  tender  In  unlimited  amounts. 

The  third  type  of  money  that  we  have  is  what  Is  known  as  "  deposit  m»a " 
or  "  credit."  It  Is  represented  by  the  bank  check,  drawn  against  a  batik  deport. 
and  In  the  business  world  of  today  It  far  surpasses  In  volume  and  ImpornuM 
the  representative  money  employed  in  hand-to-hand  business  transactions.  Ii 
Burma  I  times,  it  Is  estimated,  upward  of  90  percent  of  all  domestic  business  iw- 
tlements  are  made  by  means  of  checks.  This  being  so,  it  Is  important  that  « 
should  understand  clearly  the  source  of  this  form  of  "  money." 

Many  persons  have  a  notion  that  a  commercial  bank  Is  an  institution  whlrb 
Is  set  up  with  a  certain  amount  of  capital,  and  that  its  deposits  are  brought  'J 
in  the  form  of  cash  by  its  customers,  to  he  drawn  against  by  check  as  needd 
It  Is  true  that  some  deposits  do  come  to  the  bank  In  that  measure:  but  If  tbit 
were  the  only  source  of  deposits  our  monetary  system  would  consist  todnv  rf 
only  about  #1 0.000,000,000—  the  amount  of  Its  gold  and  currency — instead,  as  It 
does,  of  more  nearly  $444,000,000,000. 

The  vast  majority  of  the  bank  deposits  of  the  country  are  not  brought  in  to 
the  banks  but  created  by  them.  For  example,  a  storekeeper  wishes  to  stock  dp 
for  the  Christmas  trade.  He  goes  to  his  hank  and  makes  8  loan,  giving  ine 
bunk  his  note,  payable  at  such  a  time  as,  presumably,  the  goods  shall  have  lnvu 
disposed  of  to  bis  customers.  Now,  the  storekeeper  does  not  draw  down  the  ptiv 
ceeds  of  his  loan  in  cash.  What  happens  Is  that  the  bank  credits  him  with  I 
deiiosit  iu  that  amount,  and  he  gradually  writes  checks  against  it  as  he  needs  It. 
It  Is  In  this  manner — through  the  extension  of  business  loans — that  the  bulk  of 
our  deposit  money  or  credit  cornea  Into  lwlng. 

Just  us  there  is  a  limitation  placed  on  the  amount  of  representative  miaier 
(Federal  Reserve  notes)  that  the  central  hanks  may  Issue,  so  Is  there  a  limit 
on  the  amount  of  deposit  money  that  may  be  created  by  commercial  hank* 
Member  banks  In  the  Federal  Reserve  System  must  maintain  average  rmrrn 
with  their  district  Federal  Reserve  bank  equal  to  10  percent  of  their  deposit 
liabilities. 

Let  us  see.  now,  how  the  modern  banking  system  has  taken  a  given  aroeuul 
of  real  money — gold — and  enabled  It,  us  a  monetary  reserve,  to  do  a  great 
deal  more  than  It  could  have  done  In  the  way  of  work  hud  It  been  continual 
as  a  circulating  medium. 

Since,  under  our  laws,  currency  run  he  Issued  against  a  40-percent  reserve 
of  gold,  it  Is  clear  Hint  whereas  $1  in  gold  In  circulation  Is  ]UBt  a  dollar.  *1 
employed  us  reserves  permits  the  Issuance  of  $2. SO  in  currency.  But  the  us* 
of  deposit  money,  or  credit,  makes  It  |»isslble  to  stretch  onr  gold  much  furtlnT. 
For.  obviously,  If  It  Is  only  required  that  mcmlter  lianks  carry  a  lO-peneM 
reserve  against  deposits  $10  In  "money"  of  this  sort  can  be  created  out  d 
every  $1  in  gold. 
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But  even  this  Is  not  the  complete  picture.     The  mobilisation  of  our  gold 

-  In  the  Federal  Reserve  banks  has  added  still  further  to  the  work-  that  gold 
COD    do.     To   understand    how    thin   comes    ubuut,    however,    we    roust    turn   a 

.moment  to  an  examination  of  the  mechanism  by  which  the  member  banks 

.  «Jo  their  banking  with  the  district  reserve  banks. 

Essentially  they  do  It  much  as  one  of  their  own  customers  does  business  with 

^ttaem. 

For  example,  if  George  Jones  needs  cash,  he  goes  to  his  bank  and  draws 
out  some  tha,t  be  has  on  deposit.    But,  suppose  he  wants  cash  but  has  none 

1  at  the  bank.  In  that  case,  assuming,  as  we  must  for  purposes  of  analogy  that 
hi*  credit  Is  good,  he  borrows  at  the  bank,  the  latter  setting  up  a  deposit 

.  against  which  he  mar  write  checks.     (See  the  discussion  above  of  deposit 

,  money,  or  credit.) 

A  member  bank  In  the  Federal  Reserve  System  needing  more  currency  does 

.  precisely  the  same  thing.  If  It  has  a  deposit  balance  at  the  Federal  Reserve 
In  excess  of  the  10  percent  required  as  reserve  against  the  deposits  of  Its  cus- 
tomers, It  simply  draws  down  what  it  needs  In  the  form  of  currency,  reducing 
its  reserve  balance  by  that  amount.    Otherwise,  under  certain  restrictions  which 

,  need  not  be  gone  into  here,  the  member  bank  borrows  from  Its  regional  hank 
by  rediscounting  with  it  some  of  the  discounted  notes  that  It  holds  for  Its 


When  a  member  bank  does  not  need  currency,  but  wishes  to  expand  Its  own 
loans  (deposits)  It  may  likewise  borrow  at  Its  district  Reserve  bank.  The  only 
difference  lu  this  case  is  that  It  withdraws  no  currency ;  Its  reserves  are  simply 
marked  up  on  the  books  of  the  Reserve  bank  by  the  amount  of  the  loan. 

Let  us  see  what  has  happened  now,  so  far  as  increasing  the  usefulness  of  the 
(told  dollar  Is  concerned.  The  Reserve  bank,  it  is  clear,  can  "create"  reserves 
(or  the  member  banks  Just  as  the  latter  can  "create"  deposits  for  their 
customers.  How  does  this  work  out  mathematically?  Well,  the  Reserve  bank 
must  keep  a  reserve  of  3o  percent  In  gold '  against  Its  deposits,  or  |1  In  gold 
against  every  $2.83  In  deposits.  But  for  every  dollar  of  those  deposits — since 
they  represent  the  reserves  of  the  member  banks — the  member  banks  may 
create  deposits  of  $10.  Therefore,  in  theory  at  least,  $1  In  gold  in  the  vaults 
of  the  Federal  Reserve  System  may,  when  used  as  a  reserve  against  the  hitter's 
deposits,  provide  the  basis  for  $28.50  in  deposit  money,  or  credit.  In  the 
member  banks ! 

From  the  foregoing  It  will  be  seen  that  under  our  banking  system  the  Federal 
Reserve  banks  provide  the  ultimate  limits  of  monetary  expunsfon — using  money 
in  its  broader  sense  of  both  currency  nod  credit.  It  remains  to  say  a  word 
about  two  mechanisms  with  which  the  system  exercises  some  degree  of  con- 
trol In  addition.  One  of  these  mechanisms  is  the  so-called  "  rediscount  rate  ", 
loosely  referred  to  at  times  as  the  bank  rate;  the  other  Is  the  mechanism  known 
as  "open  market"  operations. 

it  has  been  observed  above  that  when  member  banks  lend  heavily  (thus 
creating  deposits  In  the  same  amount)  they  turn  to  their  district  Reserve  banks 
and  borrow  in  order  to  keep  their  reserves  up  to  the  legal  limit.  By  raising 
or  lowering  Its  rediscount  rule,  I.  e..  Its  charge  tor  such  loans,  the  regional 
bank  can,  and  does,  act  either  to  encourage  or  discourage  such  borrowing. 

The  open-market  operations  consist  in  buying  or  selling  (Jovernment  securities 
In  substantial  amounts  In  the  open  market — in  other  words,  from  those  dealers 
who  act  as  a  clearing  house  for  this  type  of  security.  When  such  n  dealer  Is 
paid  for  the  Reserve's  purchases  he  presumably  deposits  the  check  with  a 
member  hank.  Since  this  check  is  a  check  on  the  Reserve  bank  It  serves  to 
build  up  the  member  bank's  reserves  and  thus  to  add  to  its  lending  (deposit 
creating)  power.  Hence,  a  policy  of  open-market  purchases  on  the  part  of  the 
Federal  Reserve  System  has  the  same  general  pun>ose  as  a  low  rediscount  rate ; 
that  Is,  the  purpose  of  stimulating  lending.  It  will  be  at  once  clear  that  a 
reversal  of  this  policy — heavy  sales  of  Government  securities  by  the  Kederal 
Reserve — would  have  the  opposite  result,  hence  wonld  be  regarded,  along  with 
the  establishment  of  a  high  rediscount  rate  as  evidence  of  a  "tight  money" 
policy— a  desire  to  curtail,  rather  than  expand,  the  supply  of  hank  credit. 

Senator  Glass.  Do  yoti  think  the  New  York  Herald  Tribune  would 
like  to  be  responsible  for  the  New  York  Stock  Exchange  in  1928  and 
1929 1 

■Or  lawful  money. 
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Mr.  Ward.  No,  my  good  Senator.  I  think  that  the  New  York 
Herald  Tribune,  in  an  Honest  hour,  sent  to  its  advertisers  an  appal 
on  the  strength  of  the  paper  in  the  Street,  and  somebody,  not  guidtd 
by  the  hand  of  propaganda,  proved  that  he  knew  something  of  the 
money  question.  He  hit  it  on  one  page,  from  the  people,  and  tfaej 
published  it  in  four  pages,  which  is  the  finest  essay  on  the  monetary 
system  that  I  have  ever  read,  and  I  have  cracked  the  books  for  25 
years. 

Doctor  Miller  told  you  he  was  against  a  commodity  dollar,  and  ha 
chart  was  an  almost  even  line  and  level  of  commodity  prices,  during 
which  period  profits  were  not  distributed  but  were  used  in  speculation, 
in  the  wildest  speculation  that  this  country  ever  knew. 

I  want  to  devote  a  few  minutes  to  Alexander  Hamilton,  became 
Alexander  Hamilton  is  my  best  authority  for  the  Nye-Sweeney  bilL 

Senator  Glass.  Do  you  think  so! 

Mr.  Wakd.  I  do. 

Senator  Glass.  I  noted  that  you  failed  to  quote  Alexander  Hamil- 
ton in  his  statement  that  the  ownership  of  a  central  bank  should  un- 
questionably be  in  private  hands,  and  that  if  it  should  be  in  the  Gov- 
ernment's hands  only  a  miracle  could  avert  disaster.  Have  you  that 
quotation  there ! 

Mr.  Ward.  I  am  not  quoting  that  one,  Senator.     [Laughter.] 

Senator  Glass.  Excuse  the  interruption.    Go  ahead. 

Mr.  Ward.  That  is  perfectly  acceptable. 

I  am  quoting  Alexander  Hamilton  on  the  money  question.  He 
wrote  to  Governor  Clinton  on  May  4, 1783,  favoring  a  central  author- 
ity to  gather  the  creditors  of  the  central  Government  into  a  corpora- 
tion  of  a  central  bank  which  would  contribute  "  an  increased  cir- 
culation without  which  the  people  would  be  disabled  from  paying 
the  taxes  for  want  of  the  sufficient  medium." 

Gentlemen,  we  are  suffering  in  this  country  from  a  paucity  of 
money,  and  one  of  the  distinguished  members  of  this  committee 
disagrees  heartily  with  me,  and  says  "  Ward,  we  have  practically 
the  same  amount  of  money  in  circulation  today  that  we  had  during 
the  last  decade." 

I  beg  to  differ  with  the  Senator,  who  has  more  money  than  I 
will  ever  dream  of;  but  the  fact  is  that  we  had  23  billion  dollars  in 
1929,  in  demand  deposits,  in  check-book  money,  in  bankers'  credit, 
pure  fiction  money,  and  3  billion  dollars  of  real  money  in  the  banks, 
behind  which  there  was  only  10  percent,  under  the  law,  in  currency 
and  reserve.  This  23  billion  was  issued  against  a  10-percent  reserve, 
and,  of  course,  the  securities  that  the  borrower  tossed  in  through  the 
wicket. 

Chrysler  stock  was  selling  at  $3  under  the  name  of  Maxwell  at 
the  beginning  of  the  decade  and  rose  to  140.  All  any  man  in  America 
did  was  to  shove  it  through  the  wicket  of  a  bank,  accompanied  by 
a  promissory  note,  and  get  a  dollar  and  a  half  in  the  early  twenties 
or  $70  a  share  toward  the  end  of  the  decade. 

He  made  a  loan  and  was  credited  with  a  deposit.  The  security 
was  there  and  against  this  security  he  was  given  the  right  to  with- 
draw and  twenty-three  billions  of  this  kind  of  money  was  issued  by 
the  private  banking  concerns  of  this  country  and  existed  in  the  form 
of  demand  deposits  in  the  year  1929. 
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That  kind  of  money  does  95  percent  of  the  business  of  America  and 
when  that  kind  of  money  is  withdrawn  from  circulation,  when  the 
private  banks  of  this  country  call  their  loans,  then  the  owner  of  that 
security  must  pay  back  to  the  bank  not  in  the  counterfeit  check-book 
money,  the  fiction  money  of  the  banker. 

The  gold  and  silver  and  coin  and  bullion  and  Federal  Reserve 
notes  and  Treasury  notes  and  certificates,  issued  under  the  authority 
of  Congress  will  be  the  only  kind  of  money  the  bank  will  take  in 
repayment  of  such  a  fiction-money  loan. 

The  bankers  of  this  country  demanded  the  repayment  of  these 
promissory  notes  in  cash,  and  the  only  way  to  raise  cash  is  to  sell  the 
security. 

It  doesn't  take  a  Federal  Reserve  expert,  nor  a  banker,  nor  a 
monetary  authority  to  explain  to  the  people  of  this  country  what 
happens  when  deflation  sets  in,  Chrysler  stock  was  up  from  3  to 
140;  General  Motors  from  15  to  160,  with  the  stock  split  time  and 
time  again,  and  then  was  devaluated  until  both  sold  well  below  $10 
per  share. 

The  $22,000,000,000  of  demand  deposits  in  this  country  shrunk  to 
$15,000,000,000.  This  was  a  shrinkage  of  over  $7,000,000,000  in  the 
actual  money  of  this  country,  the  credit  money,  the  money  which  is  in 
the  control  of  the  private  banker. 

When  this  type  of  money  disappears  there  is  only  one  thing  for  a 
nation  to  do  and  that  is,  replace  it  by  actual  money,  if  you  want 
business  to  keep  going. 

Such  a  thought  is  considered  radical;  such  a  thought  is  considered 
inflationary;  such  a  thought  brings  forth  the  press  of  the  Nation 
with  its  special  writers  on  the  continental  currency  of  our  Revolu- 
tion, forgetting  that  the  Revolutionary  Fathers  won  the  war,  and 
the  only  kind  of  money  available  was  a  pure  fiat,  irredeemable  paper 
currency  with  nothing  but  the  full  faith  and  credit  of  the  people 
behind  it,  and  forgetting  that  the  fathers  were  inspired  to  write  the 
Constitution  by  Pelatiah  Webster's  pamphlet  on  a  Central  Bank. 

Senator  Glass.  Did  they  not  win  the  war  on  the  coin  that  France 
loaned  us  to  pay  our  troops  off,  in  order  to  get  them  to  Yorktown  \ 

Mr.  Ward.  Well,  they  had  $7,000,000  of  foreign  money,  and  it 
was  at  10  percent  interest.    It  had  a  great  deal  to  do  with  it. 

Senator  Glass.  But  it  was  the  first  money  that  the  continental 
troops  had  seen  for  nearly  2  years,  was  it  not! 

Mr.  Ward.  That  is  true,  but  they  stood  at  Valley  Forge  with  noth- 
ing but  the  paper,  and  Howe  was  in  Philadelphia  with  the  gold,  and 
the  two  were  competitive.  There  was  luxury  in  one,  witn  every- 
thing for  the  Army.  There  was  no  shortage  of  food.  Howe  ate, 
and  lie  ate  well,  on  the  gold.  Washington  starved  on  the  paper. 
I  will  admit  that  freely.  But  the  point  is  that  they  used  the  only 
kind  of  money  there  was  to  use,  pure  fiat  money. 

Senator  Glass.  I  did  not  ask  the  question  in  a  controversial 
sense. 

Mr.  Ward.  I  know  that. 

Senator  Glass.  But  in  a  historical  sense. 

Mr.  Ward.  And  I  would  give  full  credit  to  the  foreign  loans,  and 
also  recall  that  it  was  10-percent  interest,  and  also  recall  that  thev 
were  repaid. 
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The  writers  in  the  newspapers  and  magazines  of  the  country  n 
the  story  of  the  Confederate  currency,  as  though  the  South  had  m; 
gold  or  silver  base  to  which  they  could  attach  currency.  It  iawd 
in  its  hour  of  need  the  same  kind  of  currency  Russia  issued  after 
revolution;  the  same  kind  Germany  issued  after  the  war;  and  At 
same  kind  that  France  issued  after  the  revolution,  and  which  ewrj 
nation  in  the  world  will  continue  to  issue  if  driven  to  economic 
destruction  by. the  decimation  of  values  through  war  or  economic 
distress. 

Gentlemen,  we  want  to  realize,  if  we  are  interested  in  this  moan 
question,  that  when  you  pick  up  the  paper  and  get  Andy  Whitn 
book  on  French  assi  gnats,  or  the  Saturday  Evening  Post,  with  the 
cartoons  on  the  German  marks  and  the  rubles,  and.  all  the  bunk  cc 
printing-press  money,  that  they  make  no  comparison  in  these  in- 
stances with  a  nation  that  had  billions  of  gold  and  silver  bullion  is 
a  Treasury,  free  or  unfree,  9  billions  of  it,  against  which  5^  billion 
are  issued  in  this  country. 

Sometimes  I  sit  in  the  gallery  of  the  Senate  and  watch  the  pro- 
ceedings with  tremendous  interest.  I  listen  to  discussions  iboa 
rubles,  French  assignats,  Confederate  currency,  and  Continental  car- 
rency.  I  do  not  think  any  of  you  gentlemen  are  guilty  of  paasug 
bad  checks,  but  I  imagine  that  if  death  faced  you  and  you  thought 
you  might  be  able  to  cover  if  you  got  a  few  miles  away,  you  might 
issue  a  rubber  check.  These  nations  that  were  destroyed — France, 
after  the  revolution — issued  the  only  kind  of  money  there  *as  to 
issue. 

Senator  Glabs.  The  South  did  not  have  any  Crown  lands,  and  did 
not  seize  all  the  church  property  as  a  basis  of  its  issue  of  currency. 
That  is  what  France  had  to  start  with. 

Mr.  Ward.  That  is  correct.  But  is  not  that  money  always  to  bf 
expected  in  an  hour  of  need?  There  is  no  comparison  with  the 
country  today. 

Senator  Glass.  It  did  not  do  much  good. 

Mr.  Ward.  No. 

Senator  Glass.  I  used  to  play  with  band  boxes  full  of  it  after  the 
war. 

Mr.  Ward.  The  point  I  want  to  make  is  this :  Money  is  not  wealth. 
It  is  merely  the  means  of  wealth  distribution,  and  it  is  the  function 
of  the  Government  to  issue  the  money  of  a  country. 

Senator  Glass.  Mr.  Ward,  let  me  clear  up  one  point  in  my  mind,  if 
you  will  i 

Mr.  Ward.  Gladly. 

Senator  Glass.  You  are  opposed  to  checking  accounts  ? 

Mr.  Ward.  No ;  I  am  not.  I  am  coming  to  that  point  of  100-percent 
deposit.  I  believe  money  is  not  wealth,  and  it  should  not  be  confused. 
Therefore,  as  an  attribute  of  sovereignty,  the  Government  should 
issue  the  money.  Private  bankers  have  usurped  the  power  of  Con- 
gress to  coin  and  issue  money  and  regulate  its  value.  The  real  money 
of  the  country  today  is  the  check-book  money,  doing  95  percent  of 
the  work.  We  had  22  billions  of  it  available  in  1929.  We  lost  7 
billions  of  it  in  the  depression.  Wc  have  today  uncontrolled  credit 
money  inflation,  and  uncontrolled  credit  money  deflation,  with  the 
intellectuals  of  the  country  cursing  printing-press  money.     We  need 
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•  to  recapture,  or  reassert  the  congressional  power  over  money.  We 
need  to  take  the  function  of  issue  away  from  the  banks  and  put  it  in 
m  central  bank  of  the  United  States,  which  shall  have  the  power  over 

i  the  money  and  currency  of  the  Nation.  This  power  over  currency 
and  money  controls  the  lifeblood  of  the  Nation.    It  is  the  means  of 

-  the  concentration  of  wealth  into  the  hands  of  the  few. 

Senator  Glass.  Mr.  Ward,  would  it  be  convenient  for  you  to  come 
'  bmck  at  2  o'clock,  in  the  Appropriations  Committee  room) 
Mr.  Ward.  Gladly- 

Senator  Glass.  The  members  of  the  committee  have  to  respond  to 
the  call  of  the  Senate. 

Mr.  Wahd.  Gladly,  sir.    Thank  you. 

(Whereupon,  at  12  noon,  the  subcommittee  recessed  until  2  p.  m.) 

AFTERNOON  8E88ION 

The  subcommittee  resumed  its  session,  at  2  o'clock  p.  m.,  at  the 

-  expiration  of  the  recess,  in  the  committee  room  of  the  Senate  Com- 
mittee on  Appropriations,  United  States  Capitol. 

STATEMENT  OF  LOUIS  B.   WARD,  DETROIT,  MICH.— Returned 

Senator  Glass.  You  may  as  well  proceed  with  your  testimony. 
It  is  difficult  to  get  all  the  Senators  here  on  time.  We  will  read  it 
and  examine  it.  Before  yon  proceed,  however,  I  want  to  hand  a 
telegram  to  the  official  reporter  from  Father  Coughlin,  to  be  placed 
at  the  beginning  of  your  testimony  to  supplement  what  you  said 
about  his  inability  to  be  present.     Do  you  care  to  see  it? 

Mr.  Ward.  Yes;  thank  you,  Senator. 

(The  telegram  referred  to  and  submitted  by  Senator  Glass  is  here 
printed  in  full,  as  follows:) 

Royal  Oak.  Mich..  May  28,  19.15. 

Hon.  Carter  Glass:  Deeply  appreciate  your  letter  of  m«j  18.  which  was 
opened  just  this  minute.     Mr.  Ward  will  testify  for  the  National  Union  anil 
Is  delegated  to  apeak  for  me.    Serious  circumstances  at  hom4  prevent  my  being 
absent  for  sometime. 
Cordially  yours, 

Charles  B.  Coughlin. 

Mr.  Ward.  To  resume,  the  problem  of  production  has  been  solved 
in  America.  Again  I  refer  to  the  testimony  of  Dr.  Miller,  who  shows 
by  his  chart  that  year  after  year  the  cost  of  production  is  and  should 
be  lower.  Yet  we  find  a  condition  where  59  percent  of  the  wealth 
of  this  Nation  is  concentrated  in  the  hands  of  1  percent  of  the  people ; 
where  26  percent  of  the  wealth  of  this  Nation  is  in  the  hands  of  an 
additional  3  percent  of  the  people ;  and  where  only  15  percent  of  the 
wealth  of  this  Nation  is  distributed  over  96  percent  of  the  people. 

Picture  100  men  lined  up  in  formation.  One  man  carries  59  per- 
cent of  the  wealth,  three  men  follow  him  carrying  26  percent  of  the 
wealth,  and  the  96  that  follow  have  only  15  percent  of  the  wealth. 

Picture  it  another  way — a  little  group  represented  by  300,000  fam- 
ilies in  America  having  an  average  wealth  of  $393,000.  Then  there 
are  900,000  families  whose  average  wealth  is  $57,000.  Then  a  third 
group  represents  28,800,000  families,  the  teeming  masses  of  labor  ami 
agriculture,  with  a  total  average  wealth  of  only  $1,042  per  family. 

-20 
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The,  Nye  bill,  S.  2162,  attempts  through  monetary  control  to  pro  I 
vide  for  the  jiiBt  distribution  of  the  abundance  with  which  the  benei 
cent  Creator  has  blessed  us. 

Senator  Byrnes.  What  is  the  source  of  the  information  that  job 
are  now  giving?     Where  did  you  get  those  figures  from  I 

Mr.  Ward.  It  is  a  combination  of  a  study  of  income-tax  returns 
on  the  one  hand,  together  with  statistics  of  the  United  States  G«- 
ernment,  in  addition  to  the  tremendous  data  selected  with  referan 
to  the  class  that  has  nothing,  out  of  the  relief  studies  and  the  unca- 
ployment  studies  of  the  country.  And  when  we  say  59  percent,  tan 
is  the  best  obtainable  information  that  we  have.  Those  figures  in 
thrown  with  the  figures  of  the  National  Industrial  Conference  Baaed 
of  New  York  City  whose  figures  are  used  by  our  Bureau  of  tat 
Census;  and  the  National  Industrial  Conference  Board,  Senator,  his 
the  only  wealth  census  that  I  know  of  in  the  country.  When  I  reftf 
to  the  Census  Department  they  in  turn  refer  me  to  the  Natioait 
Industrial  Conference  Board.     That  is  our  stnadard  source. 

This  bill  attempts  to  restore  to  the  Federal  Government  the  co- 
trol  over  all  forms  of  money,  over  coin,  currency,  and  credit  T\* 
Nye  bill  would  take  out  of  the  hands  of  private  individuals  tit 
power  to  innate  and  deflate,  and  the  power  to  value  and  devalue  oof 
national  wealth.  The  answer  lies  in  the  proper  distribution  of  om 
wealth  by  maintaining  the  purchasing  power  of  money  at  a  fixri 
and  equitable  level. 

Our  aim  is  to  restore  the  value  of  property  to  just  levels,  and  on 
bill  likewise  provides  a  means  of  regaining  the  lost  billions  of  evalu- 
ation between  the  200  billion  we  have  today  and  the  488  billion  oJ 
national  wealth  we  had  in  1920.  It  is  the  same  property.  It  it 
revalued  at  the  200  billion. 

Since  1760,  the  dawn  of  the  industrial  revolution,  men  have  id- 
dressed  their  minds  to  the  solution  of  the  problem  of  production. 
That  problem  is  solved — solved  to  the  extent  that  men  complain  of 
surpluses.  There  are  organisms  high  in  the  councils  of  this  Govern- 
ment that  would  throw  back  into  the  face  of  the  Creator  the  gifts Ht 
has  given  us.  These  men  set  about  to  destroy  our  real  wealth  in  col- 
ton,  in  wheat,  in  hogs  and  cattle,  just  as  the  private  banker  destroyed 
credit  in  1929.  These  men  refuse  to  develop  the  natural  resources. 
They  permit,  for  example,  the  St.  Lawrence  River  to  rush  headline 
and  unharnessed  to  the  sea,  lest  an  abundance  of  power  be  developed 
or  economical  access  be  available  to  our  land-locked  central  West. 

On  the  parallel  problem  of  distribution  of  wealth,  no  effort  is  being 
made  except  by  the  Communists  or  by  the  Socialists,  and  by  a  hand- 
ful of  progressive  minds  who  recognize  that  God  blinds  the  eves  of 
reactionaries  to  the  possibility  of  bloody  revolution.  In  the  litera- 
ture of  France  no  one  predicted  the  French  Revolution.  In  the  lit- 
erature of  Russia  no  one  of  the  old  royalty  dreamed  of  revolution. 

To  the  true  conservative,  he  who  wishes  to  conserve  the  American 
heritage,  the  rust  distribution  of  wealth  is  wholly  as  important  as  its 
production.  Literally  millions  of  minds  have  contributed  to  the  so- 
lution of  the  problem  of  production,  and  there  are  only  531  minds  in 
all  America  directly  charged  with  a  true  solution  of  the  problem  of 
the  distribution  of  wealth.  These  are  the  Members  of  Congress  who 
were  given,  under  the  Constitution,  the  power  to  coin  money  and  rrp 
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vlite  th*  value  thereof  and  of  foreign  coin,  and  who  have  permitted 
.  tikis  power  to  go  squarely  into  the  hands  of  the  private  bankers. 
I  do  not  believe  in  panaceas,  but  I  do  believe  that  the  money  ques- 
tion is  the  most  important  question,  the  most  momentous  question 
of  the  hour. 

I  would  like  to  quote  Hamilton  again.    Hamilton  was  faced  with 

tbe  question  of  plating  the  taxing  power  in  the  hands  of  the  States 

in  the  year  1787.    He  was  faced  in  that  same  year  with  a  foreign 

debt  of  over  7  millions  of  dollars,  borrowed  from   Europe  at  10- 

-  percent  interest.    Hamilton  said,  and  I  quote  him : 

power  required  from  as. 


'     Tliene  are  good  words  to  remember  today. 

The  power  over  money  when  left  in  other  hands,  other  than  Con- 
gress, will  and  has  destroyed  our  economic  security.  Hamilton  knew 
the  function  of  money.    He  said,  and  I  quote  him  directly : 

The  paper  money  of  toe  State  of  New  York  In  most  t  run  (taction*  Is  equal  to 
gold  aud  silver;  (bat  of  Rhode  Island  Is  depreciated  to  0  for  I ;  that  of  North 
Carolina  to  2  to  1 ;  that  of  South  Carolina  may,  perhaps,  be  worth  15  shillings 
lb  the  pound. 

In  his  speech  upon  the  impost  grant — and  I  quote  from  the  Fed- 
eralist— he  said: 

.  The  legislature  having  thought  an  emission  of  paper  advisable,  I  consider  It 
my  dnty  as  a  representative  of  the  i>eople  to  take  care  of  Its  credit.  The 
■  formers  appeared  willing  to  exchange  their  produce  for  it  The  merchants,  on 
tbe  other  hand,  had  large  debts  outstanding.  They  supposed  that  giving  a  free 
circulation  to  tile  nnj«r  would  enable  their  customers  In  tbe  country  to  pay, 
and  as  they  perceived  that  they  would  have  It  in  their  power  to  convert  the 
money  into  produce,  they  naturally  resolved  to  give  it  their  support. 

These  causes  combined  to  introduce  the  money  into  general  circulation,  and 
having  once  obtained  credit,  it  will  now  be  able  to  support  Itself. 

Tbe  chief  difficulty  to  have  been  apprehended  In  respect  to  the  paper  was  to 
overcome  the  diffidence  which  the  still  recent  experience  of  depreciating  iMiper 
bad  Instilled  into  men's  minds.  This,  it  was  to  have  been  feared,  would  hnve 
shaken  Its  credit  at  Its  outset ;  aud  if  It  had  once  begun  to  sink.  It  would  be  no 
easy  matter  to  prevent  its  total  decline. 

The  event  bus,  however,  turned  out  otherwise  and  the  money  has  been  fortu- 
nate enough  to  conciliate  the  general  confidence.  This  point  gained,  there  need 
be  no  apprehensions  of  its  future  fate,  aniens  the  Government  should  do  some- 
thing to  destroy  that  confidence. 

The  causes  that  first  gave  It  credit  Mill  operate  and  will,  In  all  probability, 
continue  to  do  so.  The  demand  for  money  has  not  lessened,  aud  the  merchant 
has  still  the  same  Inducement  to  countenance  tbe  circulation  of  the  paper. 

I  picked  up  today  a  10-dollar  bill,  national  currency,  secured  by 
United  States  bonds,  deposited  with  the  Treasurer  of  the  United 
States  of  America.  Underneath  those  words  it  says,  "  or  bv  like 
deposit  of  other  securities.  The  Federal  Reserve  Bank,  St.  Louis. 
Ten  Dollars." 

There  was  a  question  asked  of  Mr.  Morgenthau,  the  honorable 
Secretary  of  the  Treasury :  What  other  securities  f  It  was  asked  by  a 
United  States  Senator,  tfie  coauthor  of  this  bill ;  and  the  answer  of  the 
Secretary  of  the  Treasury  was  to  the  effect  that  it  would  be  very  diffi- 
cult to  find  out  what  securities. 

"Are  Instill  securities  behind  that  particular  notei"  was  the  spe- 
cific question ;  and  the  honorable  Secretary  answered  that  he  could  not 
tell  except  after  an  exhaustive  survey. 
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No  one  questions  the  circulating  value  of  that  10-dollar  na 
What  we  question  is  that  when  Father  Coughlin  or  the  Natfcad 
Union  goes  before  the  people  of  the  United  States  asking  tl* 
Congress  assume  authority  over  the  currency  of  the  United  Stats 
we  find  the  private  banking  system  that  secures  its  currency  h 
bonds  of  the  United  States  on  which  the  United  States  pays  intent, 
and  we  find  on  one  Federal  Reserve  note  that  this  is  redeemabtoi 
gold  on  demand  at  the  United  States  Treasury,  and  we  know  tti 
it  is  not.  The  rest  of  the  sentence  is  "  or  in  gold  or  lawful  mat*, 
at  any  Federal  Reserve  bank  ";  and  there  is  an  open  public  data* 
tion  on  where  you  redeem  that  type  of  currency.  That  is  rede* 
able  in  gold.  There  is  no  fiat  money  there.  That  is  100-panat 
gold  redemption.  If  you  walk  into  the  Treasury  or  if  you  walk  iab 
the  Federal  Reserve  bank,  it  is  redeemable  in  another  one  of  tk 
same  type — gold  or  lawful  money. 

Senator  Glass.  The  lawful  money  is  redeemable  at  the  Treasaf 
in  gold. 

Mr.  Ward.  This  [indicating]  is  lawful  money. 

Senator  Bclklet.  It  used  to  be. 

Senator  Glass.  I  mean,  it  used  to  be,  of  course.  I  have  stated  il 
along  that  we  are  on  a  fiat  basis  now. 

Mr.  Ward.  What  we  stand  for  is  simply 

Senator  Bui-klf.t.  I  do  not  see  the  point  that  you  are  n 
about  that.    Of  course  that  is  not  good  now ;  that  redemption  chat 
does  not  hold  good. 

Mr.  Ward.  But  when  it  was  good,  it  was  good,  Senator,  in  ffM 
at  the  United  States  Treasury,  and  if  you  went  to  the  bank  it "~~ 
good  in  paper  money. 

Senator  McAdoo.  If  they  chose  to  give  you  paper  money. 

Mr.  Ward.  But  this  is  the  redemption  feature  of  this  money.  1> 
is  redeemable  either  ingold  or  in  lawful  money. 

Senator  Bdlkxet.  What  is  the  point!  I  do  not  see  what  yon  in 
drivingat. 

Mr.  Ward.  It  is  redeemable.  There  is  the  idea  of  redeoiptM 
to  distinguish  it  from  fiat  money.  The  idea  is  that  it  would  b 
redeemable  in  metallic  money,  gold  and  silver,  to  distinguish  il 
from  paper. 

Senator  Bulkley.  Of  course,  it  used  to  be  redeemable  in  gold 
before  we  went  off  gold. 

Mr.  Ward.  At  the  Treasury. 

Senator  Glass.  Or  gold  or  lawful  money  at  the  bank  But  tk 
lawful  money,  in  turn,  was  redeemable  in  gold.  The  reason  w 
that,  or  the  mechanics  of  the  thing  was,  that  banks  did  not  oM 
to  carry  so  much  gold.  The  Treasury  had  the  gold.  So  they  M 
them  lawful  money,  and  if  they  wanted  gold  they  could  go  anflf 
it.     I  have  no  doubt  they  could  have  gotten  gold  at  the  banks,  W 

Mr.  Ward.  There  is  no  criticism  of  that  whatsoever.  The  (■] 
thing  we  ask  is  that  that  prerogative  of  issue  be  recaptured  by " 
Government  of  the  United  States. 

Senator  McAdoo.  May  I  ask  you  a  question  now? 

Mr.  Ward.  Yes,  Senator. 

Senator  McAdoo.  You  say  you  want  the  prerogative  reeapti 

Mr.  Ward.  Yes,  Senator. 
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'  i  Senator  McAdoo.  All  money  in  this  country  is  now  issued  by  the 
United  States,  of  course.  It  is  a  Government  obligation  to  pay  on 
demand  the  face  of  the  note,  either  in  gold  or  in  lawful  money 

Senator  Bulk  let.  Except  the  national-bank  currency  which  is 
•bout  to  be  retired.. 

Senator  McAdoo.  But  even  that  the  Government  of  the  United 
States  is  back  of.  It  is  secured  with  Government  bonds  back  of  it. 
Now,  to  what  extent  do  you  mean  that  the  Government  shall  recap- 
ture the  prerogative,  since  it  is  exercising  its  prerogative  to  issue 
paper  money  ? 

Mr.  Wma  This  morning,  Senator,  I  tried  to  emphasize  the  fact 
that  95  percent  of  the  money  was  not  currency,  but  was  credit  money, 
deposit  money,  pure  fiction  money,  that  does  the  work  of  this  coun- 
try, and  I  have  now  rotten  into  this  slight  comment  upon  currency. 

Senator  McAdoo.  You  mean,  bank  checks!  Is  that  what  you  are 
driving  at  1 

Mr.  Ward.  Yes. 

Senator  McAdoo.  Would  you  have  the  bank-check  currency  re- 
placed entirely  with' Government  issue  of  money  I 

Mr.  Ward.  Absolutely,  100  percent  behind  those  deposits,  secured 
precisely  in  the  same  way 

Senator  McAdoo.  I  am  just  trying  to  figure  out  in  my  own  mind 
how  that  can  be  done.  I  am  only  trying  to  develop  your  idea.  When 
you  take  $100,000  of  bank-check  currency  of  the  United  States  and 
use  it  in  all  business  operations,  how  could  you  supplant  that  alto- 
gether with  currency  ? 

Would  not  that  slow  down  business  transactions  enormously? 

Mr.  Ward.  I  do  not  think  so,  Senator. 

Senator  McAdoo.  For  instance,  as  it  stands  today,  I  earn  my  salary 
I  hope.  At  any  rate,  the  Government  sends  me  a  check,  I  deposit 
that  in  a  bank.  Somebody  sends  me  a  bill  for  a  pair  of  eyeglasses, 
or  some  evidence  of  old  age,  and  I  pay  it  Suppose  it  is  $9.20.  It  is 
a  very  great  convenience  to  ine  tow  able  to  write  a  check  for  that 
amount  and  send  it  in  the  mail  instead  of  paying  it  in  currency. 

Mr.  Ward.  I  would  not  interfere  with  that  for  anything  in  the 
world- 
Senator  McAdoo.  How  would  you  supplant  the  bank  check  with 
currency  i 

Mr.  Ward.  In  this  way.  Senator:  That  type  of  deposit  through 
the  wicket  of  the  bank  represents  money  in  commerce  and  industry. 
We  have  no  criticism ;  no  attack.  It  is  the  normal,  natural,  economic, 
business  way  to  proceed.  But  when  the  Senator  deposits  that  money 
which  he  has  earned,  the  thing  that  we  object  to  is  having  that  real 
money  used  as  a  10-percent  basis  for  the  issue  of  credit  out  of  a 
bank  and  to  permit  that  bank  to  take  that  $10,000  and  make  it  the 
basis  of  a  $100,000  loan. 

Senator  Bclklet.  Do  you  think  banks  ought  not  to  loan  money! 

Mr.  Ward.  I  certainly  think  they  should  lend,  but  I  do  not  think 
banks  should  have  the  ability  to  create  money. 

Senator  McAdoo.  You  mean  the  bank  can  borrow  $100,000  from 
somebody ! 

Mr.  Ward.  No;  I  mean  that  they  can  create  on  the  basis  of  your 
$10,000  cash  a  $100,000  loan  and  issue  to  anyone  who  hands  them  a 
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promissory  note  and  the  proper  security,  Senator,  '  against  tit 
securities  of  the  borrower  $100,000  in  credit  or  check  money. 

Senator  MoAdoo.  Provided,  of  course,  they  get  the  security  for  kl 

Mr.  Ward.  I  say,  against  security. 

Senator  McAdoo.  The  borrower  has  to  supply  securities  that  m 
satisfactory  to  the  bank? 

Mr.  Ward.  Yes. 

Senator  MoAdoo.  If  he  did  not  do  that,  what  other  method  of  ga- 
ting money  from  the  bank  is  available,  if  any! 

Mr.  Wabd.  The  unsecured  only.  That  is  the  real  way  that  deport 
money  is  created.  It  is  money;  it  is  real  money  issued  against  tie 
securities  of  the  people;  and  they  usually  charge  around  6  perm* 
for  it.    Ninety  percent  is  created  money.    The  Government  does  m 

Jarticipate  in  that  creation ;  it  does  not  provide  for  that  type  of  credit 
t  is  in  private  hands.    It  is  a  function  of  sovereignty. 

Senator  McAdoo.  I  may  be  dense,  but  I  want  to  see  if  I  can  grup 
your  idea,  of  course. 

Mr.  Ward.  Maybe  I  am  abstruse. 

Senator  McAdoo.  You  say  the  bank  can  issue  $100,000  of  credfl 
against  a  $10,000  deposit  Let  us  assume  for  the  sake  of  the  dismis- 
sion that  that  is  true.  They  can  only  issue  credit  to  that  extent,  pro- 
vided somebody  borrows  the  money  and  because  the  bank  accepted 
security  for  it,  whether  it  be  that  man's  personally  endorsed  note  or 
collaterally  secured  note  or  what,  so  long  as  it  is,  in  the  judgment  of 
the  bank,  a  satisfactory  security  for  the  amount. 

Mr.  Ward.  That  is  correct. 

Senator  McAdoo.  The  bank  then  lends  you  $100,000  and  it  goe--  u* 
your  credit  in  the  bank  and  you  can  draw  checks  against  that  ? 

Mr.  Ward.  That  is  correct. 

Senator  McAdoo.  If  that  process  were  not  followed,  how  would 
the  borrower  otherwise  be  able  to  get  the  $100,000?  I  mean,  how  could 
the  Government's  intervention  enable  him  to  get  it  in  some  other  wij 
that  would  be  satisfactory? 

Mr.  Ward.  I  am  leading  right  into  that  directly  as  I  go  along,  Sen- 
ator.    If  you  want  the  answer  immediately 

Senator  McAdoo.  I  think  it  would  be  well  if  you  would  just  give  it 
here  in  answer  to  the  question. 

Mr.  Ward.  The  Government  of  the  United  States  has  floated  already 
some  30  billions  of  bonds,  and  it  has  sold  those  30  billions  of  bonds. 
though  there  never  is  over  6  or,  at  most,  7  billion  dollars  in  aetiul 
money,  currency,  existing  in  the  country.  That  5  billion  and  a  quar- 
ter, or  6  billion  a  while  ago,  is  not  in  circulation. 

Senator  McAnoo.  The  currency  is  not? 

Mr.  Ward.  No;  we  know  that.'  We  know  that  of  $5,400,000,000  ac- 
tual money  in  this  country  the  banks  themselves  have  about  $670,000,- 
000,  approximately,  at  the  last  statement  of  the  Comptroller  or  the 
Federal  Deposit  Insurance  Corporation. 

Senator  McAdoo.  Where  is  the  rest  of  it  1 

Mr.  Wahd.  The  $070,000,000  is  not  in  circulation  and  it  is  not  loaned. 
It  is  till  money.  There  is  in  the  country  approximately  $l,000,uOOJ>K' 
in  the  hands  of  storekeepers.  That  money  cannot  be  kept  in  circuli- 
tion  in  the  sense  of  not  being  needed  for  change  and  for  duv-to-tliv 
transactions.  In  another  sense  it  is  money  that  is  in  circulation,  gel- 
ting  back  to  the  bank  and  into  the  hands  of  the  people. 
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■    Senator  McAdoo.  It  is  bound  to  circulate. 

Mr.  Ward.  We  have  in  the  homes  -of  the  people,  roughly,  another 
billion  of  dollars 

Senator  McAdoo.  On  that  point  I  am  rather  interested  in  knowing 
how  you  arrive  at  the  amount  that  is  in  the  homes. 

Mr.  Ward.  You  have  the  A.  &  P.  in  this  country;  and  when  I  did 
a  little  work  on  that  account  they  were  doing  $400,000,000  a  year 
business.  They  were  just  coming  up,  doing  a  cash  business  with 
the  home  over  the  counter.  There  are  23  million  motor  vehicles 
running,  and  it  is  very  difficult  for  even  the  distinguished  Senator 
to  drive  from  Washington  to  California  without  paying  cash. 
■  Senator  McAdoo.  I  Know  that  that  is  a  correct  statement. 

Mr.  Ward.  That  is  one  that  is  admitted.  Credit  is  given  some. 
Garfinckel,  perhaps,  with  his  trucks  may  have  credit  with  a  filling 
station.  Maybe  we  can  throw  away  three  million  as  not  doing  a  cash 
business.  But  here  is  an  industry  that  has  come  up  in  the  last  gen- 
eration. It  did  not  need  any  cash  expenditure  for  the  horse  and 
buggy.  Twenty-three  million  of  them,  and  the  cash  expenditure 
approximates  $250  per  year  per  car.  Say  that  car  goes  8,500  miles. 
That  cash  lias  a  turn-over.  It  does  not  all  stay  in  the  hands  of  the 
gasoline  station  attendant,  naturally.  But  those  are  the  large  items. 
New  York  City  had  a  million  transients  a  day  in  the  last  decade. 
The  hotels  in  the  country  are  doing  a  volume  of  $900,000,000,  which 
is  largely  cash  where  I  have  been. 

Senator  McAdoo.  How  do  you  deduce  from  that  that  $1,000,- 
000.000  is  in  the  homes* 

Mr.  Ward.  Because  I  approached  it  that  way,  and  I  approached  it 
by  labor  and  wages 

Senator  McAdoo.  You  mean,  it  is  just  an  arbitrary  estimate  of 
your  own? 

Mr.  Ward.  If  you  want  to  call  it  that  way — an  arbitrary  esti- 
mate. I  know  there  is  five  billion  and  a  quarter  of  that  currency. 
1  know  that  you  cannot  find  over  $670,000,000  in  all  the  banks  of 
the  country.  Therefore  $4,800,000,000  is  outside  the  banks.  Who 
has  the  $4,800,000,000?  Foreign  travel  is  one  check  on  it  Labor- 
ers, who  do  not  have  bank  accounts; — what  they  earn  is  another  check 
on  it.  The  service  fee  on  bank  accounts  has  reduced  the  number 
patronizing  the  banks. 

Senator  McAdoo.  We  know,  in  any  event,  that  we  have  cot  more 
than  four  and  a  half  billion  dollars  of  currency  in  circulation  in 
this  country  outside  of  the  Treasury.     We  know  that. 

Mr.  Ward.  Five  billion  four  hundred  million. 

Senator  McAdoo.  About  5  billion  300  million  dollars  of  currency 
in  circulation  outside  of  the  Treasury.  That  is  what  we  commonly 
call  circulation  in  the  hands  of  the  people,  because  it  circulates 
among  the  people.  I  was  just  interested  in  your  estimate  of  $1,000,- 
000,000  as  being  in  the  homes.  Of  course  if  it  is  in  the  homes,  un- 
less it  is  hoarded,  it  is  a  part  of  the  circulating  medium. 

Mr.  Ward.  I  admit  that. 

Senator  MoAuoo.  I  do  not  yet  see  how  you  meet  the  question  I 
asked  upon  which  the  discussion  arose  as  to  how  you  would  supplant, 
through  governmental  intervention,  the  bank  credits  which  the  indi- 
vidual now  procures,  when  the  only  way  in  which  he  can  borrow 
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money  is  to  borrow  it  from,  a  bank  or  an  individual  who  hie  it  a  I 
from  somebody  who  has  ifc— -  j 

Mr.  Ward.  They  would  issue  currency.  | 

Senator  McAdoo.  If  they  issue  sufficient  currency  to  do  that,  jn 
would  expect  that  the  individual  would  borrow  the  money  direa 
from  the  Government?    Is  that  the  idea? 

Mr.  Ward.  No;  I  would  not  expect  that.  I  would  take  the  $30,- 
000,000,000  worth  of  Government  bonds  now  in  the  country,  waica 
I  think  the  distinguished  chairman  suggested,  60  percent  of  those  in 
the  hands  of  the  banks,  or  $18,000,000,000  of  United  States  Govern- 
ment securities  on  which  the  people  are  paying  interest  in  the  bub, 
to  be  used  as  a  basis  for  the  printing  of  enough  currency  to  bad 
the  demand  deposits  in  the  banks  100  percent.  There  is  no  inter- 
ference there  with  the  check-book  privilege.  It  is  100  percent  re- 
serves ;  and  the  function  of  that  is  to  stop  a  bank  taking  your  $10gDQQ 
in  currency,  actual  money,  and  building  it  on  the  10  percent  resent 
theory  and  principle  to  $100,000  check-book  money,  $90,000  of  whit* 
was  created  by  the  banks  and  by  the  printing  press. 

Senator  McAdoo.  It  was  not  created  by  the  bank.  It  is  created 
by  a  bank  getting  adequate  security. 

Mr.  Ward.  Absolutely. 

Senator  McAdoo.  The  extension  of  credit. 

Mr.  Ward.  That  is  correct. 

Senator  McAdoo.  What  I  am  trying  to  get  through  my  brain  if 
how  you  are  going  to  find  u  successful  substitute  for  that  method  of 
doing  business  with  a  bank.  I  repeat,  I  am  only  trying  to  develop 
your  idea  so  that  I  can  grasp  it.  I  am  wondering  how  the  mere 
issue  hy  the  Government  of  all  this  currency  would  affect  the  ques- 
tion of  credit  extension  through  a  bank. 

Mr.  Ward.  Well,  if  I  have  the  securities  and  go  to  my  bank  with  i 
hundred-percent  deposit,  the,  banker  has  all  the  ability  in  the  world  to 
grant  me  credit  on  those  securities  in  the  form  that  they  then  are.  I 
may  have  a  municipal  bond — or  no  matter  what  it  is,  he  lias  an  endles 
supply  for  a  long  time  to  come  of  governments  to  turn  into  cash  to 
back  that  type  of  loan. 

Senator  Couzbns.  Assuming  that  to  be  true,  just  what  effect  would 
that  have  upon  the  Government?  If  I  approach  a  bank  and  offer 
them  $100,000  worth  of  security,  your  idea  is  that  they  should  give  roe 
$100,000  worth  of  printed  money,  currency? 

Mr.  Ward.  Yes;  certainly. 

Senator  Couzenk.  So  instead  of  getting  a  check-book  credit  that 
you  are  talking  about,  I  get  $100,000  in  Federal  Reserve  notes  or  Gov- 
ernment notes,  or  whatnot.  Just  what  difference  does  that  make,  so 
far  as  the  effect  upon  the  commerce  of  the  country  is  concerned. 

Mr.  Ward.  All  right,  Senator.  We  start  with  the  vear  1929.  as  in 
example,  with  $22,000,000,000  in  deposit  money.  We  have  behind 
that  deposit  money  $2,200,000,000  in  currency,  and,  of  course,  behind 
that  deposit  money  is  the  security  of  the  borrower.  That  currency 
circulates  in  this  country  just  the  same  as  that  type  of  money. 

Senator  McAdoo.  You  mean  check  currency? 

Mr.  Ward.  Yes.  A  minor  distinction.  But  there  is  95  percent 
of  the  business  of  the  country  in  this  minor  money.  In  1929  the 
bankers  decided  on  a  contraction.     The  only  thing  they  had  to  do 
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waa  to  call  loans;  but  for  ever;  loan  that  is  called  an  equal  amount 
r>f  money  disappears  out  of  circulation.  For  example,  in  the  de- 
pression they  called  $7,000,000,000  worth  of  this  check-book  money. 
They  reduced  the  currency  of  the  country  precisely  $7,000,000,000. 

Senator  McAdoo.  You  mean  the  check -book  currency! 

Mr.  Ward.  Surely;  the  money  of  the  Nation,  check  currency, 
credit  money  of  the  Nation.  That  had  the  effect  that  everybody  in 
this  room  is  conscious  of  and  that  the  automotive  industry  can 
;hart.  as  I  showed  the  committee  this  morning,  the  collapse  of  busi- 
ness; that  some  banker  can  at  a  predetermined  date  decide  to  extend 
uredit  and  take  in  securities,  and  against  those  securities  grant  the 
right  to  withdraw;  and  that  right  to  withdraw  is  the  basis  of  this 
check-book  money  once  again. 

If  the  banker  in  1929  decided  to  contract,  he  has  not  only  his 
capital  and  surplus  that  were  put  into  the  business,  he  has  had  also 
the  currency  that  is  deposited,  and  against  those  three  items  he  has 
predicated  22  billions  of  check-book  money. 

There  never  was  $22,000,000,000  in  this  country.  What  we  would 
like  to  do,  of  that  hundred -percent  deposit,  is  to  have  that  banker  who 
owns  $18,000,000,000,  perhaps— and  that  is  the  Senator's  figure  the 
other  day— of  United  States  bonds,  coupon  interest-bearing  tax- 
exempts— take  them  and  turn  them  in  for  the  issue  of  currency 
against  them. 

Senator  McAdoo.  You  would  retire  the  bonds  by  issuing  currency; 
is  that  the  idea? 

Mr.  Ward.  Yes.  That  money  does  not  go  into  circulation.  It 
goes  into  the  banks. 

Senator  McAdoo.  If  you  issued  $18,000,000,000  of  currency  and  re- 
tired an  equal  amount  of  interest-bearing  bonds,  of  course,  the  cur- 
rency would  not  bear  interest! 

Wr.  Ward.  That  is  correct. 

Senator  McAdoo.  If  you  did  that,  you  say  the  currency  would  not 
go  into  circulation! 

Mr.  Ward.  It  would  not.  It  would  replace  security1,  that  is  there 
today.  That  hundred  percent  deposit  would  be  just  stepped  up,  the 
cash  reserves,  from  10  percent  today  to  100  percent  the* 

Senator  McAdoo.  All  right. 

Senator  Bulkley.  That  would  make  the  hundred  percent  reserve 
all  right,  would  it! 

Mr.  Ward.  Yes. 

Senator  Bui.ki.ry.  Loans  outstanding  are  only  about  $18,000,- 
000,000  today ! 

Mr.  Ward.  Yes.    The  deposits  dropped  from  22  to  16. 

Senator  Bolkley.  What  about  the  loans! 

Mr.  Ward.  Those  are  the  demand  deposits.  They  dropped  from 
23,000.000,000  to  15,000,000,000  in  the  depression.  We  lost  seven  and 
a  fraction  billion  dollars. 

Senator  Kulkijsy.  Are  you  talking  about  all  banks  or  national 
banks? 

Mr.  Ward.  All  the  banks  in  the  Federal  Reserve  System.  We 
built  deposits,  including  time  deposits,  to  $58,000,000,000  in  1929. 
We  have  got  the  same  wealth  in  this  country,  and  we  devalued  every- 
thing and  destroyed  that  money,  and  we  are  where  we  are. 
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Here  we  have  an  individual  bank,  a  member  of  the  Federal  Boer* 
System,  permitted  under  our  law  to  create  money,  check-book  mo 
and  a  10-percent  reserve  system.  An  individual  member  bank  in 
of  depression  has  orders  to  go  to  the  Government  of  the  UnM 
States  and  seek  relief  from  the  R.  F.  C.  In  turn  the  R.  F.  C.  load 
to  the  banks  in  this  country  nearly  $900,000,000  in  capital  subacn* 
lion,  loaned  in  the  form  of  subscription  to  preferred  stock  and  *si 
from  any  loans  of  the  assets  of  these  banks. 

We  have  the  Central  Bank  of  the  United  States  of  America.  Its 
the  Reconstruction  Finance  Corporation.  It  is  limited  to  the  functka 
of  loans.  It  has  bailed  the  railroads  out  of  bankruptcy ;  it  bailed  tk 
banks  out  of  bankruptcy  and  the  insurance  companies  out  of  bank- 
ruptcy. Over  in  another  department  we  have  the  Comptroller's  Of- 
fice with  its  power  of  regulation  and  examination  of  national  beak 
We  have  the  Federal  Deposit  Insurance  Corporation ;  and  if  I  heard 
correctly  before  I  went  on  the  stand  this  morning  I  heard  a  bank* 
ask  this  committee  to  reduce  or  to  waive  insurance  of  deposits  fori 
couple  of  years,  so  the  banks  could 

Senator  McAdoo.  To  reduce  the  payment  of  premiums  for  a  year. 

Mr.  Ward.  To  one-twelfth  or  one-eighteenth  for  a  year.  We  hm 
the  Home  Owners'  Loan  Corporation,  and  we  have  the  Federal  land 
banks  and  endless  governmental  banking  functions.  Over  in  the 
Treasury  we  have  nine  billion  in  monetary  stocks,  and  we  still  ban 
the  Constitution  and  we  have  the  power  of  Congress  coining  and  regu- 
lating the  value  of  money.  There  is  no  reason  in  the  world  why  <k 
cannot  combine  all  of  that  into  a  central  bank. 

With  those  rather  extended  remarks  I  want  now  to  discuss  the  Ntc- 
Sweeney  bill. 

The  bill  creates  a  central  bank,  known  as  the  Bank  of  the  United 
States  of  America  ".  Section  2  makes  this  bank  the  agency  of  Con- 
gress, with  the  function  of  issue  and  the  function  of  controlling  tht 
value  of  money  and  the  value  of  foreign  moneys,  as  is  directly  outlined 
under  the  Constitution  as  a  power  of  Congress  in  section  1,  artirk 
VIII.  clause  5. 

The  bill  places  the  sole  jurisdiction  over  the  monetary  stocks  and 
moneys  and  the  public  credit  of  the  United  States  in  the  ham  Is  of 
this  bank.  The  bill  makes  this  bank  the  central  depository  of  all 
reserve  funds  of  all  banks  under  the  jurisdiction  of  the  United  States. 

The  bill  makes  the  bank  the  fiscal  agent  of  the  United  State 
Government,  and  since  the  drafting  of  the  bill  the  circulating-note 
privilege  of  national  banks  having  been  repealed,  the  sentence  maj 
now  be  omitted — the  last  sentence  in  section  '2. 

Section  3  attempts  to  set  up  an  independent  Board  of  Governors  for 
the  Bank  of  the  United  States.  The  committee  has  heard  the  testi- 
mony of  Dr.  Adolph  Miller  to  the  effect  that  pressure  from  two  sourer- 
is  continuously  evident  in  the  management  of  the  Federal  Resort* 
System. 

In  response  to  the  request  for  information  on  the  part  of  the  senior 
Senator  from  Michigan,  Dr.  Miller  suggested  an  executive  session  of 
the  committee  so  that  he  mieht  reveal  the  facts  respecting  the  pressor* 
from  New  York  in  times  of  inflation,  and  from  the  Treasury  m  tinw* 
of  deflation. 

The  public  may  well  understand  pressure  that  comes  from  »» 
York,  though  the  details  are  obscured  in  the  manipulation  of  the 
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money  and  credit  of  this  country  by  the  New  York  bankers  and  the 
members  of  the  Federal  Reserve  Board,  but  political  pressure  from 
the  Treasury  of  the  United  States  on  a  Federal  Reserve  bank,  gener- 
ally in  times  of  deflation,  is  little  understood  by  the  people.  The 
fact  that  it  exists  along  with  the  pressure  from  private  banking 
interests  makes  one  thing  obvious — there  is  needed  an  independent 
board  of  directors  of  the  Central  Bank  of  the  United  States,  free 
alike  from  the  pressure  of  political  influence  and  free  from  the 
domination  of  the  New  York  bankers. 

May  I  say  here  that  I  have  no  sympathy  with  the  philosophy  so 
current  in  the  press  of  the  Nation  nor  in  the  philosophy  of  the 
Manufacturers  Association  or  the  United  States  Chamber  of  Com- 
merce or  the  American  Liberty  League  or  the  American  Bankers 
Association,  that  Government  should  Keep  its  hand  out  of  business. 

The  sovereign  power  to  tax  puts  the  Government  into  every  busi- 
ness in  the  Nation.  Business  has  come  to  Washington  since  the  year 
1818  at  least,  and  from  1832  continuously,  in  behalf  of  protective 
tariffs  for  business. 

The  greatest  banker  in  America  was  interested  in  government,  as  he 
secured  our  entrance  into  the  World  War  for  the  protection  of  the 
credit  of  Great  Britain  whose  fiscal  agent  he  was. 

The  building  industry  wanted  a  housing  act;  the  textile  industry 
desires  to  shut  out  Japanese  goods;  the  Americnn  match  industry 
wants  to  compete  with  both  Europe  and  Japan.  Not  only  business 
but  labor  wants  the  Government  to  step  in,  and  agriculture  wants 
the  Government  to  step  in  or  out  The  point  is  mat  this  special 
please  against  Government  activity  is  always  on  the  part  of  those  who 
profit  most  if  left  unregulated  and  to  their  own  devices,  and  this  is 
the  case  with  the  private  banking  interest  of  America  who  only  exist 
because  there  is  an  R.  F.  C.,  the  Government  Central  Bank  today, 
which  has  bailed  them  out  01  difficulty. 

The  Nye-Sweeney  bill  attempts  to  set  up  an  independent  board, 
and  for  independence  this  board  is  modeled  after  the  Senate  of  the 
United  States,  with  equal  representation  from  each  State.  The  true 
wealth  of  this  Nation  is  distributed  over  48  States,  but  the  concen- 
tration of  money  and  credit  is  in  the  great  banking  centers  of  the 
country. 

If  tne  Congress  of  the  United  States  truly  seeks  to  divorce  the 
power  of  money  and  credit  from  the  great  financial  centers  of  this 
country,  which  have  brought  us  where  we  are,  one  key  is  found  in 
recognizing  that  banking  is  a  service,  and  money  is  n  method  of 
wealth  distribution,  and  money  under  our  present  private  reserve 
system  becomes  the  basis  of  credit,  and  the  allocation  of  this  credit 
follows  the  money  reserves. 

It  is  well  to  have  on  the  board  of  directors  of  this  Central  Bank 
of  the  United  States  men  who  know  the  economic  resources,  the 
industrial  situation,  the  labor  situation,  and  the  agricultural  situa- 
tion in  every  one  of  the  4H  States,  and  we  have  suggested  a  board 
of  48,  one  from  each  State,  elected  for  a  period  of  12  years,  and 
upon  election  to  be  divided  into  classes  so  that  one-sixth  retire  every 
2  years.  We  have  taken  our  language  directly  from  the  Constitution 
of  the  United  States,  as  that  Constitution  originally  set  up  the 
Senate  of  the  United  States.    This  is  a  board  of  directors  elected 
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by  the  people.  It  is  this  method  of  choosing  the  electors  that  wi 
undoubtedly  come  under  the  attack  of  the  enemies  of  this  bill,* 
perhaps  friends  of  the  bill. 

You  will  hear  immediately  that  it  is  unconstitutional.  Yon  __ 
hear  that  Congress  cannot  delegate  any  power  to  an  elective  board 
Yon  will  hear  that  the  President  alone  has  the  appointive  power,  t) 
and  with  the  advice  and  consent  of  the  Senate. 

You  will  hear  immediately  these  criticisms,  that  the  Senate  is  wd 
supplied  with  great  constitutional  lawyers.  The  opinions  of  two  if 
them  were  solicited,  and  they  both  suggested  that  they  thought  tit 
plan  was  constitutional.  It  is  merely,  however,  an  attempt  to  seem 
independence ;  and  perhaps  a  more  certain  way  is  to  provide  for  tk- 
appointment  by  the  President,  by  and  with  the  advice  and  cootM 
of  the  Senate,  of  one  member  from  each  State,  trusting  that  only  ont- 
third  will  serve  during  any  one  administration.  A  board  of  48  is 
not  a  large  board.  There  are  over  100  directors  of  the  12  FeoW 
Reserve  banks  today.  There  are  531  Members  of  Congress  theoreti- 
cally legislating  on  banking,  and  over  and  above  these  regulations tk 
Federal  Reserve  Board ;  and  then  there  are  2,500  members  of  «J 
State  legislatures  with  authority  over  State-chartered  banks;  mi 
the  commercial  State  bank  is  just  as  much  a  party  to  check-tat 
counterfeit  currency  as  the  national  bank  is. 

In  other  words,  gentlemen,  we  have  over  3,000  minds  with  author- 
ity over  banking  in  this  country,  and  this  bill  aims  at  reducing  that 
number  to  48  directors  of  the  central  operating  bank. 

I  will  not  pause  at  the  details  of  salary,  except  to  say  that  if  uV 
Board  is  to  be  independent  its  personnel  must  be  rewarded ;  and,  u 
Dr.  Miller  says,  the  career  of  banking  must  be  the  aim. 

The  Nye-Sweeney  bill  provides  for  the  divorcement  of  the  direc- 
tors from  all  industry  and  financing,  and  the  bill  provides  a  bbml 
pension  nfter  70  of  $1,000  a  year  for  each  year  of  service  as  a  director, 
up  to  a  maximum  of  $12,000. 

The  board  of  directors  under  the  Nye-Sweeney  bill  elects  an  execa- 
tive  committee  of  7  to  an  executive  board  of  the  bank,  and  then  the 
entire  board  of  48  appoints  a  president  and  vice  president  and  oth* 
executive  officers,  examiners,  economists,  and  banking  experts  as  may 
be  needed.  The  principal  office  of  the  bank  would  naturally  be  Wash- 
ington, D.  C,  with  branches  in  each  of  the  several  States. 

Section  5  of  the  bill  provides  that  all  the  currency  of  the  United 
States  shall  be  the  issue  of  this  central  bank. 

The  senior  Senator  from  Ohio  asked  Dr.  Miller  repeatedly  for  an 
expression  of  his  opinion  why  the  Government  of  the  United  Stat« 
should  not  own  the  Federal  Reserve  Banking  System.  This  ques- 
tion had  been  asked  before  of  others  by  the  committee.  The  question 
has  been  repeatedly  dodged  by  such  answers  as:  "  Ownership  is  not 
important;  it  is  the  control,  the  administration,  the  men,  that  are 
important." 

Certainly  there  is  a  profit  in  the  Federal  Reserve  System.  Origi- 
nally Congress  provided  that  6  percent  be  paid  and  that  a  dividend 
be  cumulative  with  all  excess  profit  split  50-50  between  the  Govern- 
ment and  the  surplus  of  the  Federal  Reserve  banks.  The  Govern- 
ment's share  was  in  lieu  of  franchise  tax.  The  act  of  1933  nmen<W 
this  provision  and  put  all  profit  over  and  above  6-percent  cumulative 
into  a  surplus  fund  for  the  private  bankers. 
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'    There  is  a  hidden  profit  that  goes  with  every  right  of  issue  to  any 
bank. 

When  France  called  her  currency  in  to  revalue  it,  out  of  81,000,- 
(100,000  francs,  2 0.000 ,000, 000  had  been  lost. 
■   What  happens  when  a  Luaita/nia  sinks  or  a  Titanic  goes  down  at 

What  happens  when  Chicago  burns  or  San  Francisco  has  an  earth- 
quake ? 

•  ■    What  happens  when  the  Dillingers  hide  their  loot  and  then  are 
shot  down! 

.    Or  the  feeble-minded  throw  hoarded  currency  into  the  stove? 
..   The  hidden  profit  from  lost  money  was  approximately  20,000,- 
000,000  francs  in  France  or  one-fourth  of  the  total  currency  issue. 

With  $5,400,000,000  in  currency  supposedly  "  in  circulation  "  in 
this  country,  the  lost  item  alone  would  more  than  pay  for  the  Fed- 
eral Reserve  bank  stock,  and  if  the  truth  were  known  the  banks  that 
own  the  stock — those  of  them  that  are  now  in  receivership — may  be 
found  to  be  owing  Jesse  Jones  far  more  than  its  face  value  today. 

Section  8  provides  for  the  purchase  of  the  capital  stock  of  the  12 
.Reserve  banks  and  branches  and  agencies  at  the  paid-in  value  of  stock 
.mid  6  percent  per  annum  interest  from  last  dividend  period.  The 
section  further  provides  the  full  and  complete  and  absolute  and 
unconditional  ownership  of  the  Federal  Reserve  banks  in  the  hands 
of  the  people  of  the  United  States. 

lit  answer  to  the  question  asked  previous  witnesses,  may  I  call  to 
Hie  attention  of  the  committee  that  the  witnesses  have  merely  em- 
phasized that  the  important  thing  was  the  Board  and  not  the  owner- 
ship, and  if  the  ownership  is  deemed  not  important,  why  then  there 
is  no  reason  whatever  not  to  vest  it  in  the  nands  of  the  people  of 
the  United  States. 

Section  10  declares  that  all  banks  doing  a  commercial  banking 
business  within  the  United  States,  all  banks  which  have  demand  de- 
posits, to  be  engaged  in  interstate  commerce  and  subject  to  Federal 
jurisdiction;  and  section  10  bring  these  banks  within  the  central 
banking  rules  and  regulations. 

There  are  many  very  thoughtful  men  who  sincerely  believe  that 
the  banker  of  this  country  cannot  absorb  many  more  billions  in  Gov- 
ernment securities.  They  foresee  proximate  catastrophe  in  a  5-  or 
10-point  drop  in  Government  bonds. 

They  realize  that  such  a  10-point  drop  in  bond  prices  would  bank- 
rupt every  bank  in  the  United  States  should  not  the  R.  F.  C.  come  to 
their  rescue  with  a  billion  or  more  in  additional  loans. 

Thoughtful  men  realize  that  further  Government  aid  of  this  kind 
will  destroy  private  banking  in  this  country. 

So  the  central  banking  principle  and  the  issuance  of  currency  to 
retire  the  Government  debt  take  on  a  different  aspect  in  the  light  of 
the  present  crisis.  Central  banking  and  expansion  of  the  currency 
in  the  minds  of  many  thinking  men  provide  the  only  salvation  for 
private  enterprise  in  our  capitalistic  nation. 

In  this  light,  too.  the  interstate  commerce  clause,  which  by  in- 
ference in  recent  Supreme  Court  decisions  has  been  made  to  appear 
an  a  menace  to  free  individual  enterprise,  appears  as  the  one  avenue 
to  setting  up  a  national  control  of  banking  which  well  may  become 
the  sole  safeguard  of  private  enterprise  in  the  field  of  banking. 
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Clause  b  of  section  10  writes  into  the  bill  the  100-percent  ream 
principle.  In  other  words,  it  provides  that  every  bank  shall  keep  el 
deposit  in  the  bank  of  the  IT.  S.  A.  notes  to  the  full  100  percent  ef 
demand  deposits.  It  is  this  provision  alone  which  builds  the  cm- 
petitive  monetary  system  to  that  of  the  United  States  of  Amelia 
It  is  this  provision  that  is  just  as  important  at  this  time  as  it  was  ■ 
1862  to  tax  out  of  existence  the  circulating  privilege  of  the  Sttt 
chartered  banks. 

It  is  this  provision  that  requires  that  demand  deposits  shall  h 
held  in  trust  for  the  benefit  of  the  depositors  and  not  merged  with* 
become  a  part  of  the  assets  of  the  bank,  thus  leaving  the  depositee 
a  creditor,  as  the  law  leaves  him  today.  It  is  this  provision  that 
reverses  the  whole  theory  of  modern  demand-deposit  banking  ui 
permits  a  new  day,  where  banking  becomes  what  the  people  thai 
it  is,  namely,  a  place  to  deposit  your  money  and  to  withdraw  it  wha 
one  wants  to;  a  place  where  money  may  be  deposited  and  the  "" 
to  it  transferred1  by  order,  not  merely  the  creation  the  lawful  m 
reserve  required  against  credit  money. 

Clause  c  of  section  10  provides  that  the  Central  Bank  shall  pur- 
chase part  of  the  debt  of  the  United  States  and  other  public  dm, 
and  against  it  issue  currency  to  the  amount  of  the  demand  deposits 
of  the  country.  The  public  debt  at  the  end  of  this  fiscal  year  will  t* 
approximately  34  billion  dollars;  the  State  debt  is  approximately 
two  billion  and  one-half;  the  municipal  and  local  Government  debt 
is  approximately  20  billion  dollars. 

Congress  lias  lately  authorized  the  United  States  debt  to  go  e 
high  as  45  billion.  One  of  the  greatest  questions  facing  this  Nation 
is,  Who  owns  the  debt? 

The  individual  and  the  corporation  are  most  solicitious  about  their 
creditors. 

The  committee  knows  that  the  banks  of  the  country  own  60  percent 
of  the  present  United  States  Government  debt.  We  "know  that  insur- 
ance companies,  endowment  funds,  schools,  and  universities  own  other 
billions,  but  a  great  question  facing  the  country  is,  Who  owns  the 
remaining  billions  of  United  States  Government  bonds  that  are  tax 
exempt,  the  ownership  of  which  must  be  the  source  of  opposition  U> 
many  of  our  legislative  policies — for  example,  the  bonus.  It  must 
be  the  source  of  opposition  to  any  expansion  of  the  currency ;  of  oppo- 
sition to  any  central-bank  idea  or  other  so-called  "  inflationary  meas- 
ures"; or  the  opposition  to  the  use  of  silver;  or  lower  interest  rates 
on  farm  mortgages;  or  any  monetary  or  banking  reform  whatsoever. 

This  bill  provides  a  use  for  Government  bonds  and  a  market  for  the 
Government  bond,  and  permits  the  central  bank  to  own  a  large  per- 
cent of  the  United  States  debt  and  against  it  issue  currency,  not  for 
circulation  but  to  be  placed  in  the  vaults  of  the  member  banks,  dollar 
for  dollar  behind  every  dollar  of  demand  deposits. 

With  regard  to  the  regulation  of  the  value  of  money,  section  11  of 
the  bill  permits  the  Bunk  of  the  United  States  to  buy  or  sell  gold, 
silver,  and  foreign  exchange  in  the  financial  markets  of  the  United 
States,  iind  this  power  is  granted  to  the  central  bank,  as  the  agency  of 
the  Congress  of  the  United  States,  in  order  to  carry  out  the  constitu 
tionul  provision  incorporated  in  article  I.  section  8,  clause  5.  "  to  mic 
money  aud  regulate  the  value  thereof  and  of  foreign  coins." 
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Section  12  puts  supervision  under  the  control  of  the  central  bank 
and  puts  the  Comptroller  of  the  Currency  under  the  authority  of  the 
central  bank. 

Section  13  provides  that  the  central  bank  shall  hare  the  full  statis- 
tical data  essential  for  a  sound  monetary  system. 

How  do  we  find  the  cost  of  living  today  i  We  go  to  the  Bureau  of 
.Labor  Statistics.  What  do  they  know  about  iU  Why,  in  1918  they 
made  a  study,  and  the  1918  study  is  corrected  from  year  to  year  by 
use  of  index  numbers.  It  is  passed  on  to  every  governmental  depart- 
ment, it  is  used  by  the  American  Federation  of  Labor. 

The  basic  statistical  information  was  gathered  17  years  ago,  in 
the  interval  we  have  had  2  panics  and  4  administrations.  It  is 
rumored  they  use  over  700  commodities  in  establishing  the  price  level, 
and  the  American  people  are  so  impoverished  that  the  96  percent  of 
them  who  average  $1,000  of  wealth  per  family  don't  participate  in 
TO  commodities,  much  less  700. 

The  central  bank  should  have  all  the  facilities  for  obtaining  and 
compiling  authentic  data  without  depending  upon  politically  ap- 
pointed department  heads  for  such  vital  information.  If  there  were 
an  independently  controlled  central  bank  today,  free  from  political 
interference  on  the  one  hand,  free  from  the  private  banking  influence 
on  the  other,  and  a  Senator  or  a  private  citizen  wanted  to  know  what 
was,  contained  in  the  Dr.  Beckman  report,  paid  for  by  the  people's 
money  that  Senator  could  have  access  to  that  report  before  it  was 
politically  doctored  and  then  even  suppressed  to  deny  to  Congress 
the  truth. 

Section  14  provides  a  mandate  on  the  central  bank  to  secure  stable 
purchasing  power  of  money  on  an  equitable  price  level.  The  Re- 
publicans in  1920  placed  in  their  platform  the  pledge  to  reduce  the 
cost  of  living.  They  did  it — they  fulfilled  their  pledge;  they  with- 
drew from  the  circulating  medium  of  the  United  States  $1,900,- 
000,000  in  the  18  months  that  followed  the  inauguration  of  Mr. 
Harding,  but  they  were  not  content  with  this.  From  February  1, 
1921  to  April  1,  1921,  the  demand  deposits  of  the  banks  of  the 
country  were  reduced  $627,934,000. 

The  committee  heard  the  testimony  of  Dr.  Miller.  And  by  1923, 
when  conditions  had  been  built  up  considerably  after  1921,  the  Fed- 
eral Reserve  feared  prosperity  and  its  open  market  depressed  things 
for  1924,  and  that  is  reflected  in  that  automotive  industry  study. 

-  In  1927  it  was  time  to  rig  the  great  bull  market.  The  farm  had 
been  depressed  since  1920;  the  building  industry  was  shot  from  1926 
jn.  but  with  great  production,  together  with  modern  efficiency,  the 
price  level  could  be  sept  low  and  the  huge  profits  were  directed  not 
to  the  payment  of  a  just  and  living  wage  for  labor,  not  to  the  re- 
turn of  cost  of  production  to  the  American  farmer.  They  were  poured 
into  a  speculative  market  and  we  boasted  of  bank  deposits  of  58 
Million  by  1929. 

The  banker  was  controlling  the  Federal  Reserve  Board  in  that 
period  of  inflation  and  it  was  left  to  the  Treasury  to  influence  that 
Federal  Reserve  policy  in  the  period  that  followed.  Why,  the  Gov- 
ernment itself  was  induced  to  borrow  itself  out  of  trouble  by 
the  issuance  of  tax-exempt  bonds,  so  that  a  debt  which  after  the  war 
aad  been  reduced  to  16  billion,  which  during  the  war  was  never  over 
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26  billion,  is  now,  at  the  end  of  the  fiscal  year,  34  billion,  and  per- 
mitted to  ran  to  45  billion. 

Section  14  provides  suitable  purchasing  power  of  money  by  per- 
mitting the  central  bank  to  purchase  the  debt  of  the  United  Stata 
until  there  are  100-percent  reserves  behind  demand  deposits ;  and  tat 
onr  fiscal  policy  be  predicated  upon  debt,  the  central  Dank  may  cm- 
trot  the  price  level,  if  necessary,  by  paying  extraordinary  ana  Utf 
the  ordinary  expenses  of  Government  by  currency  issue  until  ttt 
average  commodity  price  level  reaches  the  index  of  the  Bureau  of 
Labor  Statistics  for  1926.  Then  the  board  of  directors  is  chirp* 
with  determining  a  true  and  equitable  commodity  price  level  and  to 
regulate  the  volume  of  the  currency  so  as  to  maintain  such  a  level 

In  the  present  Federal  Reserve  Act  there  is  Drovision  for  tfar 
issuance  of  currency  214  times  the  gold  reserve.  The  United  Stats 
Treasury  has  9,000,000,000  of  monetary  metal  in  its  vault.  TXe 
can  support,  unchallenged  by  any  modern-  banker  who  has  supported 
the  privately-owned  Federal  Reserve  System — this  9,000,000.000  ni 
support  the  currency  issue  of  $28,000,000,000. 

This  is  not  fiat  money ;  this  is  not  an  irredeemable  paper  moan: 
this  is  not  any  more  printing-press  money  than  is  any  Federal  ifr 
serve  note  ever  issued  mere  printing-press  money. 

Senator  Bpi.ki.rt.  Would  it  be  redeemable  in  gold  f 

Mr.  Ward.  The  same  as  your  Federal  Reserve  notes. 

Senator  Bulklet.  Federal  Reserve  notes  are  not  redeemable  now 

Mr.  Ward.  No. 

Senator  Bulkiet,  Your  money  would  not  be  redeemable! 

Mr.  Ward.  I  am  just  showing  the  possibility  of  that  metallic  bts 
under  the  Federal  Reserve  principle  of  2%  to  1. 

Senator  Bplklet.  But  the  Federal  Reserve  principle  was  to  ban 
it  redeemable  in  gold. 

Mr.  Ward.  Yes. 

Senator  Bplklet.  Of  course  that  has  been  departed  from. 

Mr.  Ward.  Yes. 

Senator  Bulklet.  You  do  not  adopt  the  principle  of  having  i 
redeemable  in  gold  at  all! 

Mr.  Ward.  No;  nor  do  I  recommend  the  23  billion.  I  simply  a; 
that  there  is  the  bullion  base,  and  there  is  the  principle  of  the  Fed 
eral  Reserve,  and  that  with  the  two,  I  say  that  any  man  who  shriek 
"  printing  press  money  w 

Senator  Bulklet.  Let  us  see  if  you  do  not  recommend  the  23  b3 
lion.  Did  you  not  say  that  it  would  take  about  $18,000,000,000  i 
take  upthese  bonds! 

Mr.  Ward.  Yes. 

Senator  Bclklet.  And  there  is  about  5  billion  out  already! 

Mr.  Ward.  Yes.     That  comes  to  23  billion. 

Senator  Bulklet.  And  you  do  not  recommend  that? 

Mr.  Ward.  Wait  a  minute.  This  18  billion  is  not  in  circulatictl 
all. 

Senator  Bplklet.  I  understand  that.  » 

Mr.  Ward.  Fine ;  if  you  understand  that  18  billion  is  where  ttJR 
absolutely,  yes;  I  will  recommend  23  billion.  ..11 

Senator  Bulklet.  And  as  much  more  as  needed !  J 

Afr.  Ward.  Certainly,  tor  that  commodity  price  level  of  1926.    -i 
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Senator  BuLKLEY.  Do  you  have  to  stop  printing  currency  when  the 
commodity  price  level  changes? 

Mr.  Ward.  Yes;  until  you  finish  your  new  study,  Senator.  This 
arbitrary  1926  level  is  accepted  alt  over  the  country,  on  1918  figures. 
We  want  the  central  bank  to  study  the  commodity  price  level,  the  re- 
lationship to  debt,  private  debt,  and  the  volume  of  business  done.  Do 
not  go  over  to  the  Department  of  Labor  and  pick  ont  a  study  of  1918, 
17  years  ago,  with  a  series  of  index  numbers,  and  Took  at  the  year  1926 
ana  say  to  America, "  Thus  far  you  can  go,  and  no  further."  I  do  not 
know  where  it  should  be.  I  only  know  that  the  study  should  be  made, 
and  I  predicate  that  solely  upon  the  fact  that  we  had  a  study. 

Senator  Bulklet.  Do  you  favor  buving  any  other  Government 
bonds  except  those  that  are  in  the  banks! 

Mr.  Ward.  Yes.     I  am  coming  to  that  right  this  minute. 

Senator  Glass.  The  $23,000,000,000  .to  which  you  refer,  and  vastly 
more  than  (hat,  is  available  now  if  business  revives  and  business  inter- 
ests demand  it.  isn't  that  true ! 

Mr.  Ward.  There  is  an  unlimited  amount  available  to  them  in 
check-book  money  of  the  private  bankers,  credit  money. 

Senator  Glass.  Aside  from  that?  counting  the  gold  reserve,  and 
counting  that  extraordinary  provision  of  the  law  which  returned  us 
to  a  bond-security  currency,  a  vast  number  of  billions  of  dollars  are 
available  if  business  should  revive  and  demand  it. 

Mr.  Ward.  Of  course,  the  only  thing  I  cannot  say  yes  to  is  "if 
business  revives."  Yes;  if  business  received  the  credit  that  it  needed 
there  would  be  use  for  vast  numbers  of  billions  of  dollars  which  are 
available  under  the  present  credit  system. 

Senator  Glass.  I  would  not  have  put  it  that  way — if  business 
received  the  credit  that  it  needed.  Well,  yes;  the  credit  that  it 
needs.  I  would  accept  your  phrase.  But  not  the  credit  that  it 
desires. 

Mr.  Ward.  I  would  not  urge  that.  With  regard  to  the  Beckman 
report,  I  pestered  six  Senators  to  get  that  Beckman  report. 

Senator  Couzins.  Tell  us  what  that  Beckman  report  is. 

Mr.  Ward.  Dr.  Beckman,  of  Ohio. 

Senator  Couzens.  What  did  he  do? 

Mr.  Ward.  He  came  down  and  used  the  people's  money  in  the 
Bureau  of  the  Census  to  get  a  survey  of  the  needs  for  small  industry 
for  credit. 

Senator  Bulklet.  Did  you  get  the  report? 

Mr.  Ward.  Never.  I  do  not  think  the  senior  Senator  from  Michi- 
gan would  object  to  my  making  this  statement:  They  sent  two 
guards  over  to  the  office  of  Senator  Couzens  with  it  finally,  with  the 
statement,  "  What  do  you  want  it  for!    We  cannot  release  it." 

Dr.  Beckman  is  a  fine  scholar.  He  went  out  and  got  these  facts, 
and  the  facts  were  bad  for  the  "new  deal."  The  people  spent  their 
money.  The  New  York  Times  printed  the  conclusion,  which  was  re- 
leased by  somebody  who  made  a  mistake  in  the  Department,  the  day 
the  report  was  out.  We  can  get  the  conclusion.  They  will  give  you 
those  20  pages.  The  nearest  we  ever  came,  through  the  efforts  of  six 
distinguished  Senators,  was  to  get.  under  guard,  a  report  brought 
into  Senator  Couzens'  office,  but  he  could  not  copy  it.  He  could 
look  at  it. 
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Senator  Bulklet.  Do  you  know  what  it  shows  ? 

Mr.  Ward.  Yes;  it  shows  that  small  industry  had  piled  up  a 
orders,  good  orders  that  they  could  not  fulfill  for  lack  of  credit,  i 
demand  for  $2,000,000,000  worth  of  credit  not  available  from  a  pri- 
vate bank  in  this  country,  and  not  available  from  the  Reconstruction 
Finance  Corporation. 

Senator  Bulklet.  About  what  date  was  this ! 

Mr.  Wasd.  I  came  down  in  January,  and  I  would  say  approxi- 
mately the  first  of  February.  Then  they  went  over  the  report  and 
doctored  the  report,  Senator,  to  change  some  of  it.  Then  they  it- 
leased  the  statement  that  it  was  released  prematurely  by  a  clerk. 
The  trouble  with  the  report  is  that  it  was  the  truth. 

Senaor  Glass.  Who  are  "they  WI 

Mr.  Ward.  Roper's  department — Dr.  Roper,  or  whatever  should  p> 
with  it  for  the  record.  That  report  is  just  unavailable,  and  there  c 
a  bill  covering  that,  to  try  to  bring  it  out  in  the  House.  Repre- 
sentative Koppleniami,  of  Connecticut,  has  introduced  a  bill.  We 
had  the  same  thing  in  Michigan,  with  die  Reconstruction  Finance 
Corporation.  We  set  up  36  agencies,  and  I  had  a  request  to  try  to 
get  $10,000  back  from  the  Reconstruction  Finance  Corporation,  pri- 
vately subscribed  in  Detroit,  Mich.,  for  the  industrial-loan  depart- 
ment. The  Reconstruction  Finance  Corporation  wired  the  Chamber 
of  Commerce  of  the  city  of  Detroit,  Mich.,  to  gather  together  a  good 
board  to  study  loans  to  industry,  and  to  loan  the  Government  money. 
Certain  men  threw  $10,000  in  there.  They  elected  a  good  business 
man,  I  guess — Mr-.  J.  Walter  Drake — head  of  it,  and  they  collected 
applications  for  millions  of  dollars'  worth  of  loans  to  small  indus- 
tries, and  among  those  industries  was  the  Detroit  Steel  Product* 
Co.,  with  United  States  Government  orders  on  its  books,  and  no 
money  to  manufacture.  They  took  these  applications  for  loans  over 
to  the  Government-owned  bank  in  Detroit  to  see  if  they  were  good 
banking  risks.  Those  that  were  approved  they  brought  down  to 
Washington.  After  spending  $16,000  of  private  money  in  the  city 
of  Detroit,  it  was  decided  that  there  was  no  money  out  of  the 
Reconstruction  Finance  Corporation  for  small  industry. 

Senator  Byrnes.  What  was  the  $16,000  spent  fori 

Mr.  Ward.  Office  expenses  and  investigation. 

Senator  Couzens.  Who  decided  that  there  was  no  money  I 

Mr.  Ward.  The  Reconstruction  Finance  Corporation,  Senator. 

Senator  Coczens.  Is  there  a  record  of  that  decision  anywhere! 
I  never  saw  it. 

Mr.  Ward.  I  have  a  file  on  it.  I  came  down  twice,  Senator,  w 
see  if  we  could  get  any  action. 

Senator  Bulklet.  The  Reconstruction  Finance  Corporation 
claimed  that  they  could  not  get  applications  for  good  loans. 

Mr.  Ward.  Dr.  Beckman,  of  Ohio.  Senator,  is  the  best  man  to  an- 
swer that.  He  found  excellent  loans  where  they  needed  $2,000.000,(*>l 
to  start  industry  on  orders  that  were  in. 

Senator  Bulklet.  Did  he  find  specific  cases  where  the  Reconstruc- 
tion Finance  Corporation  had  refused  to  go  along  with  them  ? 

Mr.  Wabd.  Yes;  and  with  the  Reconstruction  Finance  Corporation. 
i lie  private  bank. 

Senator  Bii.klky.  What  is  that ? 
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Mr.  Ward.  And  also  the  private  bank.  It  was  a  complete  picture. 
His  report  is  a  very  fine  report. 

Senator  Bulkley.  I  would  be  interested  to  see  it. 

Senator  Couzens.  Do  you  know  him} 

Senator  Bulkley.  No ;  I  do  not  know  him. 

Mr.  Ward.  Senator,  I  would  be  more  than  interested  in  having 
you  see  it.  I  want  to  see  it.  I  cannot  see  it.  Senator  Couzens  came 
nearer  getting  it  than  anyone.    He  got  it  inside  his  office. 

Senator  Byrnes.  What  you  mean,  Mr.  Ward,  is  that  this  report 
covered  cases  where  this  gentleman  said  that  certain  corporations 
had  applied  to  banks  and  could  not  secure  loans  and  then  applied 
to  the  Reconstruction  Finance  Corporation) 

Mr.  Ward.  And  could  not  secure  loans. 

Senator  Byrnes.  And  could  not  secure  loans. 

Mr.  Ward.  And  business  was  halted  for  the  lack  of  money. 

Senator  Glass.  Mr.  Ward,  what  do  you  think  banks  are  in  business 
for? 

Senator  Byrnes.  The  question  in  each  case  presumably  depended 
upon  the  judgment  of  the  banker  and  the  Reconstruction  Finance 
Corporation  officials  as  to  the  collateral  offered. 

Mr.  Ward.  That  is  correct. 

Senator  Byrnes.  You  do  not  know  anything  about  the  collateral 
offered  to  the  bankers  or  to  the  Reconstruction  Finance  Corpora- 
tion! 

Mr.  Ward.  Oh,  no. 

Senator  Byrnes.  That  is  what  you  would  like  to  know. 

Mr.  Ward.  Oh,  no;  I  do  not  know  that,  and  I  do  not  know  the 
details  of  the  report.  I  have  the  20-page  summary.  The  New 
York  Times  published  that. 

Senator  Bulkley.  You  would  presume  that  detail  would  show 
in  the  report? 

Mr.  Ward.  Oh,  yes.  That  is  the  report,  and  they  have  used  Dr. 
Beckman's  study. 

Senator  Glass.  I  just  asked  the  simple  question,  what  do  you 
think  a  bank  is  in  business  for  except  to  tend  money  on  sound  col- 
lateral security? 

Mr.  Ward.  There  are  other  minor  incidental  objectives  of  a 
banker.  The  Senator  knows  far  more  than  I  will  ever  know  about 
it.  They  do  not  just  go  into  the  business  of  lending  money  on 
good  security. 

Senator  Glass.  I  thought  they  did.  I  thought  that  was  what 
they  were  chartered  to  do. 

Mr.  Ward.  I  know ;  but  that  would  not  account  for  some  of  their 
activities  in  calling  loans  on  good  security,  knocking  the  market 
down,  or  raising  a  bank  stock  to  $1,200  or  $1,400  a  share,  from  $200. 
We  had  many  objectives  of  Michigan  bankers. 

Senator  Glass.  Of  course,  if  they  are  in  the  stock-gambling  busi- 
ness or  the  securities- gambling  business  they  would  do  things  of 
that  sort.     I  am  talking  about  legitimate  banking. 

Mr.  Ward.  I  am  from  Michigan,  and  it  is  a  very  difficult  thing 
to  have  any  exact  information  on  that  subject  in  the  last  few  years. 

Senator  Glass.  You  do  not  think  there  is  any  legitimate  banking 
out  there? 

Mr.  Ward.  There  is  some.     We  have  a  few  old  savings  banks. 
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The  United  States  Treasury  has  nine  billions  of  monetary  meUl 
in  its  vault.  This  can  support — unchallenged  by  any  modern  bank* 
who  has  supported  the  privately  owned  Federal  Reserve  System— 
this  nine  billion  can  support  the  currency  issue  of  $28,000,000,000. 

This  would  not  be  fiat  money.  It  would  not  be  irredeemable 
paper  money,  nor  printing-press  money,  to  any  greater  extent  thu 
the  Federal  Reserve  notes  issued  today. 

Senator  Bulkley.  What  would  it  be  redeemable  in  ? 

Mr.  Wahd.  Senator,  this  2y2  to  1  should  be  used  with  the  foH 
recognition  of  its  historic  significance.  The  goldsmiths  of  Europe 
learned  that  their  customers  did  not  come  back  the  same  day,  aix] 
they  were  smart  individuals.  They  figured  out  a  percentage,  and  if 
they  had  enough  to  meet  those  that  did  come  in  for  their  gold,  with 
the  gold  receipts,  that  was  sufficient. 

Senator  Bulkley.  That  is  very  familiar  to  all  of  us,  but  what  1 
am  trying  to  get  at  is  what  you  are  proposing  in  this  bill.  Yh 
just  said  it  would  not  be  irredeemable  paper ;  and  I  am  asking  yea, 
if  it  is  not  irredeemable,  what  would  it  be  redeemable  in? 

Mr.  Ward.  I  did,  not  say  it  would  not  be  irredeemable,  Senator. 

Senator  Bulkley.  I  misunderstood  you,  then. 

Mr.  Ward.  I  said  it  would  not  be  any  more  irredeemable  than 
the  present  Federal  Reserve  notes. 

Senator  Bulkley.  It  could  not  be  any  more  irredeemable  that 
the  present  Federal  Reserve  notes. 

Mr.  Ward.  I  was  just  comparing  them.    I  will  stop  there. 

Senator  Glass.  It  could  not  be  any  more  irredeemable,  and  tht 
probability  is  that  they  would  not  finally  put  you  in  jail  if  vm 
were  caught  with  any  of  it.  But  if  you  are  caught  with  any  gold 
now,  they  would  fine  you  and  put  you  in  jail. 

Mr.  Ward.  This  merely  means  giving  the  sovereign  power  of 
the  United  States  the  same  prerogative  that  the  United  Statu 
gave  the  private  banker  in  1913.  But  lest  the  purchase  of  the  debt 
of  the  United  States  and  the  issuance  of  currency  to  equal  demand 
deposits  provide  some  physiological  reaction  in  anticipation  of 
higher  prices,  though  such  action  puts  not  one  penny  of  money  it 
circulation,  and  lest  further  issues  of  currency  raise  the  price  fevtl 
above  that  prescribed  in  section  14,  then  Congress  can  retire  all 
excesses  of  currency  through  taxation. 

Mr.   Warburg   came    before    the    committee    to    testify    that  no 

fovernment  would  have  the  courage  to  stop  a  boom.  But  Mr.  War 
urg  didn't  complete  the  most  important  thought  for  the  people  of 
the  United  States,  and  that  thought  is  this :  That  no  government 
would  have  the  courage  to  start  a  depression. 

I  am  not  here  for  or  against  the  Eccles  bill.  I  do  not  beliew 
that  the  committee  invited  a  hearing  on  this  bill  at  this  time,  as 
a  means  of  killing  the  Eccles  bill. 

You  have  here  the  testimony  of  the  Secretary  of  the  Treasury 
that  he  is  of  that  school  which  believes  in  a  central  bank.  Toi 
have  Mr.  Eccles  himself,  presenting  a  bill  to  Congress  while  at 
needed  confirmation  as  Governor  of  the  present  Federal  Resent 
Board. 

In  the  consideration  of  the  Nye-Sweeney  bill,  naturally  we  call 
get  the  bankers  of  the  coutAt^  \o  ctva«  Vwx%  and  testify  in  favor  of 
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it.  It  will  be  universally-  ridiculed,  and,  as  it  gains  public  respect, 
the  attitude  will  change  and  it  will  be  tolerated,  and  then  there  will 
occur  that  third  phase,  which  Woodrow  Wilson  said  was  the  fate  of 
every  reform  measure.  It  would  be  embraced  with  a  view  of  so 
manipulating  it  that  there  would  be  no  reform  possible. 

I  would  as  soon  ask  the  Egyptians  to  go  easy  on  the  slaves  in  the 
matter  of  making  bricks  as  I  would  ask  the  bankers  of  America  to 
endorse  this  bill.  I  would  as  soon  ask  Caesar  to  emancipate  the 
valley  slaves  as  I  would  ask  the  modern  banker  to  give  up  the  privi- 
lege of  counterfeiting  money. 

I  would  as  soon  ask  a  feudal  baron  to  permit  his  serfs  to  transfer 
land  in  fee  simple  as  I  would  ask  Wall  Street  for  an  objective  consid- 
eration of  this  bill.  The  bill  is  drafted,  and  it  will  follow  the  course 
of  all  legislation  which  passes,  and  that  is  modification. 

This  Nation  has  waited  upon  Congress  since  1780  to  use  the  power 
given  it  under  the  Constitution  to  coin  money  and  regulate  the  value 
thereof  and  of  foreign  coins. 

Through  the  medium  of  the  radio  and  through  great  public  mass 
meetings,  the  people  are  being  informed,  and  the  people  ultimately 
win  every  battle  they  set  out  to  win. 

It  took  6,000  years  before  human  slavery,  man's  ownership  of  his 
fellow  man,  disappeared. 

It  took  9  centuries  at  least  of  recorded  history  before  the  Consti- 
tution of  the  State  of  New  York  finally  abolished  the  feudal  tenures 
which  had  lasted  down  from  the  old  Dutch  patroon  of  the  rent  wars 
of  1842. 

It  took  from  1765,  with  the  Stamp  Act,  to  1781  at  Yorktown  to 
give  us  political  independence,  but  they  didn't  have  the  radio  in  those 
days,  and  they  didn't  have  the  telegraph. 

We  ask  that  this  subcommittee,  which  is  being  pushed  to  bring 
out  a  banking  bill,  substitute  the  Nye-Sweeney  bill  for  the  Eccles 
bill,  and  you  will  need  no  deposit  insurance ;  you  will  need  no  politi- 
cal control  over  banking,  and  you  will  have  no  private  banker  con- 
trol over  money. 

I  ask  the  sincere  and  honest  deliberations  of  this  committee,  ac- 
cording to  its  intellectual  lights,  before  the  four  billion  eight  hun- 
dred million  is  added  to  the  national  debt;  before  there  is  a  possi- 
bility of  the  Government  bond  market  breaking  and  the  banks  forced 
to  run  again  to  Jesse  Jones  to  bail  them  out. 

I  want  to  thank  the  committee  again  for  the  courtesy  extended 
Father  Coughlin,  and  that  courtesy  will  be  acknowledged  to  the 
millions  who  listen  to  him. 

I  should  like  to  offer  for  the  record  an  analysis  of  banking  and 
money  by  the  New  York  Herald  Tribune. 

Senator  Glass.  That  may  be  done. 

(The  matter  referred  to  is  here  printed  in  full  as  follows:) 

An  Analysis  of  Banking  and  Money  by  tki  New  York  Hbulo  Tubunb 

In  11)33  the  New  York  Herald  Tribune  published  ■  little  book  of  80  pmccs 
entitled  "  The  Financial  Section  of  a  Newspaper." 

The  book  wan  edited  by  Mr.  C.  Norman  Stabler,  financial  editor,  and  addi- 
tional copies  are  advertised  an  avullahle  fur  $1  each  by  addressing  the  New 
York  Herald  Trlbone. 

The  book  was  obviously  prepared  fur  the  advertiser,  because  In  a  foreword, 
under  the  title  "Preference",  we  learn  that  68  percent,  or  688  out  of  994 
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members,  of  the  New  York  Stock  Exchange  Who  responded  to  the  c. 
"What  morning  New  York  newspaper  do  you  read  regularly?'1  mentioned  u* 
New  York  Herald  Tribune,  while  86  percent  reported  that  they  read  a* 
Herald  Tribune  among  Sunday  newspapers ;  all  of  which  is  prepared  a*  pro* 
of  a  substantial  preference  over  other  newspapers,  botli  week  day*  ~" 
Sundays. 

In  the  Introduction  to  this  book,  1  find  the  following  language : 

"  Students  in  schools  and  colleges,  many  of  whom  have  bail  i 
contact  with  tile  financial  world  and  consequently  are  nut  thoroughly  it- 
qua  luted  with  Wall  Street  parlance,  are  realizing  the  necessity  of  becoMhf 
better  versed  in  the  ways  of  those  Institutions  in  lower  Manhattan  from  want 
rooms  are  directed  the  flow  of  credit  and  commerce  to  all  section*  of  the  fMt. 
It  Is  for  this  latter  group,  principally,  that  this  elementary  discussion  on  ko< 
to  read  the  financial  pages  Is  published." 

On  page  25  there  Is  reproduced  n  portion  of  an  article  entitled.  "The  Wot 
in  Finance." 

The  author,  Mr.  Edward  H.  Collins,  associate  ttiiaiiclnl  editor,  beuioaa*  rta 
fact  that  the  American  Bankers'  Association  in  their  1933  Chicago  coitveatka 
should  have  belli  a  "  contorted  demonstration  against  the  administration'* 
bunking  heresies,  anil  should  have  put  forth  an  ap)<eal  to  sound  public  Jod(- 
uient  against  the  attempt  to  sabotage  the  banking  system." 

But  Mr.  Collins  laments  the  fact  that  the  bankers  made  nothing  of  tbeir 
opportunity,  for  the  administration  stole  their  thunder  by  sending  Jesse  Jon*. 
Eugene  R.  Black,  and  James  F.  T.  O'Connor  to  capture  the  headlines. 

THI    BANKING    SYSTEM    rOUNDBD   OR    TBIOKEBY 

On  the  next  page,  page  26,  Sir.  Collins  describes  "  Our  Monetary  System.'' 

In  the  opening  sentence,  his  topic  thought  Is :  "  The  modern  banking  system 
exists  primarily  to  provide  and  regulate  the  supply  of  money." 

The  Constitution  of  the  United  States,  article  I,  section  8.  clause  5.  placw 
this  power  over  money  directly  under  the  Congress  of  the  United  States. 

Mr.  Collins,  In  bis  article,  distinguishes  three  kinds  of  money:  "  real  money, 
representative  money   (or  currency),  and  deposit  money   (or  credit)." 

With  respect  to  currency,  in  a  few  brief  sentences,  he  tracee  the  origin  bad 
to  the  goldsmiths  of  Euroiie  and  what  he  calls  the  epochal  discover} 
of  those  goldsmiths  to  the  effect  that  the  holders  of  their  receipts  never 
wanted  their  gold  at  the  same  time.  So  the  dishonest  practice  uf  issuing 
receipts  In  excess  of  the  amounts  of  bullion  on  deposit,  uud  the  lending  on: 
of  these  excess  hank  notes  at  interest,  Mr.  Collins  terms  "  The  fouudatiou 
of  the  modern  bank-note  issue." 

It  was  the  greed  for  interest  on  these  notes,  unsecured  by  bullion. -that  i™J 
to  abuses  so  bad  Unit  most  countries  started  tbe  supervision  of  the  privileg- 


Mr.  Collins  then  explains  the  Federal  Reserve  regulation  of  $40  in  saU 
for  every  £100  Federal  Reserve  notes  outstanding. 

Then  Mr.  Collins  analyzes  the  third  type  of  money  which  Is  deposit  money  or 
credit  money.  In  the  second  paragraph  on  iiage  28  he  gives  the  reader  tbe 
popular  conception  of  bank  deposits  and  follows  It  In  the  third  paragraph  Ij 
the  true  facts  regarding  the  bank's  ability  to  cieate  money. 

Later  on  he  states  that  a  dollar  in  gold  is  just  a  dollar,  but  a  dollar  em- 
ployed as  u  reserve,  rx'rinhs  the  issuance  of  $2.50  In  currency. 

1  quote  Mr.  Collins: 

"But  the  use  of  deposit  money,  or  credit,  makes  it  possible  (■■  stretch  eur 
gold  much  farther.  For.  obviously.  If  It  Is  only  required  that  member  batiks 
carry  n  10-percent  reserve  against,  deposits.  $10  in  money  of  this  sort  can  W 
created  nnl  of  every  *1  in  gold.  Hut  even  (his  is  not  the  complete  picture". 
snys  Mr.  Collins.  "  The  mobilization  of  our  gold  lu  the  Federal  Reserve  lank? 
has  added  still  further  to  the  work  that  gold  can  do. 

"  The  Federal  Reserve  does  with  member  banks  precisely  what  tbe  member 
hank  does  with  the  customer.  The  Reserve  hank  must  keep  a  reserve  of  M 
percent  In  gold  or  lawful  money  against  its  deposits,  or  $1  In  gold  against  S2.S5 
In  deposits,  but  for  every  SI  of  these  deposits,  since  they  represent  the  reserre 
of  member  banks,  the  member  bunks  can  create  deposits  of  $10." 


BANKING   ACT   OF    1935  821 

Now,  finally,  this  Is  what  Mr.  Collins  has  to  say  and  this  I  truly  believe  Is 
the  most  important  single  proposition  before  this  country  today,    I  quote: 

"  Therefore,  in  theory  at  least,  $1  In  gold  in  the  vaults  of  the  Federal  Reserve 
System  may,  when  used  as  a  reserve  against  the  latter's  deposits,  provide  the 
basis  for  $28.50  In  deposit  money,  or  credit,  in  the  member  banks. 

"  From  the  foregoing  it  will  be  seen  that  under  onr  banking  system  the 
Federal  Reserve  banks  provide  the  ultimate  limits  of  monetary  expansion  of 
using  money  In  its  broader  sense  of  both  currency  and  credit," 

1  ask  that  Mr.  Collins'  4-page  article  be  introduced  Into  this  record.  It 
comes  from  the  assistant  financial  editor  of  the  New  York  Herald  Tribune,  that 
prides  Itself  on  Influence — 67  percent  In  "The  Street."  It  Is  the  finest  short 
article  on  our  monetary  system  that  it  was  ever  my  pleasure  to  read.  It  openly 
admits  that  there  arc  three  kinds  of  money :  The  metallic  base  ;  the  currency  of 
circulating  Issne,  born  in  iniquity  on  crookedness ;  and,  thirdly,  the  actual  money 
in  the  country  which  Is  deposit  money,  which  Is  Action  money,  which  is  banker- 
controlled  money — Ihe  real  printing-press  money  In  the  country,  which  doesn't 
need  even  the  Bureau  of  Engraving  and  Printing  to  process  it,  which  only 
needs  n  Job  printer  to  run  off  blank  checks  and  promissory  notes  to  be  filled 
In  by  anyone  in  the  country  to  whom  the  private  banker  allots  credit 

This  is  money  which,  according  to  Mr.  Collins,  has  an  ultimate  limit  of  $28.50 
for  every  dollar  of  gold  in  the  Federal  Reserve  System. 

This  Is  not  bankers'  money,  because  the  banker  has  contributed  only  the 
capital  and  surplus.  This  isn't  depositors'  money  In  the  sense  that  It  originated 
by  the  depositor  shoving  currency  through  the  wicket  of  a  bank. 

This  money  is  available  on  the  security  of  the  borrower  who  can  cash  in  his 
real  property  or  his  securities  at  the  will  of  the  private  banker  who  alone 
decrees  the  allotment  of  credit  In  this  country — the  banker  who  can  and  does 
decree  every  expansion  and  every  contraction'  of  credit — the  banker  who  throws 
you  into  depression  at  will  and  whose  power  over  this  country  represents  In  his 
control  of  money  and  credit  the  control  over  the  llfeblood  of  this  Nation. 

WB  HAVE  A  OEWTSiAL   BASK 

Gentlemen,  It  Is  rapidly  occurring  to  everyone  in  public  affairs  that  we  have 
a  central  bank. 

On  February  2.  1032,  there  came  Into  actual  operation  a  central  bank  of  the 
United  States  under  the  title  of  the  Reconstruction  Finance  Corporation.  From 
that  day  until  December  31,  1934,  the  R.  F.  C.  authorised  the  following : 

Loan  banks  and  trust  companies,  $2,263,000,000. 

Building  and  loan  associations,  $102,000,000. 

Mortgage  loan  companies,  $425,000,000. 

Credit  units,  $622,000. 

Federal  land  banks,  $390,000,000. 

Federal  Intermediate  credit  Arms,  $9,000,000. 

Joint  stock  land  banks,  $21,000,000. 

Agricultural  credit  corporation,  $6,000,000. 

Regional  Agricultural  Credit  Corporation,  $178,000,000. 

Livestock.  $14,000,000.      . 

Railroads,  $4 57,000.000. 

Total,  under  section  5,  $4,031,000,000. 

In  Table  8  of  R.  F.  C„  Report  to  Congress,  Document  No.  139,  a  report  for 
the  fourth  quarter  of  1934,  7,327  banks  and  trust  companies  had  received  loans 
of  $2,263,000,000;  R,164  of  these  loans  were  granted  to  hanks  and  communities 
of  less  than  5,000,000  people. 

I  submit  the  table  for  the  record. 

Table  0  In  Mr.  Jones'  report  shows  that  on  December  31,  1934,  approximately 
$805,000,000  represents  the  loans  on  and  purchases  of  preferred  stock  and  pur- 
chases of  capital  notes  and  debentures  of  5,457  banks  and  trust  companies. 
This  $86f>,000,000  is  20  percent  of  the  capital  stock  of  sll  the  banks  reporting 
to  the  Federal  Deposit  Insurance  Corporation. 

In  the  It.  F.  C,  we  hare  a  central  bank  owned  by  the  United  States  which. 
In  turn,  directly  owns  capital  stock  to  the  extent  of  26  percent  of  all  the  capital 
of  the  banks  of  the  country. 

We  have,  under  the  Constitution,  the  power  of  Congress  to  coin  the  money 
and  regulate  its  value,  and  yet  bo  far  we  have  not  been  honest  enough  to  com- 
bine under  the  constitutional  power  the  functions  of  the  R.  W.  0„  tho  Home 
Owners'  Loan  Corporation,  the  various  farm  credit  agencies,  the  work  that 
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should  be  done  In  extending  credit  to  small  Industries,  such  as  Is  being  praps** 
under  the  Koppleman  bill. 

We  nave  the  tremendous  problem  of  financing  the  extraordinary  expenaatf 
Government,  particularly  as  covered  by  the  Work  Relief  Act. 

Just  as  the  Federal  Reserve  was  deemed  necessary  In  1913,  so  22  yean  lata 
there  Is  need  as  never  before  since  1781,  when  It  was  first  proposed,  a  (tatnl 
bank  of  the  United  States  of  America. 

Mr.  Ward.  I  have  here  a  little  summary  showing  how  the  108,  ot 
102  who  are  on  the  Federal  Reserve  directorates  today — there  are  i 
few  vacancies — are  cast. 

(The  statement  referred  to  is  as  follows:) 

A  Boasd  or  48 

The  Federal  Reserve  Is  headed  by  a  Board  with  two  ex-ofllcio  members,  d* 
Secretary  of  the  Treasury  and  the  Comptroller  of  the  Currency,  and  six  appotatat 
by  the  President,  by  and  with  the  advice  and  consent  ot  the  Senate. 

The  12  Federal  Reserve  banks  have,  according  to  the  last  report,  102  dlrectA 
representing  40  States  and  the  District  of  Columbia.  There  are,  of  course,  the 
12  governors  In  addition. 

Here  Is  management  of  a  System  represented  ordinarily  by  108  director*.  8 
members  of  a  central  board,  and  12  governors ;  128  represent  the  banking  Intern* 
of  the  country  and  8  represent  the  administration. 

The  following  list  Indicates  the  membership  on  the  boards  of  the  12  bash 
arranged  by  weight  of  membership : 

Pennsylvania A     Maine 

Texas 9     Connecticut 

New  York 8     Rhode  Island 

California _ _ 7      Delaware. 

Massachusetts 6     Maryland 

Ohio 5     South  Carolina- _ 

Illinois _ _ 4     New  Hampshire 

Minnesota 4     Florida 

Missouri 4     Alabama.. 

Virginia __ 3     Louisiana 

Georgia __ 3     Iowa 

Wisconsin __ 3     Kentucky 

Norlh  Carolina 2     Arkansas 

District  of  Columbia 2     Tennessee _ 

Mississippi __  2     South  Dakota 

Indiana 2     North  Dakota 

Michigan.. __ 2     Montana 

New  Jersey.. 2     Colorado 

Kansas ___ 2     Oregon 

Oklahoma _ 2      West  Virginia 

Nebraska 1 2 


The  following  States  have  no  membership  on  the  12  Federal  Reserve  bank 
directorates : 

Vermont,   Arisen  H,   Utah,   Xew  Mexico.   Nevada.  Washington.   Wyoming,  ami 

Mr.  Ward.  I  have  a  summary  prepared  here,  covering  my  state- 
ment, which  I  will  ask  permission  to  insert  in  the  record.  The  chair- 
man has  asked  me  to  be  as  brief  as  possible,  and  with  the  consent  of 
the  committee  I  will  just  leave  that  summary  of  points. 

(The  statement  referred  to  is  as  follows :) 

An  Indepehoent  Boabd 

The  committee  has  heard  the  testimony  of  Dr.  Miller.  The  banker  doesn't 
want  the  politician  In.  and  the  people  don't  want  the  hanker  or  a  politician  in- 

Instead  of  128  men  directing  the  destinies  of  our  monetary  system  we  shoal* 
establish  an  Independent  board,  one  from  each  State,  appointed  for  long  tersu 
of  years. 
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They  don't  have  to  be  bonkers  any  more  than  the  Senate  of'  the  United  States 
has  to  be  constituted  of  banker*  In  order  to  be  able  to  draft  banking  legislation. 

The  experts  brought  us  where  we  are,  and  the  bankers  brought  us  to  our  lowest 
Mate. 

The  Independent  board  Is  the  thing,  operating  under  Congress.  A  board  that 
will  make  monetary  control  h  career;  a  board  that  will  be  given  authority  and 
responsibility. 

SUltMABT 

Gentlemen,  I  want  to  now  summarise  the  presentation  of  the  Nye-Sweeney  bill 
for  social  Justice. 

I  believe  that  for  the  first  time  in  American  history  a  bill  is  suggested  which 
Is  intended  to  correct  the  most  glaring  evils  of  the  American  monetary  system. 

The  Nye-Sweeney  bill  attempts  to  pat  into  effect  the  true  and  real  Intent  of 
money. 

It  hopes  to  transform  and  correct  the  wrong  notions  as  to  the  place  and  work 
of  money,  which  notions  have  prevailed  since  the  Introduction  of  the  modern 
banking  system. 

The  following  are  tbe  theses,  which  should  be  challenged  by  every  Independent 
mind  of  Congress ;  and  if  there  is  anything  wrong  about  any  of  them,  the  error 
should  be  brought  to  light 

Point  1. — The  monetary  banking  system  came  as  a  usurpation  of  the  sovereign 
right  of  tbe  Government  to  coin  and  regulate  money. 

Point  S. — The  creation  of  a  counterfeit  checkbook  money  furnishes  competi- 
tion to  the  money  ot  tbe  United  States,  Is  only  an  extension  of  the  plan  of  the 
goldsmiths  to  circulate  gold  receipts,  and  is  on  Its  face  the  usurpation  of  the 
sovereign  power  to  government. 

Point  3. — The  introduction  of  this  counterfeit  checkbook  money,  competition 
to  our  national  currency,  was  not  an  open  usurpation,  bnt  rather  as  a  usurpa- 
tion introduction  as  a  "  trade  secret  "  discovered  by  the  goldsmiths  and  handed 
on  "  in  tlie  trade  "  to  their  modern  successors,  the  bankers. 

Point  -f. — The  people  do  not  understand  this  subtle  move  or  usurpation  of 
tbe  sovereign  power  over  money,  since  It  came  In  In  such  n  way  as  not  to 
attract  nny  attention  to  it  or  any  suspicion  of  it. 

Point  5. — Nevertheless,  It  is  a  real,  though  at  first  unsus|>ected,  usurpation  of 
tbe  Government's  prerogative  to  coin  and  regulate  tlie  value  of  money.  The 
bankers  now  consider  this  usurpation  a  vested  right.  The  rank  and  Ale  of  the 
people,  until  lately,  did  not  comprehend  the  real  point  at  issue  and  have  until 
now  [«i<l  little  or  no  attention  to  It. 

Point  fl. — The  present  bunking  system,  with  Its  creation  of  a  system  of  credit 
money,  and  operating  under  tlie  Federal  Reserve  Act,  puts  the  power  over  money 
and  credit  in  tbe  bauds  of  the  hankers  aud  gives  them  the  power  to  create 
depression  or  decree  prosperity  nt  will.  Such  power  over  money  and  credit  is 
sanctioned  by  Inw  under  the  present  Federal  Reserve  Act. 

Point  7. — In  recapturing  the  money  power  by  tbe  people  and  placing  that 
power  under  Congress,  where  It  belongs,  the  theory  Is  attacked  by  such  as 
Banker  Warburg,  who  said  In  his  tei.tlinouy  on  tbe  omnibus  hank  bill,  "The 
Government  would  not  have  tbe  courage  to  Stop  a  boom";  but  tbe  converse  of 
Banker  Warburg's  statement  Is  the  Important  thing  for  America:  "Neither 
would  the  Government  have  the  courage  to  start  a  depression."  The  Ihxku  Is 
stopped  by  calling  more  loans,  and  the  depression  Is  caused  by  calling  loans  and 
stopping  credit. 

Point  It,— The  Nye-Sweeney  bill  alms  nt  correcting  thin  monstrous  injustice. 
It  would  take  out  of  the  hands  of  private  bankers  this  [tower  over  prosperity 
and  pnt  It  Into  the  bands  of  the  Government  the  control  of  money  and  credit, 
to  he  administered  fur  the  good  of  all.  Since  credit  performs  at  least  W> 
percent  of  the  business  of  America,  tbe  power  over  It  should  rest  only  with 
the  Government. 

Point  9.— The  argument  that  the  Nye-Hweeney  bill  will  put  credit  and  Its 
allotment  Into  the  bands  of  tlie  politician*— well,  this  objection  applies  with 
equal  force  to  every  power  which  "  we,  the  people  "  of  tbe  United  States,  have 
given  to  Congress  In   the  18   powers  enumerated  In  the  Constitution. 

Point  10. — The  production  problem  of  the  country  Is  solved.  Tbe  only  way 
to  create  wealth  is  the  starting  of  toll  and  labor  on  the  natural  resources 
of  tbe  Nation.  This  creates  the  wealth.  Money  la  the  means  of  distributing 
that  wealth,  and  the  creation  of  money  Is  in  private  hands  today,  is  tbe  means 
of  concentrating  wealth  into  the  hands  of  the  few,  and  the  creation  and  destruc- 
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■tfon  remain  the. property  of  the  private  banker.  If  placed  under  pie  cnntni  | 
of  the  Government,  the  power  over  money  and  credit  would  be  admlnbtenl 
for  the  good  of  all. 

Point  11. — A  depression  is  caused  In  only  one  way;  tbat  Is,  by  the  bub 
calling  in  loans  and  refusing  further  credits.  Such  contracting  ot  tredlt  oka 
out  of  circulation  a  huge  amount  of  the  checkbook  money  of  tbe  banker;  ul 
though  It  Is  legalized  counterfeit  money,  It  operates  the  same  and  to  the  ant 
advantage  as  genuine  Government  money. 

Point  it. — Depressions  are  Inevitable  because  they  occur  here  in  the  ridtt 
.Nation  In  the  world  under  a  provident  God  and  not  an  Improvident  God;  ike? 
are  therefore  the  work  of  men.  The  thing  to  find  out  Is,  who  are  tbe  men  Oa 
cause  them? 

Point  13. — The  Nye-8weeney  bill  will  prove  it  by  the  means  of  attacking  u» 
problem  of  Interest.  The  Government  Is  paying  a  billion  a  year  for  interest  ui 
approximately  6  hundred  million  of  this  goes  to  the  private  banker  who  afatnti 
practically  60  percent  of  the  national  debt.  The  public  and  private  debt  of  its 
Nation  Is  far  In  excess  of  2  hundred  billion  dollars  and  actually  is  greater  tba 
the  national  wealth.  Five  percent  Is  a  low  average  interest  rate.  lateral 
runs  from  the  point  of  (2.70  average  for  tbe  financing  of  the  Government  In  u 
high  as  240  percent  a  year  which  the  poor  pay  to  the  personal  loan.  The  m- 
tlonal  Interest  hill  is  10  billion  dollars  a  year,  or  practically  25  percent  of  tbt 
entire  national  income.    This  Is  a  millstone  around  the  necks  of  the  people. 

Point  H.—-AM  tbe  hanks  of  the  Nation  will  be  asked  to  absorb  the  4  MIIIak 
of  Government  bonds  under  the  Public  Works  Act.  All  the  hanks  have  TUOaMM 
dollars  today  in  cash  in  their  possession:  this  700  million  is  needed  for  tffl 
money.  They  can't  even  loan  that  to  the  Government,  so  what  happens.  TV? 
enter  upon  their  ledgers  a  credit  In  exchange  for  Government  bonds,  carryiai 
approximately  3-percent  Interest  In  exchange  for  which  they  give  tbe  Govern- 
ment the  right  to  withdraw.  Without  departing  with  the  slender  cash,  tht? 
now  create  money  and  the  sovereign  power  of  the  United  States  pays  tbe  IS 
million  dollars  a  year,  so-called  "  Interest ''  for  the  use  of  the  usurped  right 
coin  money. 

Point  15. — Now  if  the  control  of  credit  was  under  the  Government,  why  shnoU 
the  Government  charge  interest  for  check-book  money,  tbe  free  circulation  *( 
which  In  adequate  amounts  brings  prosperity  lo  the  country.  Wouldn't  It  he 
absurd  for  the  Government  to  penalize  the  t>orro\vers  whose  check-book  inane? 
brings  about  prosperity?  But  tbe  banker  under  our  present  system  can  exact 
tribute  from  the  borrowers  who  help  to  make  prosperity.  Would  It  not  be  !■> 
the  advantage  of  the  Government,  that  Is.  to  the  advantage  of  tbe  people,  to 
have  at  all  times  enough  money  In  circulation  to  meet  all  needs?  And  h? 
money  we  mean  currency  and  credit,  or  check-book  money. 

Senator  Bulkley.  Does  the  National  Union  have  any  message  to 
deliver  to  ns  with  respect  to  its  determination  to  defeat  any  Senator 
who  does  not  see  this  thing  in  the  way  the  Union  does? 

Mr.  Ward.  No. 

Senator  Bulkuct.  You  would  rather  have  us  give  sincere  and 
honest  consideration  to  it? 

Mr.  Ward.  I  think  that  was  the  language.  Senator. 

Senator  Bclkley.  I  hope  the  National  Union  is  going  to  take  thit 
view,  because  the  other  view,  in  my  opinion,  is  just  nonsense,  and  it 
is  very  harmful  to  the  cause. 

Mr.  Ward.  I  will  regard  very  attentively  that  judgment,  ind 
appreciate  your  thought  fulness  in  giving  it. 

Senator  Bn.Kt.ET.  T  stick  to  that  pretty  strongly,  for  reasons 
which  you  probably  know,  and  I  hope,  at  the  same  time  that  yon 
thank  Father  Coiiglilin  for  his  courtesy  to  us  and  for  the  very  inter- 
esting and  excellent  and  thoughtful  statement  you  have  made,  thit 
yon  will  also  convey  the  other  message,  not  in  any  spirit  of  antago- 
nism at  nil,  hut  simply  as  a  statement  nf  principle. 

Mr.  Ward.  You  have  all  been  most  courteous.  Are  there  any 
questions? 
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-  Senator  Glass.  Apparently  not.    We  are  glad  to  have  had  your 
statement, 

Mr.  Ward.  Thank  you. 

-  Senator*  Glass.  There  are  two  bankers  from  South  Carolina  who 
"had  asked  to  be  heard  this  afternoon.    Mr.  Beattie. 

STATEMENT   OF   F.    F.   BEATTIE,   PBESIDENT   FIBST   NATIONAL 
BANK,  GBEENVTLLE,  8.  C. 

Senator  Glass.  I  believe  you  are  connected  with  the  First  National 
Bank  at  Greenville,  S.  C. 

Mr.  Beattie.  Yes,  sir. 

Senator  Glass.  You  know  the  bill  we  have  under  consideration. 

Mr.  Beattie.  I  understand,  sir,  that  I  am  appearing  on  the  Eccles 
bill,  the  banking  bill  of  1935. 

Senator  Glass.  Yes,  sir. 

Mr.  Beattie,  Mr.  Chairman  and  gentlemen  of  the  committee,  I  de- 
sire to  say  for  your  information  that  I  am  president  of  the  First 
National  Bank  of  Greenville,  S.  C.  The  bank  has  resources  in  excess 
of  $6,000,000.  I  have  held  my  present  position  for  nearly  20  years. 
The  bank  has  been  in  existence  for  more  than  60  years.  I  take  pride 
in  saying  that  it  has  been  able  to  stand  upon  its  own  merits  and  has 
neither  requested  nor  accepted  any  aid  or  favors  from  the  Govern- 
ment, even  during  the  great  depression  through  which  we  have  been 


Greenville,  S.  C,  is  a  town  of  about  30,000  people,  situated  in  the 
Piedmont  section  of  the  State.  The  chief  industries  of  the  community 
are  farming  and  cotton-textile  manufacturing.  I  desire  to  say  also 
that  South  Carolina  is  overwhelmingly  Democratic  in  politics.  I 
have  voted  the  Democratic  ticket  consistently  throughout  my  life  and 
many  years  ago  served  as  a  Democratic  member  of  the  General  Assem- 
bly of  South  Carolina.  I  say  this  to  assure  you  that  I  am  free  from 
political  prejudice  in  the  matter  concerning  which  I  appear. 

I  appear,  gentlemen,  to  protest  earnestly  against  the  passage  by 
Congress  of  title  II  of  the  Banking  Act  of  1935,  which  act  is  now 
before  you  for  consideration.  I  am  of  the  opinion  that  title  II  of 
this  act  gives  to  this  administration  and  to  such  administrations  as 
may  follow  enormous  and  unprecedented  control  over  the  resources 
of  the  Federal  Reserve  System.  I  think  that  it  is  a  most  dangerous 
power  which  this  bill  seeks  to  create— dangerous  not  only  to  those 
interested  in  banking,  but  to  the  very  liberties  of  the  people  of 
America.  It  is  well  recognized  that  a  government  desiring  dicta- 
torial power  seeks  first  to  seize  control  of  the  credit  machinery  of  a 
nation.  Given  the  dictatorial  control  of  credit,  governmental  power 
over  the  destinies  of  a  people  may  easily  become  supreme.  I  think 
also  that  the  open  market  features  of  the  bill  confer  powers  which 
may  easily  lead  to  currency  inflation  such  as  has  been  experienced 
since  the  World  War  by  Germany  and  other  European  powers,  using 
the  same  methods.  I  cannot  believe  that  this  Nation  is  willing  to 
take  the  chance  of  such  a- disastrous  experience. 

I  desire  to  say,  gentlemen,  that  I  am  of  that  school  of  thought 
which  believes  that  the  business  of  banking  in  this  Nation  is  already 
unduly  controlled  and  regulated  by  Government-    Snuftt.  «ntoA  ^» 
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now  far  more  vigorous  and  rigid  than  exists  in  other  enlightti 
nations  of  the  world.  The  banks  of  this  Nation  are  already  so  oe> 
trolled  by  laws  and  regulations  as  to  substantially  retard  Abi 
operations  and  cripple  their  proper  functions,  from  which  •communi- 
ties suffer.  A  condition  has  thus  been  brought  about  in  the  hankac 
business  where  new  capital  refuses  to  come  into  this  business  ua 
young  men  are  reluctant  to  choose  the  business  of  banking  m  t 
career. 

It  may  be  proper  to  ask  here,  with  all  respect,  who  owns  the  Fid- 
eral  Reserve  System!  Whose  money  is  invested  in  the  Fedenl 
Reserve  System  ?  Certainly  the  Government  does  not  own  it  *ai 
has  no  money  invested  in  it.  The  Federal  Reserve  System  is  owned 
entirely  and  completely  by  the  member  banks  of  the  System  and 
through  these  member  banks  by  many  thousands  of  American  do- 
zens who  have  invested  their  money  in  the  capital  stocks  of  the  mem- 
ber banks.  Yet  this  bill  would  place  the  Federal  Reserve  Systra 
with  its  enormous  resources  under  complete  governmental  and  polit- 
ical control,  without  the  investment  of  a  single  Government  dollar. 
Where  a  strong  government  is  dealing  with  the  property  of  its  citi- 
zens, which  it  may  desire,  government  ownership  of  the  property  | 
desired  may  not  be  necessary,  if  the  government  is  willing  unfairly 
to  seize  without  compensation  the  perpetual  use  and  control  of  tat 
desired  property  of  the  citizens.  If  there  is  to  be  a  central  bank  ia 
this  Nation,  govemmentally  and  politically  operated,  of  which  I  do 
not  approve,  I  think  that  in  all  fairness  to  the  owners  of  the  Fed- 
eral Reserve  System,  the  Government  should  own  and  operate  it 
with  its  own  money  and  not  with  money  invested  in  good  faith  by 
its  citizens.  If  the  banks  of  the  Nation  are  to  be  operated  as  the 
post  offices  are  now  operated,  they  should  be  govemmentally  owned 
and  paid  for. 

I  beg  to  repeat  here  that  I  do  not  advocate  Government  ownership 
and  political  control  of  banking.  I  am  of  the  opinion  that  any 
system  of  banking  under  political  control  is  dangerous  in  the  ex- 
treme, whether  it  be  the  Federal  Reserve  System  as  contemplated 
by  this  bill,  or  whether  a  new  central  bank  governmental ly  owned 
be  created  by  Congress  to  supplant  the  Federal  Reserve  System. 

Senator  Bitlkley.  What  alternative  do  you  favor  as  op|K>se<l  tn 
governmental  control? 

Mr.  Beattie.  My  opinion,  sir.  is  that  the  Federal  Reserve  System, 
as  originally  created,  under  the  control  of  a  Federal  Reserve  Board, 
with  the  powers  then  conferred,  and  with  the  Secretary  of  the  Treas- 
ury and  the  Comptroller  of  the  Currency  removed  from  the  Board, 
would  meet  my  ideas. 

Senator  Bclkley.  You  think  the  present  system  is  all  right  if  we 
take  the  Secretary  of  the  Treasury  and  the  Comptroller  of  the  Cur- 
rency off  the  Board? 

Mr.  Beattie.  With  the  powers  conferred  upon  the  Board  by  the 
bill  as  originally  enacted.  In  other  words,  I  am  an  advocate  of  the 
Federal  Reserve  System  as  it  was  organized,  speaking  generally. 
The  objection  that  I  have  is  that  the  Comptroller  of  the  Currency 
and  the  Secretary  of  the  Treasury  being  on  the  Board  tends  to  give 
some  political  control,  which  I  think  it  would  be  wiser  not  to  have. 
I  think  the  further  removed  the  Federal  Reserve  Board  can  be  frum 
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political  domination  or  control  or  interference,  the  better  for  the 
banking  business  of  the  country. 

Senator  Bulxjley.  Mr.  Miller  testified  last  week  that  world  condi- 
tions have  bo  changed  that  we  are  bound  to  have  a  greater  measure 
of  management  with  respect  to  currency  and  banking  matters  than 
we  had  some  years  ago.  I  was  wondering  whether  you  thought  the 
set-up  was  adequate  to  cope  with  that. 

Mr.  Beattte.  I  do,  sir.  I  assert,  in  all  earnestness,  that  sound 
bankimg  and  politics  will  not  mix. 

Gentlemen,  I  want  to  say  here  that,  as  I  stated  a  moment  ago — 
and  I  did  so  purposely — many  years  ago  I  had  some  little  political 
experience  myself  before  I  went  into  the  business  of  banking,  and  1 
thoroughly  understand  and  appreciate  the  urge  that  comes  upon  a 
man  holding  political  office  to  seek  the  influence  of  someone  above 
him  in  politics — what  an  urge  there  is  there  to  do  something  which 
he  should  not  do,  to  the  extent  that  his  judgment  is  likely  to  be 
warped  or  overridden  if  he  is  under  political  influence  or  interfer- 
ence. 

Senator  Bulklet.  Do  you  think  the  present  Federal  Reserve 
Board  is  free  from  that} 

Mr.  Beattte.  I  think  it  started  off  that  way,  sir.  I  think  in 
recent  years — possibly  within  the  past  2  years — there  has  been  some 
evidence  that  there  might  be  political  control  there. 

Senator  Bujlkley.  Mr.  Miller  quite  firmly  testified  that  there  is 
political  influence  going  back  a  good  deal  more  than  2  years. 

Mr.  Beattte.  Of  course,  Mr.  Miller  speaks  with  authority.  My 
knowledge  is  limited,  and  obtained  only  from  general  impressions 
made  by  reading  in  the  daily  press.  I  thought,  however,  that  up  to 
2  years  ago  there  was  little  political  interference  or  control.  That 
was  my  opinion. 

I  assert  in  all  earnestness  that  sound  banking  and  politics  will  not 
mix.  Political  banking  is  disastrous,  whether  it  be  in  a  local  com- 
munity or  on  a  national  scale.  The  simple  reason  for  this,  I  think,  is 
that  the  ability  to  say  "  no  "  firmly  and  courteously  when  that  word 
is  required  is  an  absolute  essential  of  sound  banking;  and  politicians, 
thinking  about  the  chief  or  the  boys  back  home,  often  have  difficulty 
in  pronouncing  this  simple  word.  The  only  way  that  a  bank  or  bank- 
ing system  can  be  kept  free  from  political  pressure  and  control  is 
through  a  board  of  directors  who  hold  no  political  office  and  who 
have  no  political  aspirations,  and  manned  by  executives  of  the  same 
caliber. 

It  is  interesting  to  remember,  gentlemen,  what  a  great  and  suc- 
cessful effort  was  made  by  Congress  at  the  time  of  the  creation  of 
the  Federal  Reserve  System  to  keep  the  System  free  from  political 
interference  and  control.  I  need  not  recall  to  your  minds  that  this 
was  during  the  administration  of  a  great  Democrat,  Woodrow  Wil- 
son; and  that  another  great  Democrat — your  chairman,  now  the 
senior  Senator  from  Virginia,  the  Honorable  Carter  Glass—was  the 
leader  of  the  successful  fight.  Under  the  Federal  Reserve  Act  as 
thus  created  the  Federal  Reserve  System  was  to  be  governed  by  im- 
partial and  experienced  men  far  removed  from  the  turmoil  and  pres- 
sure of  politics  and  intent  upon  giving  to  the  Nation  a  banking  sys- 
tem serving  the  legitimate  and  proper  banking  needs  at  ^.gcScx&xn^., 
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commerce,  and  industry.  Throughout  the  years  the  Federal  Resent 
System  has  fulfilled  its  mission  well. 

Now  a  determined  effort  is  being  made  which  will  destroy  tax 
System  as  created.    This  bill,  if  passed,  will  spell  its  doom. 

The  Federal  Reserve  System,  as  it  exists,  has  been  the  envy  of  lie 
world.  It  is  the  child  of  a  Democratic  administration.  It  is  not 
being  attacked  by  those  who  should  be  its  protectors.  Should  * 
Democratic  administration  now  destroy  the  Federal  Reserve  Syrian, 
then  the  Democratic  Party  will  be  classed  with  those  vile  creatures  of 
the  earth  who  devour  their  young. 

Senator  Glass.  We  are  very  much  obliged  to  you,  Mr.  Beattie. 

STATEMENT  OF  L.  M.  WIGGINS,  PRESIDENT  BANK  OF 
HARTSVILLE,  S.  C. 

Mr.  Wiggins.  Mr.  Chairman  and  gentlemen,  I  testify  before  y« 
not  as  a  banker  nor  an  economist  nor  as  one  "  qualified  by  education 
or  experience  or  both  to  participate  in  the  formulation  of  national 
economic  and  monetary  policies."  I  represent  the  viewpoint  of 
industry,  agriculture,  and  commerce  in  South  Carolina  and,  to  * 
lesser  degree,  banking;  being  president  of  a  small  State  bank,  which 
is  a  member  of  the  Federal  Reserve  System. 

With  reference  to  title  T  of  the  proposed  banking  bill,  I  am  in 
full  accord  with  its  provisions,  and  urge  its  prompt  adoption,  with 
the  exception  of  one  provision.  I  present  the  serious  objections  on 
the  part  of  bankers  and  business  men  in  our  State  to  the  provision 
in  title  I  that  will  discontinue  on  a  fixed  future  date  the  insurance 
of  deposits  in  banks  not  members  of  the  Federal  Reserve  System. 
Although  it  may  be  a  desirable  ultimate"  objective  to  have  every 
bank  of  deposit  in  the  United  States  a  member  of  the  Federal  Resent 
System,  it  is  a  practical  impossibility  for  many  of  the  small  bank* 
and  cash  depositories  in  our  State  to  meet  reasonable  membership 
requirements  and  to  survive  the  loss  of  revenue  which  would  follow 
membership  in  the  Reserve  Svstem.  The  only  alternative  to  the  dis- 
continuance of  banking  facilities  in  many  of  our  small  towns  and 
communities  would  be  a  restoration  of  wide-spread  branch  banking. 
South  Carolina  has  sustained  such  serious  losses  in  the  ojieratioii  of 
branch  banks  in  the  State  that  it  will  be  many  years,  if  ever,  before 
this  type  of  banking  will  have  the  confidence  of  the  people.  W« 
believe  that  the  farmers  and  business  men  of  small  communities  have 
the  right  to  provide  and  use  banking  facilities  so  long  as  the  insti- 
tutions set  up  are  soundly  administered  and  profitably  operated, 
even  as  that  right  is  enjoyed  in  the  larger  centers  of  population. 

Senator  Glass.  Did  you  have  branch  banking  or  chain  banking? 

Mr.  Wiggins.  We  had  one  main  bank  in  the  city  of  Charleston, 
with  branches  all  over  the  State — 46  of  them,  I  believe. 

Senator  Glass.  Were  they  exactly  branches  of  that  bank,  or  ww* 
the  smaller  banks  owned  by  that  bank? 

Mr.  Wiggins.  They  were  branches  of  that  bank. 

Senator  Couzens.  Did  they  fail? 

Mr.  Wiggins,  They  failed,  and  the  depositors,  up  to  now.  litn 
received  10  percent  of  their  deposit?. 

Senator  Byrnes.  The  Western  Carolina  Bank,  with  12  branches, 
failed. 
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Mr.  Wiggins.  Yes;  it  failed.  The  South  Carolina  National  Bank, 
with  three  branches,  failed. 

Senator  Couzenb.  Your  State  law  permits  branch  banking! 

Mr.  Wigqinb.  Yes,  sir. 

Senator  Couzens.  Anywhere  in  the  State! 

Mr.  Wiggins.  Yes.  The  profitable  operation  of  many  of  the 
smaller  banks  in  our  State  under  the  requirements  of  Federal  Reserve 
membership  would  be  impossible.  We,  therefore,  urge  upon  you  the 
postponement  if  not  the  present  abandonment  of  the  proposal  to 
require  banks  which  have  their  deposits  insured  to  become  members 
of  the  Federal  Reserve  System  by  a  specified  date. 

Senator  Couzens.  What  do  you  think  of  the  proposal  to  require 
all  those  with  more  than  half  a  million  dollars  worth  of  assets  to 
come  in,  and  exclude  those  below  that  amount! 

Mr.  Wiggins.  I  think  that  would  be  all  right.  In  fact,  I  know 
of  no  bank  in  our  State  of  that  size  that  is  not  a  member. 

Senator  Glass.  What  do  you  think  of  the  proposal  to  defer  the 
matter  until  1938,  according  to  one  suggestion,  and  1940,  according 
to  another! 

Mr.  Wiggins.  My  idea,  sir,  is  that  at  the  present  time  it  would  be 
pure  speculation  to  determine  a  futore  date,  considerably  in  the 
future,  for  that  to  be  brought  about. 

Senator  Byrnes.  What  will  be  the  effect  upon  your  State  banks 
and  cash  depositories  to  which  you  refer  if  they  are  not  given  timet 

Mr.  Wiggins.  I  did  not  quite  get  the  question. 

Senator  Byrnes.  If  the  present  plan  is  carried  out,  what  would  be 
the  effect  upon  those  cash  depositories! 

Mr.  Wiggins.  Most  of  them  will  have  to  go  out  of  business. 

Senator  Couzens.  Because  their  earnings  are  not  enough  or  because 
their  assets  are  not  good  enough ! 

Mr.  Wiggins.  Because  their  earnings  are  not  enough.  Their  assets 
are  good. 

Senator  Bykneb.  The  earnings  come  from  the  amount  they  charge 
for  cashing  checks. 

Mr.  Wiggins.  That  is  true.  They  are  principally  capitalized  at 
very  small  amounts.  They  are  prohibited  from  lending  money. 
They  are  safeguarded  with  every  provision  for  soundness,  and  they 
must  make  their  earnings  out  of  various  charges  which  the  com- 
munity is  willing  to  pay. 

Senator  Couzens.  Do  I  understand  you  to  say  that  they  do  not 
lend  any  money ! 

Mr.  Wiggins.  No.  sir. 

Senator  Byrnes.  They  opened  just  after  the  bank  holiday  to  serve 
the  communities. 

Mr.  Wiggins.  That  is  true;  when  capital  was  so  limited  that  it 
was  impossible  to  organize  an  ordinary  bank  we  established  a  system 
of  cash  depositories. 

Senator  Couzens.  Without  capital! 

Mr.  Wiggins.  No,  sir.  They  have  a  small  capital — $10,000  in  some 
cases. 

Senator  Bulkley.  Do  they  invest  deposited  funds! 

Mr.  Wiggins.  No,  sir ;  not  without  the  permission  of  the  depositor. 
They  can  invest  their  own  capital,  but  not  the  deposits. 
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Senator  Bthnes.  Are  there  many  counties  having  no  bank  opent- 
ing,  and  relying  entirely  upon  cash  deposits* 

Mr.  Wiggins.  There  are  not  many  entire  counties,  but  my  recouV 
tion  is  that  there  are  27  cash  depositories  in  our  State,  and  approxi- 
mately 130  banks. 

Senator  Couzens.  Are  these  130  banks  mostly  members  of  the  Fed- 
eral Reserve? 

Mr.  Wiggins.  Only  the  national  banks,  and  four  State  banks. 

My  principal  comment  is  on  title  II.  I  shall  not  attempt  to  dis- 
cuss in  detail  the  provisions  of  this  title  because  this  already  has  bm 
done,  and  ably,  by  others  who  have  preceded  me.  I  shall  attempt  only 
to  give  you  the  viewpoint  and  conclusions  of  men  from  my  section  of 
the  country  who  represent  a  fair  cross  section  of  agriculture,  industry, 
commerce,  and  finance. 

We  regard  the  major  and  underlying  purpose  of  title  II  of  the 
Banking  Act  of  1935  as  a  perversion  of  the  Federal  Reserve  Syatea 
from  the  sound  principles  on  which  it  was  founded  and  a  deliberate 
attempt  to  appropriate  to  the  Government  the  banking  reserves  of  this 
Nation,  with  the  result  that  they  may  be  used  as  the  means  for  pro- 
moting the  financing  of  governmental  needs  with  a  minimum  checks 
and  with  a  maximum  of  political  control,  by  whatever  administration 
happens  to  be  in  power. 

Under  the  recent  emergency  conditions,  the  Federal  Reserve  Sys- 
tem, through  an  urgent  necessity  which  may  possibly  be  justified, 
turned  over  to  the  Government  a  large  part  of  the  reserves  of  the 
banks  of  the  Nation  and  through  them  the  reserves  of  the  depositors 
in  (he  hanks  throughout  the  Nation  and  accepted  in  return  the  obliga- 
lions  of  the  Government-.  The  great  concern  today  should  be  the 
restoration  of  the  liquid  reserves  of  the  Federal  Reserve  System 
and  the  divestment  of  its  holdings  of  Government  securities,  rather 
than  an  attempt  to  institute  a  program  whereby  these  reserves  could 
be  utilized  still  further  to  finance  a  mounting  Government  deficit 
We  urge  upon  you  the  desirability  of  returning  the  Federal  Reserve 
System  to  its  proper  reserve  and  banking  functions  as  soon  as  possible. 

The  Federal  Reserve  System,  which  was  designed  primarily  t« 
hold  the  liquid  reserves  of  the  Nation,  to  provide  an  elastic  currency 
and  furnish  a  "  democracy  of  credit "  that  should  meet  the  needs  of 
agriculture,  commerce,  and  industry,  becomes,  under  the  emphasis 

given  in  title  II  of  this  act,  in  effect  a  political  department  of  hV 
ovemment  whose  chief  concern  is  "in  the  formulation  of  national 
economic  and  monetary  policies"  rather  than  in  the  operation  of  a 
sound  reserve  banking  system  to  meet  the  needs  of  agriculture,  com- 
merce, and  industry.  The  individual  Reserve  banks  are  practically 
stripped  of  any  independence  by  this  act  and  the  directors  of  tin1 
Reserve  banks  representing  banking,  agriculture,  and  industry  be- 
come in  practical  effect  little  more  than  an  advisory  body.  The  per- 
sonnel of  the  Federal  Reserve  Board,  now  selected  with  some  regard 
for  a  "  fair  representation  of  the  financial,  agricultural,  industrial, 
and  commercial  interests  "  of  the  people  of  the  United  States,  will. 
under  the  proposed  set-up.  be  limited  to  persons  well  qualified  I" 
participate  in  the  formulation  of  national  economic  and  monetary 
policies. 

The  concentration  of  power  in  the  hand*  of  a  small  group,  larireh 
political,  constituted  with  practically  no  legal  limitations  or  restric- 
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tions,  as  will  be  given  by  this  title  to  the  Federal  Reserve  Board,  is 
foreign  to  our  conception  of  the  principles  of  democratic  government. 
Such  a  grant  of  power  is  unparalleled  in  our  country,  except  in  times 
of  war  or  grave  national  emergency,  and  should  be  safeguarded  by 
law  so  as  to  retain  in  the  hands  of  Congress  the  power  to  regulate 
the  value  of  money.  The  broad  invitation  given  to  the  Federal  Re- 
serve Board  under  the  powers  granted  under  this  bill,  to  engage  in 
monetary  manipulation  and  to  try  out  economic  theories  on  a  gigantic 
scale  through  the  use  of  the  reserves  of  the  bank  depositors  of  the 
Nation  offers  possibilities  of  mistakes  that  may  invite  financial  chaos 
in  this  country.  It  is  possible — whether  it  does  it  or  not,  the  power 
is  there — for  the  Federal  Reserve  System,  under  the  provisions  of 
this  bill,  to  become  a  bouncing  board,  against  which  Government 
securities,  without  limitation  as  to  amount  or  maturities,  may  be 
tossed  to  produce  an  unending  return  stream  of  paper  credit  to  pro- 
vide for  mounting  Government  expenditures.  This  can  continue 
only  so  long  as  the  people  have  confidence  in  the  ability  of  the  Gov- 
ernment ultimately  to  repay,  but  when  the  spark  of  fear  of  the  ability 
of  the  Government  to  repay  is  struck,  the  devastating  and  uncon- 
trollable chaos  of  money  worth  less  and  less  will  quickly  paralyze 
the  Nation.  It  will  then  be  too  late  to  discover  that  the  banking 
reserves  of  the  people  of  this  Nation  have  been  consumed  in  the  great 
experiment. 

I  cannot  agree  with  those  who  believe  that  title  II  of  this  bill  can 
be  changed  so  as  to  correct  the  dangers  that  lie  within  it.  Of  course, 
many  of  its  most  dangerous  provisions  may  be  changed,  but  it  is  my 
conviction  that  the  whole  major  premise  on  which  the  theories  pro- 
mulgated in  title  II  rest  is  unsound,  violates  the  sound,  common- 
sense  judgment  of  the  American  people,  and  belongs  to  the  realm  of 
dictatorships.  Without  desiring  to  raise  any  unnecessary  alarm,  I 
say  to  you  frankly  and  honestly  that  it  is  my  deliberate  opinion  that, 
carried  to  its  ultimate  conclusions,  title  II  of  this  bill,  as  now  written, 
will  destroy  the  Federal  Reserve  System  of  banking  in  the  United 
States. 

Senator  Glass.  We  are  very  much  obliged  to  you,  Mr.  Wiggins. 

We  will  adjourn  until  10:30  tomorrow  morning,  when  Mr.  Owen 
D.  Young  will  appear. 

(Thereupon,  at  4 :  15  p.  m.,  the  subcommittee  adjourned  to  meet 
tomorrow,  Wednesday,  May  29, 1935,  at  10 :  30  a.  m.) 
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wednesday,  kay  29,  1935 

United  States  Senate, 
Subcommittee  of  the  Committee  on 

Banking  and  Currency, 

Washington,  D.  C. 
The  subcommittee  met,  pursuant  to  adjournment  on  Tuesday,  May 
28,  1935,  10:30  a.  m.,  in  room  301,  Senate  Office  Building,  Senator 
Carter  Glass  presiding. 

Present:  Senators  Glass  (chairman  of  the  subcommittee),  Bulkley, 
McAdoo,  Byrnes,  Bankhead,  Townsend,  and  Couzens. 

Senator  Glass.  The  committee  will  come  to  order.  Several  of  the 
members  are  detained  at  other  important  committee  meetings  and 
cannot  be  here.  We  are  to  hear  this  morning  from  Mr.  Owen  D. 
Young. 

STATEMENT  OF  OWEN  B.  YOUNG.   CHAIRMAN  OF  THE  BOARD, 
GENERAL  ELECTRIC  C0„  NEW  YORK,  N.  Y. 

Senator  Glass.  Mr.  Young,  just  give  your  name,  please,  and  your 
position  to  the  official  reporter. 

Mr.  Young.  I  have  preparedj  Mr.  Chairman,  a  little  statement 
giving  my  name  and  qualifications — or  disqualifications—and  also 
a  statement  on  title  II  of  the  bill,  which  is  the  only  part  of  the  bill 
to  which  I  shall  speak. 

Senator  Glass.  Very  well,  sir.    You  may  proceed. 

Mr.  Yovng.  That  will  take  me  not  more  than  lii  minutes,  I  think, 
and  if  I  might  be  free  to  present  that  first  and  then  respond  to  ques- 
tions, T  would  appreciate  that  procedure. 

Senator  Glass.  I  am  sure  the  members  of  the  committee  will 
observe  that  request. 

Mr.  Young.  My  name  is  Owen  D.  Young.  My  home  is  at  Van 
Hornesville,  N.  i .,  but  I  spend  the  greater  part  of  my  time  in  New 
York  City.  With  your  permission,  1  shall,  as  a  preliminary,  state 
very  briefly  iny  qualifications  and  disqualifications  to  express  an 
opinion  on  the  bill  before  you. 

I  am  chairman  of  the  board  of  directors  of  the  General  Electric 
Co.  In  that  capacity  or  as  a  vice  president,  I  have  been  associated 
with  that  company  for  more  than  20  years.  Since  1923,  I  have  been 
a  director  of  the  Federal  Reserve  Bank  of  New  York.  Originally  I 
was  chosen  as  a  class  B  director,  which  means,  as  you  know,  that  I 
was  selected  by  the  group  of  so-called  "  large  banks  as  a  representa- 
tive of  industry  and  commerce.  I  was  reelected  a  class  B  director 
in  December  1925,  and  before  my  term  expired,  I  resigned  as  a  class 
B  director  and  concurrently,  namely,  on  January  13,  1927,  I  was 
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appointed  by  the  Federal  Reserve  Board  as  a  class  C  director;  thu 
is,  as  a  public  director,  and  since  that  time  I  have  served  in  that  ca- 
pacity. My  present  term  of  office  expires  at  the  end  of  this  year, 
and  under  the  ruling  of  the  Federal  Reserve  Board,  I  am  not  siuV 
iect  to  reappointment,  so  what  I  say  here  about  this  bill  has  the 
background  of  the  experience  which  I  have  indicated  and  is  slid 
with  the  full  knowledge  that  I  shall  not  in  the  future  have  am 
responsibility  for  the  operation  of  the  Federal  Reserve  bank. 

I  should  also  say  perhaps  that  in  1924,  as  a  member  of  the  Dawes 
Committee,  I  took  an  active  part  in  the  reconstruction  of  the  cur- 
rency and  credit  structure  of  Germany,  which,  as  a  result  of  violent 
inflation,  had  completely  broken  down,  and  as  an  incident  of  such 
reconstruction,  I  had  to  do  with  the  reconstitution  and  recapitali- 
zation of  its  central  bank,  known  as  "  the  Reichsbank."  Later,  is 
1929,  as  a  member  of  the  Second  Committee  of  Experts?  I  was  con- 
cerned with  the  establishment  of  the  Bank  for  International  Settle- 
ments which,  through  the  constitution  of  its  directors,  became  inti- 
mately related  to  all  the  principal  central  banks  of  Europe.  So  I 
have  had  the  opportunity,  at  least,  to  observe  the  personnel  and  the 
organization  of  the  central  banks  of  the  principal  financial  and 
commercial  countries  of  the  world. 

I  should  say  also  that  I  have  had  no  experience  in  commercial 
banking,  and  I  have  no  greater  knowledge  of  its  technical  details 
and  special  techniques  than  the  average  business  man.  So  if  in  the 
course  of  this  hearing  you  seek  to  explore  the  technicalities  of  com- 
mercial banking  through  me,  I  must  warn  you  in  advance  of  my 
disqualification  and  your  disappointment. 

It  is  with  such  a  background  and  in  the  face  of  such  limitations 
that  I  address  myself  particularly  to  title  II  of  this  bill,  titles  I 
and  III,  I  understand,  being  largely  corrective  of  existing  legis- 
lation. 

At  the  very  outset  one  must  ask  whether  there  is  need  of  banking 
legislation,  and  if  so,  whether  the  pending  bill  meets  the  need.  One 
may  well  say  that  a  banking  system  which  failed  to  restrain  the  boom 
ana  collapsed  during  the  depression  should  be  restudied  as  a  whole. 
This  means  not  only  the  Federal  Reserve  but  our  whole  commercial 
banking  system.  I  predict  that  such  a  study  would  uncover  even 
greater  defects  in  our  commercial  banking  set-up  than  in  that  of  the 
Federal  Reserve  System.  This  bill  is  largely  directed  to  far-reaching 
changes  in  the  Federal  Reserve  System.  One  may  put  the  question— 
I  hope  free  from  the  charge  of  destructive  criticism — whether  it  t 
not  wise  to  look  to  the  soundness  of  the  foundation  at  the  same  time 
that  one  proposes  drastic  changes  in  the  superstructure.  We  have  hid 
a  great  deal  of  piece-meal  banking  legislation.  Recently  we  have  baJ 
considerable  emergency  legislation.  Now,  it  would  seem  prudent  fi* 
us  to  review  it  all  and  present  one  comprehensive  program. 

So  my  conclusion  is,  Mr.  Chairman,  that  there  is  need  for  new  bank- 
ing legislation  based  on  careful  study,  and  I  do  not  think  the  pending 
bill  meets  the  need  because  it  deals  in  the  main  with  only  one  part  of 
the  system. 

More  than  4  years  ago  I  expressed  the  view  to  this  committee  thai- 
all  commercial  <U?]>osit  Dan  king  in  the  United  States  should  be  carried 
on  under  one  law;  that  examination  of  commercial  banks  and  their 
controls  should  be  under  one  authority;  and  that  then,  and  oiilv  then. 
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ive  could  develop  for  the  country  as  a  whole  a  sound  commercial  bank- 
ing system  and  definitely  fix  responsibility.  I  said  then  that  if  we 
were  to  retain  in  our  system  banks  of  deposit  chartered  by  the  States 
is  well  as  by  the  Federal  Government  they  should  all  be  required  to 
>e  members  of  the  Federal  Reserve  System.  That  recommendation 
[  repeat  now.  While  this  bill  as  introduced  did  contemplate  that 
•esult  by  requiring  all  banks  whose  deposits  are  insured  being  brought 
nto  the  system,  I  am  told  that  even  that  provision  has  been  eliminated 
yy  the  House.  So  it  seems  to  me  that  instead  of  curing  one  of  the 
xiost  evident  weaknesses  in  our  foundation,  one  of  the  chief  causes 
>f  our  banking  collapse,  we  avoid  it. 

I  do  not  criticize  the  bill  because  it  fails  to  offer  solutions  for  all  our 
ranking  problems.  That  is  not  the  work  of  a  day.  If  the  extension 
yf  Federal  jurisdiction  over  all  banks  of  deposit  is  a.  prerequisite  to 
my  sound  system,  it  is  not  of  itself  a  panacea.  The  collapse  of  1933 
was  only  the  climax  to  a  long  and  tragic  chapter;  in  the  preceding 
decade  nearly  10,000  banks  failed  in  this  country.  It  is  true  that  more 
than  four-fifths  of  these  were  nonmember  banks,  subject  in  fact  to  no 
Federal  restraints.  It  is  also  true  that  nearly  three-fourths  were  situ- 
ated in  towns  having  a  population  pf  2,500  or  less,  and  that  these  small 
communities  have  consequently  suffered  most.  How  are  we  to  get 
banking  facilities  that  are  adequate  and  safe  t  This  question  is  funda- 
mental and  requires  exhaustive  study.  It  is  only  when  such  a  basic 
question  shall  have  been  answered  that  we  can  really  determine  what 
changes  are  required  in  the  Federal  Reserve  System.  Yet  here  we 
address  ourselves  instead  to  the  superstructure,  which  at  best  can  be 
no  stronger  than  its  base. 

In  proposing  sweeping  changes,  certainly  hasty  action  is  to  be 
avoided  unless  it  is  imperative.  I  know  of  no  emergency,  either 
present  or  prospective,  which  requires  legislation  now.  Everything 
which  can  be  done  by  the  Federal  Reserve  System  to  relieve  the 
depression  either  has  been  or  is  now  being  done.  The  changes  pro- 
posed in  title  II  will  add  nothing  to  the  relief  of  our  present  con- 
dition. The  System  has  provided  already,  in  connection  with  our 
gold  imports,  $2,300,000,000  of  excess  reserves,  credit  not  in  use. 
Certainly  no  one  would  expect  or  wish  it  to  do  more.  The  Federal 
Reserve  banks  are,  under  emergency  powers,  making  direct  loans  to 
commerce  and  industry  under  the  guidance  of  the  Federal  Reserve 
Board.  Certainly  nothing  in  the  proposed  bill  would  or  should 
authorize  them  to  do  more.  The  only  pjstification  that  I  know  of 
for  new  legislation  now  of  the  character  proposed  is  to  centralize 

riwer  and  responsibility  so  that  we  can  better  control  another  boom, 
venture  the  opinion  that  we  have  ample  time  for  study  before  that 
power  is  needed. 

With  the  consequences  of  the  banking  collapse,  we  are  familiar. 
We  have  faced  them  and  dealt  with  them.  That  was  an  emergency 
and  it  required  courage  and  action.  This  the  Government  exhibited 
and,  as  a  result,  our  banks  are  functioning  again  and  are  safe. 
Broadly  speaking,  the  direct  consequences  of  the  collapse  have  been 
cured  except  for  such  corrective  legislation  as  is  contemplated  in 
titles  I  and  III  of  the  present  bill. 

Title  II  is,  I  take  it,  designed  to  correct  some  of  the  causes  of 
the  collapse,  as  distinguished  from  consequences.  TS<yw  Sfc  Hs  «wj  v* 
recognize  consequences  and   to   cure  them.     Cvobea,  YwMfWCt*  «** 
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much  more  obscure  and  much  more  difficult  to  correct.  Where  m- 
sequences  need  courage  and  prompt  action,  causes  require  study  ud 
reflection.  Consequences  may  require  emergency  legislation,  caiws 
require  carefully  considered  laws.  That  is  especially  true  in  a  situ* 
tion  so  complex  as  our  banking  structure. 

Therefore,  Mr.  Chairman,  if  there  be  no  need  for  haste.  I  see  ■ 
reason  why  title  II  of  the  pending  bill  should  be  dealt  with  at  this 
session  at  all.  All  history  shows  that  one  of  the  characteristics  of 
such  a  period  as  we  are  now  going  through  is  a  demand,  usuity 
somewhat  hysterical,  for  the  manufacture  of  money  and  drastic  Ten- 
sions of  its  control.  One  should  not  be  classed  as  opposed  to  cor- 
rective and  progressive  legislation  merely  because  in  times  like  tlw* 
he  suggests  study,  reflection,  discussion,  and  comprehensive  revisits, 

My  chief  objection,  Mr,  Chairman,  to  the  pending  bill — and  tliis tt 
a  very  basic  objection — is  that  it  sets  up  in  fact  a  central  bank  md 
destroys  the  regional  system  under  which  we  have  operated  so  iung. 
I  can  see  some  advantages  in  a  central  bank,  but  I  doubt  whether 
such  a  basic  question  should  be  settled  until  the  issue  has  been  fairly 
made  and  fully  debated  both  in  and  out  of  Congress.  It  may  be  that 
the  American  people  want  to  destroy  the  regional  system  and  estab- 
lish a  central  Dank.  I  do  not  know.  Members  of  this  committM 
will  not  need  to  be  reminded  that  the  last  time  the  issue  was  jm- 
sented,  the  people  rejected  a  central  bank  in  favor  of  the  regionil 
system.  Perhaps  their  views  have  changed,  but  I  do  feel  strongly 
tnat  a  result  so  far-reaching  should  not  be  accomplished  indirectly. 
If  we  are  to  have  a  central  bank,  then  our  entire  law  should  be 
redrafted  so  as  to  be  suitable  to  one  central  bank  operation.  Tit 
retention  of  the  regional  facade  may,  I  fear,  lead  the  Anieriian 
people  to  think  they  are  retaining  their  regional  banks  when  in  fact 
they  are  creating  a  central  one.  Such  a  oasic  issue  should  iu>l  i« 
settled  by  indirection. 

The  bill  puts  all  the  important  powers  and  responsibilities  in  ihc 
hands  of  one  central  body  in  Washington.  It  diminishes  cum* 
spondingly  those  of  the  12  regional  hanks.  They  are  left  hut  iittlf 
more  than  administrative  branches  of  this  central  authority.  If 
such  vast  powers  are  to  be  concentrated  in  a  single  body  in  Wasliiaf- 
ton,  then  we  should  take  all  possible  precaution  to  guarantee  tta 
ability  and  independence  of  such  a  group.  I  am  sure  that  we  do  wt 
want  to  have  a  central  bank  subservient  to  any  special  interests.  W* 
must,  if  possible,  keep  it  free  of  domination  either  by  politics  <* 
finance. 

I  want  to  speak  about  the  independence  of  action  in  that  centnl 
body. 

\£e  have  discovered  only  two  ways  in  America  of  guarding  again* 
the  misuse  of  great  power.  One  is  to  take  a  group  of  ciirefaflj 
selected  citizens,  provide  for  them  and  their  families;  reasonably  W 
life,  and  then  to  some  extent  insulate  them  from  outside  influen.e«f 
all  kinds.  The  Supreme  Court  of  the  United  States  is  a  fair  W, 
ample  of  this  method.  The  other  way  is  to  take  less  care  in  insulsV 
ing  the  group  from  bias,  but  to  provide  diversified  representation  •  : 
the  group  and  to  set  up  appropriate  checks  and  balances  within 
group  itself  in  the  hope  and  expectation  that  the  power  will 
exercised  wisely  even  w\oug\i  \sj  tomvroraise, 

In  the  organization  ol  ttie  Te&\om\l&R^^^^^\^-^^'«Mrtad 
this  second  method,    ^ot  anoxia.  «&>•  «*■  ***  VtXw^a-^  ^. 
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vided  for  a  hoard  of  9  directors,  of  whom  the  chairman  and  two  other 
directors  were  to  Lie  public  representatives  named  by  the  Federal 
Reserve  Board  in  Washington.  The  remaining  six  directors  were 
chosen  by  the  member  banks,  but  only  one-half  of  them  could  be 
bankers;  the  other  half  were  the  representatives  of  industry,  com- 
merce, and  agriculture.  The  exercise  of  most  of  the  substantial 
powers  of  the  regional  boards,  however,  was  subject  to  the  approval 
of  the  Federal  Reserve  Board  in  Washington.  It  was  in  this  way 
that  we  sought  to  get  the  views  of  3  bankers  on  the  board  of  each 
Federal  Reserve  bank,  the  views  of  3  business  men  selected  by  the 
banks,  and  the  views  of  3  independent  citizens — and  then  we  super- 
imposed on  them  the  views  of  the  board  in  Washington,  which  might 
be  considered  to  have  more  intimate  knowledge  of  general  conditions, 
including  politics.  It  was  through  this  balance  that  we  sought 
results. 

It  is  proposed  now  to  put  all  the  substantial  powers  in  the  hands 
of  the  board  at  Washington  with  no  checks  or  balances  from  the 
local  boards  of  the  individual  Reserve  banks  on  the  exereise-of  these 
powers.  In  addition,  it  is  proposed  that  the  Governor  of  the  Federal 
Reserve  Board  in  Washington  shall  be  recognized  as  the  political 
Appointee  of  the'  President,  and  I  assume  that  means  subject  to 
removal  by  him  at  any  time.  The  result  is  that  the  bill  contemplates 
not  only  the  removal  of  the  regional  checks  on  the  central  board,  but 
it  provides  that  the  most  important  member  of  the  board  shall  at 
least  have  definite  political  color.  Is  it  unfair  to  say,  therefore,  that 
the  bill  contemplates  not  only  a  central  bank  administered  from 
Washington,  but  that  the  board  of  administration  shall  to  some 
extent  be  considered  political}  The  proposed  bill  fails  to  provide 
an  insulated  body,  such  as  has  been  described  as  a  "  Supreme  Court 
of  Finance  ",  and  at  the  same  time  it  removes  the  checks  and  balances 
which  have  been  imposed  in  the  present  System.  Is  it  any  wonder 
that  such  a  violent  change  should  create  apprehension  and  dissent? 

This  apprehension  is  not  alleviated  bin  rather  increased  by  the 
present  state  of  our  budgetary  unbalance  and  the  necessity  of  issu- 
ing large  amounts  of  Government  obligations.  There  should  be  no 
removal  of  checks  on  the  hank  of  issue  against  taking  Government 
obligations  direct  and  not  through  the  market.  It  was  the  exercise 
of  this  very  kind  of  power  which  led  to  the  currency  and  credit  down- 
fall in  Germany  ana  the  ultimate  destruction  of  the  Reichsbank. 

I  recommend  that  Government  financing  direct  through  the  central 
brink,  except  for  the  usual  temporary  advances,  be  prohibited  in  any 
bill. 

I  want  to  speak  al  out  the  appropriate  relationship  of  Government 
to  a  bank  of  issue. 

The  central  banking  organization,  whether  it  be  a  regional  system 
such  as  we  have  or  a  central  bank  such  as  is  proposed,  must  always 
be  subject  to  the  legislative  authority  of  Congress,  and  to  that  extent 
it  is  politically  controlled  and  properly  so.  It  must  always  act  under 
the  laws  and  powers  granted  to  it  by  Congress  and  within  the  limi- 
tations of  these  laws.  It  is  a  different  matter,  however,  to  contem- 
plate either  the  political  domination  or  the  political  influence  of  the 
executive  department  of  the  Government.  It  is  to  such  political 
interference  rather  than  to  the  exercise  of  the  undoubted  authority 
of  Congress  that  exception  must  be  taken. 
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Whenever  a  central  bank  acts,  it  is  an  important  influence  in  nuk- 
ing credit  plentiful  and  cheaper  or  in  making  it  more  expensin. 
Someone  is  always  benefited  and  someone  at  least  temporarily  is 
injured.  It  has  always  been  so  with  banks  of  issue  and  always  iril 
One  consequence  is  that  if  the  bank  does  its  job  properly  it  is  eontim- 
ously  subject  to  criticism  by  someone. 

It  is  for  this  reason  that  experienced  governments  genersllj, 
while  having  the  undoubted  power  to  take  control  of  the  delink 
mechanism  of  the  bank  of  issue,  have  found  it  wiser  in  the  intent 
of  Government  itself  to  turn  those  functions  over  to  an  independnt 
body  as  free  as  possible  from  political  control  or  influence.  Th« 
they  have  sought  not  only  to  minimize  the  abuses  which  might  ant 
from  the  temptation  to  meet  the  temporary  political  exigencies  of 
whatever  party  might  happen  to  be  in  power,  but  also  to  insulate 
the  executive  himself  from  the  continuous  criticism  that  must  fce 
directed  at  a  central  bank  whenever  it  does  as  it  must  so  often  d«, 
the  unpopular  thing. 

Therefore,  Mr.  Chairman,  I  look  with  apprehension  not  only  fron 
the  standpoint  of  a  central  bank,  but  from  that  of  the  sound  func- 
tioning of  the  Government  as  well,  toward  any  increase  of  the 
powers  and  responsibility  of  the  executive  over  the  operations  of 
the  central  bank  and  to  any  decrease  in  the  independence  of  the 
central  authority  controlling  the  bank. 

I  should  like  to  make  an  affirmative  suggestion  as  to  the  constito- 
tion  of  this  central  body,  if  you  get  to  that  point. 

Lest  I  be  charged  with  making  merely  destructive  criticisms.  I 
suggest  that  if  we  are  to  concentrate  our  banking  powers  in  a  group 
in  Washington  that  we  add  to  the  group  in  addition  to  the  member* 
of  the  Federal  Reserve  Board  some  at  least  of  the  governors  of  the 
Federal  Reserve  banks.  If  we  intend  to  retain  fully  the  regional 
character  of  the  system,  the  governors  should  be  a  majority  of  the 
central  body.  If  we  wish  to  make  the  banking  system,  say  hiH 
regional  and  half  central,  there  should  be  an  equal  number  ol 
governors  and  members  of  the  Federal  Reserve  Board  on  the  body. 
If  we  wish  to  overweight  the  centralized  character  of  the  institutna 
but  retain  some  of  its  regional  characteristics  and  benefits,  we  nrijbt 
have  a  majority  of  one,  say,  from  the  Federal  Reserve  Board,  with 
the  governors  in  a  minority.  If  we  create  a  larger  majority  thin 
one  from  the  Federal  Reserve  Board,  and  particularly  if  we  mil* 
the  election  of  the  governors  subject  to  the  approval  of  the  Board, 
then  we  have  almost  as  complete  centralization  as  if  the  governoif 
were  not  represented  at  all.  In  ray  view,  therefore,  whatever  tfci 
number  of  the  central  bodv  may  be.  members  of  the  Federal  Resent 
Board  should  not  outnumber  the  governors  by  more  than  one  at  fl» 
very  most. 

The  question  has  been  raised  whether  the  Secretary  of  the  Trt»t- 
ury  and  the  Comptroller  of  the  Currency  should  he  members  of  tj» 
Federal  Reserve  Board.     In  this  respect  I  shall  differ  with  most  of 
the  people,  I  think,  who  have  appeared  before  the  committee.  * 
suppose  the  reason  for  this  question  is  the  very  thing  to  which 
have  previously  referred,  namely,  the  increased  power  of  the  exwt 
tive  department  over  the  central  bank,  and  in  the  case  of  the  Sw 
(ary  of  the  Treasury  the  ia<&  ttafc  V»  is  socially  interested  ia  I 
money  market  so  iar  as  Gov«ittiAT&\»*vwvft^  tosc^^r, 
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My  answer  to  the  question  is  that  in  principle  I  think  that  neither 
the  Secretary  of  the  Treasury  nor  the  Comptroller  should  be  mem- 
bers of  the  Board.  We  have,  however,  an  unusual  situation  in  this 
country  today.  Due  to  our  change  of  the  gold  content  of  the  dollar 
there  is  something  like  two  billions  of  dollars  in  the  hands  of  the 
Secretary  of  the  Treasury  available  for  operation  in  the  Government 
market  and  over  the  exchanges.  It  is  a  fact,  therefore,  that  the 
Secretary  of  the  Treasury  can,  irrespective  of  any  action  by  the 
central  hank,  dominate  the  money  market  of  the  country.  So  long 
as  that  fund  exists  uncontrolled  in  the  hands  of  the  Secretary  of  the 
Treasury  and  the  President,  I  am  in  favor  of  retaining  the  Secretary 
of  the  Treasury  as  a  member  of  the  Federal  Reserve  Board  and 
thereby  imposing  upon  him  that  much  responsibility  at  least  for 
cooperation  with  the  central  bank  in  the  handling  of  this  vast  stabi- 
lization fund.  Personally,  as  I  have  testified  before  to  this  com- 
mittee, I  think  that  stabilization  fund  should  only  be  administered 
through  the  central  bank  and  should  not  be  subject  to  independent 
operation  in  the  money  market.  Therefore,  as  a  matter  of  expedi- 
ency only,  I  would  yield  the  principle  and  not  take  the  Secretary  of 
the  Treasury  off  the  Federal  Reserve  Board. 

As  to  the  Comptroller  of  the  Currency,  I  have  always  believed 
that  the  powers  vested  in  that  office  should  be  administered  by  the 
Federal  Reserve  banks,  but  until  that  is  provided  for  I  can  see  many 
advantages  rather  than  disadvantages  from  the  retention  of  the 
Comptroller  of  the  Currency  on  the  Federal  Reserve  Board.  I  trust, 
however,  that  the  reason  for  his  membership,  like  that  of  the  Secre- 
tary of  the  Treasury,  may  prove  temporary  only  and  that  ulti- 
mately we  shall  have  no  political  officers  as  members  of  the  Board. 

I  want  to  speak  now  about  the  independence  of  the  governors  of 
the  several  Federal  Reserve  banks. 

It  is  proposed  in  the  bill  that  the  governors  of  the  several  Fed- 
eral Reserve  banks,  and  the  vice  governors  too  for  that  matter,  shall 
be  appointed  annually  by  the  boards  of  directors  subject  to  the  ap- 
proval of  the  Federal  Reserve  Board  in  Washington.  This  seems  to 
me  to  be  quite  consistent  with  the  evident  purposes  of  the  bill,  and 
tuy  interpretation  of  it.  It  is  intended  in  fact,  as  I  have  said  before, 
to  create  a  centra!  bank  administered  by  the  Federal  Reserve  Board 
in  Washington,  and  the  Governor  of  the  Federal  Reserve  Board 
shall  in  fact  become  the  governor  of  the  central  bank  of  the  United 
States.  The  governors  of  the  several  Reserve  banks  will  be  prac- 
tically only  vice  governors  of  this  central  bank,  and  it  is  natural 
that,  as  administrative  officers  of  the  central  authority,  they  should 
be  subject  to  a  veto  by  the  central  authority  each  year  on  their  right 
to  continue  in  office.  If  that  is  the  theory  of  the  bill,  as  I  think  it 
is,  then  this  approval  of  the  governors  is  entirely  consistent  with  it. 
That  of  itself,  Mr.  Chairman,  seems  to  me  to  destroy  the  last  vestige 
of  initiative  and  independence  in  the  regional  banks.  They  are  not 
even  permitted  to  retain  the  power  of  selecting  their  own  executives. 
It  illustrates  again  how  false  and  misleading  the  facade  of  the  reg- 
ional system  is  to  be  and  how  truly  centralized  our  bank  of  issue  is  to 
become. 

If  it  is  intended  to  leave  even  a  shred  of  responsibility  in  the 
boards  of  directors  of  the  several  Federal  Reserve  banks.,  1W  -wiw*. 
that  the  central  authority  should  fee  permitted  to  do  yev  ft*  wAsrfafflft. 
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of  governors  would  be  to  approve  any  new  man  elected  to  that  oflw 
as  to  character  and  ability,  and  thereafter  leave  the  power  in  the 
boards  of  directors  to  reelect.  I  see  no  other  way  to  relieve  the  gor- 
ernors  of  the  several  banks  from  the  overhanging  threat  of  eoerciti 
by  the  central  authority.  This  at  least  will  conserve  some  of  tit 
checks  and  balances  of  which  I  have  formerly  spoken.  This  is 
highly  important,  too,  if  the  governors  are  to  be  represented  on  i 
central  authority  in  Washington;  otherwise  disagreement  with  tit 
members  of  the  Federal  Reserve  Board  by  any  governor  may  at  least 
raise  the  question  of  the  approval  of  his  next  election.  Obviously, 
no  one  or  more  members  of  the  central  authority  should  have  tht 
power  to  disqualify  any  other  member  because  of  his  vote. 

Now,  I  want  to  say  just  a  brief  word  on  the  effect  of  the  enactment 
of  this  legislation  on  recovery. 

What  we  are  concerned  with  today,  Mr.  Chairman,  is  to  take  up 
our  unemployment.  Only  business  can  do  that.  Then  our  State  and 
local  budgets  will  be  relieved  from  excessive  borrowing  and  tui- 
tion. Then  our  Federal  Budget  can  be  brought  into  balance  and  ill 
fear  both  at  home  and  abroad  of  an  uncontrolled  inflation  maybf 
avoided.  That  is  a  necessary  step  to  the  stabilization  of  our  ex- 
changes and  the  restoration  of  foreign  trade.  Only  when  that  is 
done  will  our  great  agricultural  exports  freely  move  again  and  so 
insure  again  safety  and  prosperity  to  the  farmers  of  the  Nation. 

The  key  to  our  whole  situation,  then,  is  business  activity,  and  par- 
ticularly in  the  field  of  durable  goods,  where  most  of  our  unemploy- 
ment now  lies.  As  durable  goods  have  to  be  financed  on  long  time. 
that  market  is  particularly  sensitive  to  drastic  changes  or  threats  of 
change  in  our  financial  structure.  Business  in  durable  goods  h»* 
undoubtedly  been  reassured  by  the  failure  of  the  Pattnan  bill.  It 
is  still  apprehensive  about  the  political  domination  of  our  central 
banking  system,  with  the  resulting  threat  to  the  commercial  banking 
system.  Whether  business  should  be  apprehensive  over  the  bill 
pending  before  you  or  whether  it  should  not,  views  will  differ,  but 
the  fact  is  that  business  is  apprehensive.  The  passage  of  the  bill. 
therefore,  either  because  it  is  not  understood  or  because  it  is,  will 
to  some  extent  retard  business  recovery.  If  there  were  any  real 
reason  for  immediate  action  on  title  II,  we  should  be  compelled  to 
enact  it  and  accept  the  delay  in  recovery ;  but  seeing  no  reason  for 
action  now,  I  feel  that  there  would  be  great  reassurance  to  business 
if  a  comprehensive  study  of  our  whole  banking  system  could  be 
undertaken  instead. 

We  have  vast  reserves  in  the  banks,  more  than  2*4  billions,  the 
base  for  25  billions  of  additional  credit,  awaiting  use;  an  ample 
amount,  certainly,  to  get  all  the  expansion  we  need.  We  have  done 
all  the  preliminary  things  that  are  necessary  to  do  in  finance.  We 
have  decreased  the  gold  content  of  the  dollar,  we  have  increased  oar 
gold  supply,  we  have  reestablished  confidence  in  the  banks,  we  have 
enlarged  the  volume  of  our  current  business  and  gradually  restored 
the  shattered  confidence  of  business  men.  The  upward*  surge  of 
n  basic  economic  demand  is  ready  now  to  break  through  our  doubt* 
and  fears,  and  when  it  does,  our  credit  resources  will  be  put  to  work 
bv  business.  It  isn't  the  bankers  who  are  holding  back  the  credit 
They  are  anxious  to  make  it  work,  for  in  no  other  way  can  they  earn 
their  living.     It  is  business  which  until  now  has  been  too  app'rehen- 
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hive  to  use  the  credit.     So  I  say  the  way  to  get  recovery  today — to 
'  get  expansion,  in  fact,  today — is  to  do  nothing  more  and  threaten 

*  nothing  more  to  shake  the  confidence  of  business  men.    It  is  careful 
conservatism,  not  radical  new  departures,  which  will  get  now  the 

-  activity  which  we  so  sorely  need. 

I  oppose  the  enactment  of  title  II  of  this  bill,  Mr.  Chairman, 

-  not  only  because  it  threatens  to  retard  recovery,  but  even  more 
because  it  will  postpone  the  banking  reforms  we  need.     It  works 

•  from  the  top  down  rather  than  from  the  bottom  up.    It  creates 
'  a  central  bank  by  indirection.    It  carries  with  it  the  threat  and 

Eotentialities  of  political  domination  of  that  bank,  not  by  Congress 
ut  by  the  Executive.  If  it  is  to  be  passed,  title  II  at  least  should 
be  so  amended  as  to  preserve  the  fact  and  not  the  shadow  of  our 
present  regional  structure.     Concentration  of  authority  should  be 

Srotected  by  a  regional  representation  which  is  adequate  and  in- 
ependent.  Some  of  the  checks  and  balances  of  the  present  system 
should  be  preserved  so  that  the  sensitive  controls  of  money  and  credit 
may  be  vested  in  a  body  which  is  free  from  the  fact  and  from  the 
suspicion  of  subservience  to  any  selfish  interest,  whether  of  profits  or 
of  votes. 

It  is  by  the  revision  of  our  whole  banking  structure,  the  com- 
mercial as  well  as  the  Reserve  System,  that  we  may  hope  to  correct 
the  faults  which  have  been  disclosed  and  prevent  the  recurrence 
of  the  disasters  we  have  experienced.  Then,  and  not  till  then, 
will  Congress  have  met  its  full  duty  and  responsibility  in  giving 
the  American  people  the  kind  of  banking  system  they  ought  to 
have. 

That  is  all  I  have  to  say,  Mr.  Chairman. 

Senator  Glass.  Does  any  member  desire  to  ask  Mr.  Young  any 
questions? 

Senator  MoAnoo.  Mr.  Young,  I  was  not  present  when  the  early 

fart  of  your  statement  was  made.  You  touched  upon  the  point,  but 
do  not  know  whether  you  gave  an  answer  to  the  suggestion  which 
has  been  made,  that  if  the  Reserve  Board  could  be  created  free  of 
political  influence,  as  you  described  it,  whether  you  would  consider 
it  wise  to  confer  upon  it  the  exclusive  control  and  direction  of  the 
open-market  operations. 

Mr.  Young.  You  have  two  problems  before  you,  Senator,  on  that. 
You  can  destroy  the  regional  system  and  create  a  central  bank. 
If  you  are  going  to  create  a  central  bank,  if  that  be  the  decision, 
then  it  is  ail  important  that  you  establish  this  body  of  control  as 
free  from  all  influences  as  possible  in  order  that  you  may  have 
something  which  you  might  term  the  "supreme  court  of  finance" 
and  protect  the  members  as  well  as  we  protect  the  members  of 
the  Supreme  Court.  I  think  that  is  needed  if  you  are  to  centralize 
that  large  power. 

Senator  McAdoo.  You  consider  that  desirable  whether  we  cen- 
tralize it  any  more  or  not,  do  you  not! 

Mr.  Yorxo.  I  do  not  think  it  is  so  necessary  if  you  have  regional 
representation,  because  then  the  body,  within  itself,  carries,  in  a  way, 
its  own  checks  and  balances. 

Senator  McAdoo.  I  am  chiefly  concerned  now  about  this  concen- 
tration of  authority  over  open-market  operations. 

Mr.  Younq.  Yes. 
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Senator  McAdoo.  Assume  it  were  decided  that  it  is  wise  to  e 
centrate  that  authority.  Then,  of  course,  I  understand  your  po 
that  the  authority  which  is  to  exercise  the  power  should  be  I 
of  political  influence  or  domination  in  any  way. 

Mr.  Young.  Yes. 

Senator  McAdoo.  Assuming  such  a  body,  do  you  think,  in  all 
circumstances,  that  if  no  other  changes,  for  instance,  are  mad 
the  Federal  Reserve  System  as  it  exists  today,  it  would  be  wis 
concentrate  in  that  body  control  of  open-market  operations! 

Mr.  Young.  No;  I  think  if  you  are  going  into  the  business  of 
centration,  Senator,  you  have  to  concentrate  three  powers,  becau 
think  they  are  all  interlaced,  and  the  exercise  of  one  affects 
others.  You  cannot  fix  responsibility,  therefore,  without  c<tncen 
ing  the  three  in  the  same  body. 

One  is  the  power  to  fix  the  rediscount  rate,  another  is  the  v 
market  operation,  and  the  third  is  dealing  with  reserves. 

I  can  see  no  advantage  over  our  present  system  in  concentre 
any  one  of  those  powers  and  leaving  the  others  still  scattered 
cause  the  action  in  one  field  has  such  a  direct  repercussion  on 
other. 

Senator  McAdoo.  I  was  going  to  ask  you  about  the  other 
Do  you  think  that  if  you  should  concentrate  one  the  others  k 
inevitably  have  to  follow? 

Mr.  Youno.  I  think  they  should.  Otherwise  you  accom] 
nothing. 

Senator  McAdoo.  As  I  understand  you,  you  do  not  think  it  w 
be  wise  to  concentrate  all  those  powers  in  any  central  authority 
matter  how  free  it  might  be  from  political  domination  or  centre 

Mr.  Youno.  I  do  not  want  to  say  that.  Senator.  I  would 
that  if,  on  a  complete  revision  of  utir  banking  system,  i-omimrci 
well  as  Federal  Reserve,  it  seemed  wise  to  create  a  central  bank, 
we  felt  we  could  insulate  the  central  authority  adequnttdv.  it  n 
be  the  best  solution  of  the  problem.    It  might  oe. 

Senator  McAdoo.  Do  you  think  that  if  those  three  powers  wi 
discussing  now  were  concentrated  in  a  board  such  as  you  have 
considering  that  that  would  in  fact  constitute  a  central  bank  i 

Mr.  Youno.  That  is  all  there  is  to  a  central  bank.  The  rest 
is  all  detail  or  administrative  procedure. 

Senator  Couzens.  There  is  one  other  question  in  connection 
that.  Do  you  believe  that  the  reserves  should  be  statutory  or  flea 
however  the  board  is  constituted  ? 

Mr.  Youno.  The  power  to  deal  with  reserves,  of  course,  is 
power  of  life  and  death  over  your  commercial  hanks.  I  would 
that  such  a  vast  power  as  that  ought  to  be  protected  to  the  gtv. 
extent  possible.  My  personal  inclination  would  be  to  have  a  si 
tory  limit  within  which  the  power  might  be  exercised  but  be; 
which  it  should  not  be  exercised. 

Senator  Couzens.  So  that  to  some  extent  vou  believe  it  ought  I 
flexible? 

Mr.  Youno.  Yes.  I  certainly  think  it  ought  to  be  flexible  wi 
limits. 

Senator  McAdoo.  Do  you  think  there  should  he  a  maximum  ai 
minimum  or  merely  a  maximum? 
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--    ■Mr.  Young.  I  do  not  believe  I  am  competent  to  answer  that 
Vguestion. 

Senator  BnLKLET.  In  (hanging  the  percentage  of  statutory  re- 
serves, do  von  believe  the  board  ought  to  be  required  to  declare  an 
«mergeney? 

Mr.  Young.  No. 

Senator  Bulkley.  It  ought  to  be  entirely  free  to  act  as  it  thinks 
best? 

Mr.  Young.  Yes.  In  any  banking  system,  whenever  anybody 
~  starts  talking  about  emergencies,  you  nave  got  one  at  that  moment. 
.  You  create  it. 

s:        Senator  Byrnes.  If  you  did  not  have  it  before,  you  have  it  im- 
mediately 1 

Mr.  Young.  You  have  it  immediately. 
Senator  McAdoo.  I  think  we  all  see  that. 

Senator  Couzens.  May  I  point  out,  Mr.  Young,  that  on  page  3  of 
*  your  memorandum  you  say  this  [reading]  : 
So  I  hiive  hud  rii<> 


You  did  not  say  whether  you  had  any  opportunity  to  study  the 
operations  of  these  central  banks.  I  think  there  is  quite  a  distinction 
between  the  organization  of  the  personnel  and  the  operation  of  the 
central  banks,  and  I  was  wondering  whether  you  had  any  opportunity 
to  observe  the  operations  of  the  central  banks  and  could  give  us  any 
advice  in  connection  therewith. 

Mr.  Young.  Of  course,  I  have  watched  their  operations  with  con- 
siderable interest  during  these  last  years  in  all  the  countries. 

Senator  Couzens.  Have  they  operated  well  I 

Mr.  Young.  Yes.  I  think,  on  the  whole,  very  well,  considering  the 
difficult  conditions  which  exist  in  the  world.  The  currencies  of  the 
whole  world,  unfortunately,  are  on  a  managed  basis,  not  particularly 
because  the  financial  people  wanted  them  there,  or  the  political  people 
wanted  them  there,  but  because  we  have  had  such  dislocations,  eco- 
nomic dislocations,  and  then  political  dislocations  in  the  effort  to  cor- 
rect the  economic  ones,  that  the  old  international  functioning  of  the 
gold  standard  did  not  work  any  more.     I  think  it  is  unfortunate. 

Senator  Glass.  Do  you  know  of  any  central  bank,  Mr.  Young,  that 
if  permitted  to  manage  the  property  and  the  deposits  of  all  the  other 
br.nks  in  the  country? 

Mr,  Young.  No,  sir. 

Senator  Couzens.  From  your  observation  of  all  the  personnel  and 
the  organization  of  these  central  banks,  has  any  one  of  them  stood 
out  ns  more  effective  and  efficient  than  any  other? 

Mr.  Young.  It  is  wry  difficult  to  make  the  comparison,  because 
they  function  under  such  different  conditions.  The  Reichsbank,  for 
example,  since  its  restoration,  has  had  exceedingly  difficult  problems. 
It  is  directed  by  a  very  able  man  in  Doctor  Schacht.  The  Bank  of 
England  has  had  its  own  peculiar  conditions,  and  the  Bank  of  France 
has  had  them  and  is  having  them. 

Senator  Glass.  There  had  to  be  a  restoration  of  the  Reichsbank. 

Mr.  Youno.  A  complete  restoration,  Senator.  The  nations  of  the 
world  had  to  raise  $200,000,000  in  gold  in  order  to  reestablish  the 
Reichsbank.    We  established  a  new  reichsmark  and  provided  for  the 
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exchange  of  the  old  reichsmarks  at  the  rate  of  1.000,000,000  of  fe 
old  for  1  of  the  new.  So  you  can  see  the  extent  to  which  the  currwrj 
depreciation  had  gone  in  Germany. 

Senator  Glass.  The  Reichsbank  was  wrecked. 

Mr.  Young.  Completely  wrecked. 

Senator  Glass.  Upon  the  issuance  of  its  notes  upon  GovernnMt 
bonded  indebtedness. 

Mr.  Yodng.  Quite  true.     That  is  one  of  the  reasons  why 

saying  that  I  think  any  bill  here  ought  not  to  permit  the  cental 
bank  to  take  obligations  of  the  Government  direct. 

Senator  McAdoo.  You  mean  long-time  obligations? 

Mr.  Young.  Yes.  Temporary  advances,  of  course,  must  be  maJt 
Such  Government  obligations  as  the  central  bank  holds  it  should  tab 
in  the  open  market.  What  happened  in  Germany  was  that  the  Got- 
eminent  put  its  bonds  into  the  Reichsbank,  and  the  Reichsbank  isswd 
its  notes  against  those  bonds,  and  it  was  only  just  doing  in  a  round- 
about way  what  the  Government  might  as  well  have  done  direct,  bj 
the  printing  press. 

Senator  McAdoo.  Was  not  that  done  for  a  specific  objective! 

Mr.  Young.  A  very  specific  objective.    They  were  seeking  inflation 

Senator  McAdoo.  They  were  seeking  inflation  for  the  purpose  of 
destroying  all  debts,  were  they  not,  in  Targe  measure! 

Mr.  Young.  They  were  seeking  inflation  partly  for  the  purpose  of 
reducing  the  burden  of  debt,  but  I  think  more  largely,  Senator,  after 
the  end  of  the  war,  for  the  sake  of  getting  a  better  base  for  their 
exports. 

Senator  McAdoo.  Whatever  it  was,  it  was  not  done  just  for  no 
purpose.    There  was  a  definite  objective. 

Mr.  Youno.  Oh,  yes. 

Senator  McAdoo.  In  other  words,  that  was  the  method  employed, 
not  because  it  was  inflationary,  but  because  it  was  the  means  bj 
which  they  could  accomplish  the  results. 

Mr.  Young.  Quite  true. 

Senator  MoAdoo.  And  no  other  was  available. 

Mr.  Youno.  I  was  in  Germany  several  times  during  the  progress 
of  that.  The  result  at  the  beginning  was  a  stimulation  of  business. 
Business  itself  felt  that  under  those  circumstances  it  would  be  wis 
to  have  some  inflation.  Everybody  was  confident  that  that  inflation, 
after  having  proceeded  just  to  the  right  amount,  could  be  stopped. 
It  turned  out,  as  it  has  always  turned  out  before,  that  when  you 
get  that  thing  started  there  is  no  power  to  stop  it,  and  so  they  rode 
to  ruin. 

Senator  Glass.  They  did  not  happen  to  cut  the  heads  off  tlu« 
fellows  as  they  did  in  France  in  the  revolutionary  days,  did  they! 

Mr.  Young.  No.     They  saved  their  heads. 

Senator  McAdoo.  T  do  not  think  it  necessarily  follows  that  a" 
expansion  of  currency  under  conditions  that  seem  wise  at  the 
moment,  if  it  is  rationally  done  and  properly  safeguarded,  result' 
in  such  nn  infection  that  a  fatal  and  malignant  disease  is  goinp  t<> 
pursue  yon  to  the  death.  I  think  it  depends  entirely  upon  (Ik 
conditions  and  the  manner  in  which  this  power  is  exercised. 

Senator  Glass.  It  does  not  necessarily  follow,  but  it  has  histori- 
rallv  followed. 

M r.  Young.  It  has  historically  followed. 
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Senator  McAdoo.  In  other  countries,  yes;  but  when  we  deal  with 
;hose  things  and  discuss  those  things,  I  think  we  have  to  discuss  them 
with  reference  to  our  own  conditions  and  attempt  to  apply  them  here. 

Mr.  Young.  My  attitude  toward  inflation  is  this,  Senator  Mc- 
Adoo— and  this  is  why  I  am  apprehensive  about  it:  I  am  apprehen- 
rive  for  the  same  reason  that  I  would  be  apprehensive  if  a  man  who 
bad  my  most  precious  possessions  began  morphine.  I  would  be 
troubled  about  that.  I  would  be  apprehensive  about  it.  He  might 
»rgue,  and  his  friends  might  argue,  that  he  was  a  good  strong  chap, 
and  that  a  shot  of  morphine  now  and  then  did  not  hurt  him,  and 
relieved  him  a  little  from  his  depression  of  spirits.  But,  nevertheless, 
I  would  not  feel  comfortable  or  confident  in  going  on  with  that  chap 
any  longer.  That  is  the  reason  why  I  am  so  scared,  as  the  chairman 
says,  in  the  light  of  history. 

Senator  McAdoo.  I  do  not  think  the  analogy  is  good. 

Mr.  Yodno.  Perhaps  not. 

Senator  McAdoo.  Nevertheless,  while  I  am  not  arguing  for  infla- 
tion, what  I  have  been  very  much  interested  in  is  to  find  out,  if  pos- 
sible, where  inflation  begins.  Take  the  conditions  of  the  country 
today.   Are  we  on  an  inflation  basis  now* 

Mr.  Yodng.  No ;  I  do  not  think  we  are. 

Senator  McAdoo.  Why  not! 

Mr.  Young.  That  may  require  definition. 

Senator  McAdoo.  Exactly. 

Mr.  Young.  That  is,  as  to  what  you  mean  by  an  inflation  basis.  If 
you  mean  that  we  have  had  so  much  expansion  and  we  have  so  much 
currency  and  credit  in  use  that  we  have  inflation,  I  say  "no",  of 
course.  If  you  mean  to  ask  whether  we  have  the  base  on  which  to  get 
it,  I  say  "  yes." 

Senator  McAdoo.  We  have  created  all  the  evil  potentialities, 
undoubtedly. 

Mr.  Young.  We  have  what? 

Senator  McAdoo.  We  have  undoubtedly  created  all  the  evil  poten- 
tialities of  which  you  speak. 

Mr.  Yodno.  No. 

Senator  McAdoo.  In  other  words,  we  have  an  abundant  supply  of 
morphine.    It  is  a  question  of  whether  or  not  it  is  going  to  be  used. 

Mr.  Yodno.  We  are  not  in  danger  because  it  can  only  be  expanded 
as  business  uses  it.   That  is  a  check,  and  that  is  a  very  real  check. 

Senator  Glass.  Adverting  to  your  statement  of  your  observations 
of  central  banks  in  other  countries,  do  you  know  of  any  central  bank 
the  chief  managers  of  which  have  not  "had  considerable  banking  ex- 
perience and  observation  of  banking  policies  and  technique? 

Mr.  Young.  Every  central  bank  that  I  know  of  has  officers  who 
have  had  experience. 

Senator  Codzens.  If  you  had  to  reorganize  the  Federal  Reserve 
System  and  set  up  another  form  of  centralized  control,  have  you  any 
plan  of  your  own  that  you  think  would  be  adaptable  to  it? 

Mr.  Yodng.  I  have  not,  Senator- 
Senator  Glass.  But  if  charged  with  the  study  of  the  problem  you 
might  have,  might  you  not? 

Mr,  Yodno.  Indeed. 

Senator  Glass.  You  could  not  do  it  overnight  i 
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Mr.  Young.  Quite  so.  because  the  problem  is  so  complex;  andbt-lc 
cause  I  think  it  has  not  been  adequately  studied  is  the  reason  whyl 
say  that  I  see  no  occasion  now  for  the  enactment  of  such  a  bill  iss 
proposed.  That  does  not  mean  that  I  am  opposed,  necessarily,  ti 
many  of  its  provisions,  but  I  think  it  will  delay  the  comprehenan 
reforms  that  we  need  in  the  banking  structure  of  the  United  State 

Senator  McAdoo.  With  49  different  banking  systems,  I  have  u 
agree  with  you  that  it  is  a  very  complex  problem. 

Mr.  Yoong.  Very. 

Senator  Couzens.  Do  you  agree  with  General  Dawes,  that  we  in 
going  to  have  a  comeback  in  July? 

Mr.  Young.  I  told  the  General  that  it  was  all  right  to  be  a  prophet, 
but  he  should  not  fix  the  date. 

Senator  McAdoo.  Sometimes  good  prophets  are  wrecked  by  dm* 

Senator  Couzens.  You  do  not  contemplate,  then,  that  before  any 
general  revision  can  be  made  such  as  you  have  suggested,  then  is 
likely  to  be  a  runaway  market  in  the  heavy  goods  industries? 

Mr.  Young.  I  am  not  that  optimistic,  Senator,  certainly. 

Senator  Couzens.  Have  you  any  optimism  with  respect  to  that, 
there  is  going  to  be  a  fairly  quick  comeback  in  the  use  of  heavy  goods! 

Mr.  Young.  It  depends  entirely  on  whether  or  not  the  reviving 
confidence  is  shattered  again  or  whether  it  can  be  continued  and  buih 
up.  There  is  a  great  underlying  demand  for  durable  goods  in  this 
country,  and  if  we  could  get  the  road  cleared  to  finance  them  and  haw 
confidence  on  the  part  of  people  to  buy  them,  they  would  revive  very 
quickly  and  in  very  large  volume,  in  my  judgment. 

Senator  McAdoo.  Do  you  think  our  $4,000,000,000  is  going  to  help 
in  that  regard  'i 

Mr.  Young.  I  do  not  see  how  it  can,  very  much.  That  is  one  of 
I  lie  fields  where  I  see  no  way  that  the  Government  can  reach  it.  If 
we  could  build  one  or  two  million  $5,000  houses  in  this  country,  small 
houses  which  are  greatly  needed,  it  would  do  more  than  all  the  appro- 
priations that  the  Government  could  make  toward  a  restoration  of 
the  durable  goods  industry  and  the  taking  up  of  the  slack  in  unem- 
ployment. 

Senator  McAdoo.  There  is  no  question  about  the  fact  that  it  is 
to  be  employed  in  useful  work  and  that  there  will  be  a  distribution 
in  the  matter  of  materials. 

Mr.  Young.  I  think  you  will  find,  Senator,  that  it  will  have  only 
a  slight  repercussion  in  the  material  market.  Much  of  it  has  got  tog'o 
for  labor,  and  therefore  it  will  have  a  repercussion  on  good>  of  cur- 
rent consumption,  much  more  than  on  durable  goods,  I  think.  Dur- 
able goods  require  great  plans,  for  example,  long  planning,  a  long 
lime  for  fabrication,  and  thev  are  not  very  suited  to  the  quick  employ- 
ment of  the  $4,000,000,000  which  is  needed  to  relieve  the  distress. 

Senator  Byhxt:s.  Assuming  that  $'2 ,000,000.000  of  the  $4,000,000.- 
000  were  spent  for  material,  what  effect  would  an  expenditure  of 
that  size  have? 

Mr.  Young.  I  cannot  conceive  that  there  would  be  any  such  an 
amount  as  that  spent  for  material:  and  if  there  were  it  would  nut 
have  a  tremendous  effect  on  the  durable-goods  market,  on  the  ma- 
terial market,  because  that  field  is  so  large  and  runs  into  mow* 
s<i  rapidlv.  You  see.  a  million  small  houses,  which  is  not  a  vrrv 
large  amount  for  this  country,  at  $5,000  each,  which  means  $5.000!- 
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XX),000 — that,  of  course,  would  have  tremendous  consequences,  a 
repercussion  on  the  whole  durable-goods  field. 

Senator  Couzens.  What  would  you  suggest  might  be  done  to 
restore  the  confidence  of  the  investors  in  durable  goods  that  you 
ipoke  about  a  while  ago? 

Mr.  Youxo.  I  made  the  statement  here  this  morning,  Senator,  that 
[  think  now  the  less  we  do  and  the  less  we  threaten  to  do,  the 
quicker  confidence  will  be  restored  and  the  quicker  we  will  get 
recovery  and  prosperity  in  this  country.     We  have  done  enough  now. 

Senator  Cot'zens.  You  mean,  we  ought  to  adjourn  and  leave 
everything  as  it  is? 

Mr.  Yodno.  I  think  that  would  be  very  good. 

Senator  McAdoo.  Will  you  make  a  motion  to  that  effect?  I  might 
support  it. 

Senator  Byrnes.  Have  you  felt  that  way  ever  since  1931  and  1932? 

Mr.  Yorxo.  Oh,  no,  indeed;  not  until  we  had  to  clear  away  a 
great  deal  of  the  impediments.  We  had  to  enact  a  great  deal  of 
legislation  and  clear  the  ground.  But  we  now  have,  as  I  said, 
perfectly  sound  banks.  The  people  have  confidence  in  them.  They 
have  two  and  a  quarter  billions  of  unused  credit  in  those  banks, 
which  is  a  base  for  $25,000,000,000  of  operating  credit,  and  the  only 
question  is  to  get  business  to  use  that  $25,000,000,000  of  operating 
credit.  It  will  use  it  the  moment  it  has  confidence,  because  I  think 
the  economic  needs  are  here;  but  it  will  never  use  it  as  long  as  con- 
fidence is  impaired.  Therefore,  I  would  say  that  we  ought  to  stop 
now  and  take  a  breathing  spell  and  do  nothing  and  threaten  nothing 
further. 

Senator  Glass.  Thank  you.  Mr.  Young. 

(The  witness  withdrew  from  the  committee  table.) 

STATEMENT  OF  GEORGE  L,  LE  BLANC,  NEW  YORK,  N.  Y. 

Senator  Glass.  Give  your  name  and  occupation,  please. 

Mr.  LeBlanc.  George  L.  LeBlanc.  I  was  born  in  Montreal, 
Canada.  I  am  an  American  citizen,  and  I  have  been  engaged  in  the 
banking  business  all  my  life. 

Senator  Townhend.  Where? 

Mr.  LeBlanc.  New  York  City.  I  have  been  the  senior  vice  presi- 
dent of  the  Equitable  Trust  Co.  of  New  York  and,  simultaneously, 
president  of  the  Equitable  Eastern  Banking  Corporation  and  later 

f  resident  of  the  Interstate  Trust,  of  37  Wall  Street,  New  York  City, 
have  had  many  conferences  with  the  governors  of  central  banks 
abroad,  because  most  of  my  experience  has  been  in  the  foreign  bank- 
ing field,  in  which  I  probably  have  financed  more  imports  and 
exports  than  any  other  banker  in  the  country. 

I  thank  you.  Senators,  for  giving  me  the  privilege  of  addressing 
you.     It  wdl  only  take  a  few  minutes. 

Our  primary  objective  is  to  restore  and  maintain  our  national 
economic  existence,  which  must  prevail.  The  most  important 
mechanism  to  secure  this  result  is  now  under  probe — our  hanking 
system. 

We  now  have  a  privately  owned  bank,  owned  by  hankers,  pri- 
marily a  reserve  hank  for  bankers,  controlled  by  108  directors.  13 
-aa 
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boards,  which  are  in  turn  separately  governed  by  13  governors,  ind 
in  addition  to  this  we  have  nearly  3,000  State  legislators  who  cu 
also  legislate  banking  measures. 

The  already-proven  inefficiency  of  this  outworn  banking  systea. 
accompanied  by  mistaken  leadership,  has  been  powerless  in  prevent- 
ing the  worst  financial  calamity  in  the  world's  history.  Therefore, 
it  is  imperative  that  we  should  take  necessary  steps  to  prevent  futon 
occurrences  of  that  kind.  You  may  be  surprised  to  hear  that  as  fir 
back  as  1918  the  leading  bankers  of  New  York  were  well  aware  tint 
the  Federal  Reserve  could  not  cope  with  a  serious  banking  panic, 
which  has  since  been  demonstrated.  This  must  of  necessity  be 
changed. 

While  the  banking  amendment  of  1935,  intended  to  liquidity  the 
pood  banking  assets  and  to  protect  further  the  Government's  credit, 
is  honest  in  purpose  and  much  needed,  however,  it  is  unthinkable  to 
put  the  Government  permanently  in  full  control  of  the  Nation's 
banking  business.  You  may  put  me  down  on  the  side  of  the  bankers 
in  opposing  this  legislation. 

On  the  other  hand,  I  believe  that  the  banking  control  should  be 
put  under  neutral  leadershipj  and  not  in  the  hands  of  the  admin- 
istration or  arbitrary  selfish  interests. 

Overlooking  the  political  reactions,  the  banking  leadership  evi- 
dently would  allow  the  enormous  debts  hanging  over  this  country 
to  be  partly  decapitalized  through  the  bankruptcy  courts,  while  the 
administration,  cognizant  of  this  fact,  would  use  the  resources  of 
(he  Federal  Reserve,  privately  owned,  to  prevent  the  ravages  of  such 
.  a  policy.  No  doubt  you  readily  realize  that,  as  long  as  the  Federal 
Reserve  stock  is  held  by  banks,  its  resources  cannot  be  used  for 
political  purposes.  The  stocks  of  similar  banks  throughout  the 
world  are  held  in  the  hands  of  public  citizens.  It  is  undoubtedly 
a  wise  step. 

On  my  part,  I  would  much  prefer  to  have  a  bill  such  as  the  Nye- 
Sweeney  bill,  because  it  has  the  essence  necessary  to  create  a  sound 
and  practical  national  banking  system,  as  free  as  possible  from 
selfish  motives,  while  benefiting  and  protecting  our  economic  exist- 
ence, including  our  banking  system.  It  has  also  much  more  potency 
in  regulating  bulges,  which  have  in  the  past  been  seriously  detri- 
mental to  our  economic  life. 

The  Nye-Sweeney  bill  is  the  base  of  what  should  be  enacted  by 
this  Congress.  It  must  follow  the  course  of  all  legislation  with 
minor  correction  of  detail  in  this  committee  and  on  the  floor  of  the 
House  of  Congress.  It  should  not  be  left  to  the  selfish  interest  <»f 
bankers  or  politicians  to  remodel.  It  should  have  the  aid  of  im- 
partial, honest  critics  to  refine  it. 

Probably  later  on  I  will  read  another  statement  about  our  situa- 
tion, but  in  the  meantime  I  wish  to  say  that  a  Federal  Reserve  bank 
is  a  reserve  for  banks.  It  is  an  arrested  development.  We  are  arti- 
ficially trying  to  make  it  Federal  on  top  of  that.  It  is  most  iiii- 
|iorttuit.  judging  from  the  experience  of  the  banks  of  Europe, 
which  have  had  a  great  den!  of  experience,  that  the  leadership  tuti^t 
Ik?  put  in  neutral  hands,  somewhat  along  the  line  of  the  Supreme 
Court  of  the  United  States,  which  has  the  confidence  of  the  countrv. 
We  are  going  to  meet  many  serious  problems,  and  if  the  blame  i= 
put  on  the  banks  according  to  the  present  system  I  do  not  think  it 
would  be  wise. 
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Senator  Byrnes.  How  about  the  provision  in  this  bill  that  "  the 
board  of  directors  of  the  Bank  of  the  U.  S.  A.  shall  be  composed 
of  one  representative  from  each  State,  elected  by  the  people 
thereof  "? 

Mr.  LeBlanc.  That  is  one  thing  that  I  shall  cover  in  a  para- 
graph. It  has  to  be  reconstructed  in  the  best  interests  of  our 
country. 

Senator  Byrnes.  I  understand  that  you  are  going  to  discuss  that 
later? 

Mr.  LeBlanc.  I  am  going  to  discuss 

Senator  Byrnes.  Are  you  In  favor  of  that  provision? 

Mr.  LeBlanc.  I  am  in  favor  of  many  provisions  of  that  bill. 

Senator  Byrnes.  I  mean,  of  this  particular  provision,  that  the 
directors  shall  be  elected  by  the  48  States. 

Mr.  LeBlanc.  I  will  leave  that  to  people  who  are  more  versed  in  it. 

Senator  Byrnes.  What  is  your  view  about  it? 

Mr.  LeBlanc.  I  believe  that  the  men  that  should  be  at  the  head 
of  this  supreme  court  of  banking  should  have  no  interest  in  any  other 
activities;  that  their  money  should  be  in  governments  and  munici- 
pals. They  should  be  provided  for  for  life,  which  makes  them  aa 
neutral  as  possible. 

Senator  Byrnes.  This  provision  of  the  bill  reads  as  follows  [read- 
ing] : 

The  bnarrl  of  directors  of  the  Bank  of  the  United  States  of  America  shall  be 
«omposed  of  one  representative  from  each  State,  elected  by  the  people  thereof 
at  the  came  time  aod  by  the  same  method  as  Representatives  In  Congress,  for 
a  period  of  VI  years. 

Mr.  LeBlanc.  If  that  is  the  best  neutral  way  of  selecting  these 
officers,  I  am  in  favor  of  it — unless  you  show  something  better. 

Senator  Byrnes.  What  is  your  view  of  it  ?  Is  that  the  best  way 
that  you  know  of? 

Mr.  LeBlanc.  That  I  know  of. 

Senator  Byrnes.  To  be  elected  by  the  people  for  12  years? 

Mr.  LeBlanc.  It  might  be  better  for  each  legislature  of  each  State 
to  appoint  its  director. 

Senator  Btlkley.  Do  you  mean  that  that  would  be  the  best  waj 
to  keep  it  out  of  politics? 

Mr.  LeBlanc.  The  principal  thing  is  that  these  men  cannot  have 
anv  outside  interest. 

Senator  Byrnes.  You  call  that  a  "  supreme  court  of  banking  ",  and 
you  want  them  to  have  this  power? 

Mr.  LeBlanc.  To  have  no  interests  whatsoever  outside  of  their 
positions,  and  not  be  dependent  on  any  outside  interest. 

Senator  Byrnes.  All  right. 

Mr.  LeBlanc.  For  instance,  a  good  many  banks  in  Europe  have 
that  same  clause,  and  I  think  it  is  the  only  proper  way  to  handle  it. 
Unless  we  have  something  better,  I  am  for  that. 

Senator  Coczens.  Do  you  have  any  other  statement  to  make? 

Mr.  LeBlanc.  I  want  to  make  another  statement.  For  years  I 
have  faithfully  served  my  masters.  How  I  have  no  master  but  my- 
self, and  I  come  down  here  to  serve  my  country  in  the  matter  of  public 
policy  in  the  most  important  question  of  the  hour,  namely,  the  money 
and  banking  question. 
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We  are  facing  a  serious  crisis,  and  I  came  to  tell  you  the  truth  * 
that  you  might  be  guided. 

Gentlemen,  if  we  had  been  told  the  truth,  and  had  faced  the  fv% 
we  would  not  have  gone  down  the  way  we  did.  When  England  t-' 
off  gold,  that  automatically  made  our  hanks  insolvent,  and  if  we 
faced  the  facts  then,  instead  of  trying  to  cover  them  up,  we  would  not 
have  gone  down  in  a  catastrophe  as  we  did.  That  is  one  of  the  in- 
portant  points.  With  a  neutral  bank,  from  a  neutral  standpoint,  it 
would  have  stopped  that  and  prevented  going  down  the  way  we  did. 

Senator  Bulkley.  What  would  have  been  the  method  ? 

Mr.  LeBlanc.  To  immediately  go  off  gold.  In  1927  I  was  will 
the  Deputy  Governor  of  the  Bank  of  France.  I  loaned  him  one  rf 
our  men  to  help  out  their  stabilization  in  1927,  and  according  to  ill 
economic  laws  1927  was  the  year  in  which  we  were  due  to  have  just 
what  we  went  through.  One  of  the  leading  English  bankers  wentt* 
see  the  President  and  spoke  to  him,  and  at  that  time  I  knew  what  the 
conversation  was,  what  this  country  was  due  to  go  through,  but  on 
account  of  the  boom  we  had  it  was  delayed.  If  we  had  had  a  centnl 
bank  run  by  unselfish  interests,  we  would  not  have  had  this  tre- 
mendous bulge  on  the  way  up,  and  the  consequential  depression. 

Senator  Couzens.  The  only  thing  you  recommend  to  have  done 
at  that  time  was  to  have  gone  off  gold  ? 

Mr.  LeBlanc.  There  way  nothing  else  in  the  world. 

Senator  Couzens.  Was  that  the  only  thing  to  have  done? 

Mr.  LeBlanc.  There  was  no  other  thing  to  do.  On  account  of 
the  economic  life  of  the  world  it  could  not  he  avoided.  England 
tried  to  do  its  best,  and  on  a  Friday  they  had  a  meeting  of  the  lead- 
ers and  they  said,  "We  cannot  open  our  banks  and  stock  exchange 
on  Monday."    But  they  did  not  let  them  close.    Thev  went  off  gold. 

Senator' Glass.  England  had  about  $20,000,000.  and  this  c-ountrv 
had  43  percent  of  the  gold  of  the  world. 

Mr.  LeBlanc.  But.  Senator  Glass.  England  had  a  foreign  invest- 
ment of  probably  $15,000,000,000.  practically  the  equivalent  of  gold. 
To  make  the  statement  that  England  went  off  gold  because  she  had 
no  gold  is  all  right  for  peoples  consumption,  but  not  for  right- 
thinking  bankers. 

Senator  Glass.  It  is  a  fact,  is  it  not? 

Mr.  LeBlanc.  I  never  believed  it.  Senator.  Do  you  know.  Sena- 
tor, that  the  banks  had  several  hundred  millions  of  gold  in  their 
vaults  at  that  time,  when  they  went  off  gold,  and  England  had  a 
foreign  credit  balance  of  perhaps  $15,000,000,000.  which  is  the 
equivalent  of  gold,  and  yet  a  country  like  that  has  to  go  off  gold 
because  she  has  no  gold?    It  is  unbelievable. 

Senator  Glass.  The  Bank  of  England  had  about  $20,000,000  in 
gold  when  she  went  off  the  gold  standard. 

Mr.  LeBlanc.  The  Bank  of  England's  statement  showed  about 
$650,000,000  gold  when  they  went  off,  and  it  did  not  include  in  that 
the  gold  that  was  in  the  English  bank  vaults. 

The  surplus  gold  of  the  Federal  Reserve  System  should  have  been 
kept  in  the  coffers  of  our  American  banks  instead  of  letting  the 
public  have  it.  The  minute  the  public  had  it  I  said  then.  "  You  will 
lose  all  your  gold."  And  that  is  just  what  happened.  It  was  badly 
led  at  that  time,  and  that  is  what  brought  on  these  result1*. 
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-;       Let  me  tell  you  this  economic  policy.     I  do  not  have  to  apologize 

about  the  technique  of  it.     I  have  discussed  these  domestic  ques- 

...  tions  with  the  foreign  governments,  with  the  governors  of  various 

.  Federal  Reserve  banks  in  their  handling  of  the  situation.    We  were 

T  friends.     I  knew  their  inner  minds.     In  1924  we  started  our  economic 

_".  policy  here  which  led  us  to  this  tremendous  boom.     England  was 

shipping  gold  to  us.    They  wanted  a  higher  price  level  so  that  they 

.  could  dump  their  goods  here.     The  manufacturers  and  the  corpora- 

'..  lions  were  called  in,  and  they  said,  "Gentlemen,  don't  reduce  your 

■wages ;  don't  reduce  your  earnings,  but  you  must  reduce  your  costs." 

i.  So  they  said,  "  We  can  only  do  that  by  mass  production."    The 

?uestion  was  asked,  " How  are  wegoing  to  dispose  of  goods  manu- 
actured  by  mass  production  ?  "     They  said,  "  We  are  going  to  enter 
'  into  a  policy  of  foreign  loans.     That  will  automatically  develop  a 
purchasing  power  in  this  country  and  abroad  and  you  will  be  able 
'  to  dispose  of  your  mass  production." 

That  was  the  beginning  of  the  pyramiding  of  these  foreign  loans. 
:        Tn  192!)  we  called  a  halt.     "  No  more  loans.     Pay  us." 

Well,  first,  the  foreign  countries  started  to  put  up  their  tariffs 
to  protect  themselves.  They  started  to  form  exchange  control. 
They  started  barter;  they  started  cartels,  and  finally  they  developed 
their  armies.  In  1929  we  used  a  wrong  policy.  We  should  have  said, 
"We  have  made  fools  of  ourselves  in  this  orgy  of  lending.  Let  us 
nurse  it  through  now."  But  we  said,  out  of  a  clear  sky,  "You  have 
got  to  pay  us."  Then  the  whole  world  became  gradually  driven  to 
.   chaos,  and  ourselves  the  same  way. 

Senator  Glass.  Do  you  discuss  the  provisions  of  the  bill  in  your 
statement?  If  you  do,  I  think  we  would  better  have  your  discussion 
of  them. 

Mr.  LeBlanc.  All  I  mention,  Mr.  Chairman,  is  the  control  of  the 
situation.  I  am  not  so  interested  as  to  the  first  candlelighter  and 
the  second  candlelighter  and  who  is  going  to  light  the  candle.  I  am 
onlv  talking  of  the  control,  because,  after  all,  the  control  will  be  what 
will  determine  a  great  deal  of  the  construction  of  the  bank. 

Senator  Byrnes.  May  I  ask  you  one  further  question?  I  call  your 
attention  to  this  provision  of  the  Nye  bill  [reading] : 

Within  1  year  after  the  passage  of  thin  act  nit  banking  Institutions  under  tlie 
jurisdiction  of  the  Bank  of  the  United  States  of  America  shall  be  required  to 
keep  on  deposit  with  the  Bank  of  the  United  States  of  America,  or  in  Its  vaults, 
United  States  hank  notes  herein  provided  for  a  full  100  percent  of  Its  deposits 
which  are  subject  to  check  and  payable  on  demand. 

What  do  you  think  of  that? 

Mr.  LeBlanc,  I  myself  would  be  in  favor  of  keeping  a  lower 
amount  of  demand  deposits,  starting  with  15  or  20  percent,  so  when 
the  banks  are  overloaned  and  the  deposits  are  withdrawn,  they  do 
not  have  to  dump  securities  over. 

Senator  Bulkley.  Fifteen  or  20  percent  of  what? 

Mr.  LeBlanc.  Of  currency  against  demand  deposits. 

Senator  Byrnes.  Have  you  studied  this  bill? 

Mr.  LeBlanc.  Yes ;  I  did,  sir. 

Senator  Byrnes.  What  do  you  think  of  this  provision  ? 

Mr.  LeBlanc.  I  am  interested  in  the  essence  of  this  bill,  but  I  do 
not  see 

Senator  Byrnes.  You  do  not  agree  with  tiuA  ptottsumA 
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Mr.  LeBlanc-  Well,  no.    Frankly,  gentlemen,  my  opinion  is  that 
it  would  be  probably  better  to  have  15  or  20  percent.     Every  b 
in  the  world  carries  more  currency  than  we  do. 

Senator  Byrnes.  It  says  further  (reading) : 
find,  In  addition   thereto,   It  shall   keep  within   its  vaults    the   farther 
equal  to  5  percent  upon  alt  savings  or  Investment  deposits,  commonly  b 
as  "  time  "  deposits. 

Mr.  LeBlanc.  Yes. 

Senator  Bybnes.  A  hundred  percent  of  all  deposits  subject  t» 
check? 

Mr.  LeBlanc.  Yes.  I  would  say  15  or  20  percent,  and  then  it 
would  be  left  to  the  head  of  the  bank  to  determine  the  reserve  cl 
currency. 

Senator  Byrnes.  You  would  change  that  to  15  or  20  percent  I 

Mr.  LeBlanc.  Yes. 

Senator  Cottzens.  Have  you  any  comment  to  make  on  the  Eccia 
bill  as  it  passed  the  House  of  Representatives?  That  has  been  more 
currently  discussed.     Have  you  any  point  about  that? 

Mr.  LeBlanc.  It  is  an  emergency  affair.     It  is  only  an  eowr- 

fency  affair ;  I  am  not  so  opposed  to  it  in  one  way,  because  we  need  it 
f  our  first  mortgages  in  the  savings  banks  and  insurance  companies 
are  not  liquid,  we  are  going  back  the  same  old  route  of  insolvency. 
They  must  be  made  liquid. 

Senator  Couzens.  And  if  we  cannot  get  the  Nye-Sweeney  bill 
through  nt  this  session,  you  would  not  oppose  the  Eccles  bill ;  is  that 
right  F 

Mr.  LeBlanc.  I  would  not  oppose  it,  provided  it  is  not  permanent. 

Senator  Couzens.  Well,  nothing  is  ever  permanent,  with  Congress 
changing  every  few  years. 

Mr.  LeBlanc.  I  am  entirely  opposed  to  the  Government  control- 
ling the  banking  situation,  because  they  can  inflate  just  whenever 
they  wish  to  protect  themselves,  and  the  banking  interests  nre  op- 
posed to  that. 

Senator  Byrnes.  You  favor  the  purchase  of  the  stock  of  the  Re- 
serve banks? 

Mr.  LeBlanc.  As  long  as  the  stocks  are  in  the  hands  of  the  raem- 
her  banks  I  do  not  see  why  anybody  would  play  football  with  their 
resources. 

There  should  be  an  intelligent  nursing  policy  of  long  international 
credits  against  purchasing  of  goods  from  this  country.  This  in- 
cludes stabilization  of  the  currencies  of  the  world. 

Long-term  domestic  credit  will  not  be  resumed  by  private  banking 
until  this  stabilization  is  accomplished. 

Private  banking  will  remain  on  strike  until  stabilization  is  accom- 
plished.    Without  it  we  have  only  central  banking  as  an  alternative. 

The  only  source  of  long-term  credit  today  is  Government  credits. 

The  whole  domestic  reconstruction  program  must  rest  upon  break- 
ing the  strike  of  capital.  As  long  as  the  debt  structure  is  at  it« 
height  it  cannot  be  paid  on  present  low  income.  The  bankers  would 
like  this  excess  debt  wiped  out. 

What  a  conservative  should  stand  for  is  some  plan  to  save  the 
ravages  of  such  a  policy  which  will  inevitably  lead  to  another  bank- 
ing moratorium. 
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i  Central  banking,  independent  of  misguided  banking  interest  and 
^independent  of  political  influence,  lias  promise  as  never  before. 

Senator  Coozenb.  Is  that  all  that  you  have  to  say 3 

Mr.  LeBlaxc.  That  is  all,  unless  you  have  some  more  questions. 

Senator  Glass.  We  will  recess  now  until  2  o'clock,  and  will  meet 
in  the  Appropriations  Committee  room  in  the  Capitol. 

(Whereupon,  at  12:05  p.  m.  a  recess  was  taken  until  2  p.  m.  to 
meet  in  the  room  of  the  Senate  Committee  on  Appropriations,  in 
the  Capitol.) 

AFTER    RECESS 

The  subcommittee  reconvened  at  the  expiration  of  the  recess,  at 
2  p.  m. 

[UiH'orrecteil] 

STATEMENT  OP  HENBY  PABEEB  WTLUS,  ECONOMIST,  NEW 
BRIGHTON,  NEW  TORE  CITY 

Senator  Glass.  Give  the  reporter  your  name,  address,  and  occu- 
pation. 

Mr.  Willis.  My  name  is  Henry  Parker  Willis;  residence  215 
Prospect  Avenue,  New  Brighton,  New  York;  profession,  economist. 
The  only  part  of  my  professional  career  that  I  think  is  germane  to 
the  present  proceeding  is  that  I  was  associated  with  the  House 
Banking  and  Currency  Committee  during  the  time  that  the  Federal 
Reserve  Act  was  under  consideration,  and  I  was  then  secretary  of 
the  Federal  Reserve  Board  during  its  first  4  years. 

Senator  Glass.  You  were  secretary  when  the  position  of  secre- 
tary was  of  an  advisory  nature. 

Mr.  Willis.  Yes. 

Senator  Bankhead.  What  period  were  you  secretary? 

Mr.  Willis.  From  1914  to  1918.  Then  I  was  economist  of  the 
Board.  I  think  I  had  the  title  of  economist  of  the  Reserve  System 
during  the  following  4  years. 

Senator  Townsend.  From  1918  to  1922. 

Mr.  Willis.  From  1918  to  1922.  I  organized  the  statistical  serv- 
ices of  the  Board  and  started  and  edited  the  bulletin  during  my 
term  of  office. 

How  shall  I  proceed  ? 

Senator  Glass.  You  had  a  large  part  in  drafting  the  original 
Federal  Reserve  Act,  and  therefore  yon  were  adviser  to  the  Ways 
and  Means  Committee  when  Senator  Underwood  was  chairman,  I 
believe. 

Mr.  Willis.  Yes;  for  2  years. 

Senator  Glass.  You  are  now  professor  of  banking  at  Columbia 
University? 

Mr.  Willis.  Yes. 

Senator  Glass.  You  understand  what  we  have  under  considera- 
tion— this  bill  to  reorganize  the  Federal  Reserve  Banking  System. 
I  would  be  glad  to  have  you  express  any  views  you  might  entertain 
on  the  subject. 

Mr.  Wiijjs.  Is  it  your  wish  that  I  present  a  prepared  statement, 
Mr.  Chairman? 
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Senator  Glass.  If  you  have  one  prepared.  I  yr  ' 

Mr.  Willis.  I  have  one  that  I  have  prepared,  and  with  yourpJ^'i, 
mission  I  will  file  it.  In  order  to  save  the  time  of  the  committollwjv 
wiil  briefly  summarize  it,  and  then  add  some  comments  on  U»Mt(:iri. 

Senator  Glass.  Very  well.  Itoma 

Senator  Townsend.  Are  you  discussing  all  parts  of  the  bill*      Ijpeo 

Mr.  Willis.  Of  course,  there  are  many  things  in  the  bill  ttall 0,.ii 
should  like  to  discuss  in  detail,  but  I  think  time  will  not  pemil^.. 
I  shall  present  merely  a  general  survey  of  the  bill.  1VT 

Senator  Townseno.  All  three  titles?  \t^ 

Mr.  Willis.  Generally  speaking;  yes.  1^ 

Gentlemen  of  the  committee,  my  statement  here  covers  tliree  *!■■_. 
tions.  The  first  is  an  argument  as  to  the  necessity  of  the  billili, 
this  time.  The  second  is  a  discussion  of  the  general  purport  anil 
content  of  the  bill  itself;  and  the  third  part  consists  of  some  ede-Il 
gestions  and  recommendations  with  reference  to  technique  in  tal: 
bill,  assuming  that  it  is  practically  unavoidable  to  go  ahead  with  tail 
bill  at  this  session  of  Congress. 

In  a  general  way,  perhaps  the  matter  I  consider  most  important 
in  what  I  have  to  say  is  to  recommend  as  strongly  as  I  can  that  the 
legislation  be  deferred  and  not  acted  upon  at  this  time. 

Senator  Couzens.  You  refer  only  to  title  II  when  you  say  that*, 

Mr.  Willis.  I  refer  to  the  whole  bill. 

Senator  Couzens.  Titles  I,  II,  and  III? 

Mr.  Willis.  Yes,  sir;  unless  title  I  can  be  considerably  altered.  1 
will  explain  that  briefly  in  a  moment. 

Senator  Couzens.  Is  not  title  I  necessary,  in  view  of  the  Fedenl 
deposit  insurance? 

Mr.  Willis.  I  think  some  portions  of  it  are  very  desirable.  At 
least,  it  is  very  desirable  to  have  those  topics  covered,  because  I 
think  the  Federal  Deposit  Insurance  Corporation  is  not  now  in  i 
position  to  meet  any  serious  emergency.  If  that  be  true,  the  sooner 
something  is  done  to  put  it  in  a  stronger  position  the  Iwtter  we 
shall  be. 

With  reference,  gentlemen,  to  the  whole  nuestion  of  the  immediate 
necessity-  "f  the  bill,  I  want  to  say  that  we  are  officially  assured  that 
the  banking  situation  is  most  satisfactory  now;  that  the  recent  emer- 
gency is  over:  and  that  there  is  no  difficulty  at  all  with  present 
banking  conditions.  If  that  be  true— ami  I  am  merely  stating  whit 
has  been  officially  announced — there  would  seem  to  be  no  good  res- 
son  for  proceeding  with  any  such  bill,  or,  indeed,  with  any  bill,  at 
the  present  moment. 

Senator  Bulkley.  What  official  announcement  are  von  referrins 
to?  " 

Mr.  Willis.  The  report  of  the  Comptroller  of  the  Currency.  In 
the  first  paragraph  or  two  of  his  report,  he  states  that  in  so  manr 
words,  I  believe. 

Senator  Bankiiead.  What  is  your  present  relation?  What  is  your 
present  connection? 

Mr.  Willis.  Professor  of  banking  at  Columbia  I'niversitv. 

I  will  give  you  the  reference  to  that  report  of  tlie  Comptroller  of 
the  Currency  a  little  later,  Senator  Buikley. 

Senator  Bulkley.  It  is  quite  all  right.  I  just  wanted  to  identify 
the  statement. 
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Mr.  Wilub.  Generally  speaking,  the  question  "whether  any  such 
;targe  bill  should  be  enacted  at  the  present  time  seems  to  me  to  be 
largely  a  question  of  whether  the  material  is  ready  for  it,  whether 
we  are  prepared  for  it  at  the  present  moment  and  are  in  a  position 
to  enact  a  final  measure  that  will  cover  the  whole  ground.  At  the 
present  moment  it  seems  to  me  that  that  is  not  the  case. 

Our  monetary  policy  at  the  present  moment  is  certainly  not  set- 
tled, and  it  would  seem  it  cannot  be  settled  for  some  time  to  come. 
There  are  various  portions  of  this  bill  that  seem  to  me  unfeasible,  or, 
at  least,  not  applicable  until  one  knows  what  the  monetary  policy  of 
the  country  is  likely  to  be  in  the  near  future,  and  if  there  be  any 
■prospect  of  getting  a  definite  solution  of  that  before  a  great  while, 
the  bill  would  profit  a  great  deal  by  being  deferred  until  that  time. 

In  the  second  place,  it  seems  to  me  that  the  bill  as  it  stands  now  is 
based  upon  what  I  hope  will  be  a  temporary  emergency  in  public 
financing,  and  one  which,  if  it  should  pass  without  serious  disaster, 
would  pave  the  way  or  permit  a  very  different  type  of  measure  from 
this  one. 

In  the  third  place,  it  seems  to  me  that  the  situation  as  it  stands 
now  necessarily  looks  forward  to  a  condition  of  affairs  in  business 
and  the  commercial  paper  situation  that  is  almost  certainly  tempc- 
rary,  and  until  we  can  see  how  that  is  coming  out,  it  seems  to  me 
m  wise  to  enact  a  comprehensive  measure  of  this  sort. 

Furthermore,  many  of  the  powers  that  are  conveyed  in  the  bill 
\ere  are  those  that  are  already  enjoyed  under  emergency  legisla- 
:ion,  or  at  least  have  been  exercised  by  an  interpretation  of  the 
existing  rules  and  enactments  of  Congress,  so  that  in  fact  you  are 
retting,  under  existing  legislation,  about  all  that  can  be  said  to  be 
leeded  under  existing  conditions  without  actually  having  the  matter 
:>ut  into  permanent  form  as  a  constituent  act  for  our  banking  system. 

The  great  objection  to  this  bill,  as  it  seems  to  me,  is  not  that  it 
s  going  to  change  immediately  very  drastically  what  is  actually 
jeinjr  done  at  the  present  time.  I  am  not  one  of  those  who  look 
ipon  the  bill  as  a  measure  that  will  immediately  bring  disaster. 
[  deprecate  extreme  statements  of  that  kind  that  are  frequently 
leard  at  the  present  moment.  The  harm  in  it  is  that  it  seems  to  me 
a  consolidate  the  bad  tendencies  in  existing  legislation,  and  prac- 
;ically  renders  them  permanent,  and  treats  them  as  the  fruit  of 
,'aluable  experience  during  the  emergency  of  the  past  2  or  3  years, 
jnd  thus  seemingly  looks  forward  to  their  remaining  on  the  statute 
jooks  indefinitely. 

As  against  that,  it  seems  to  me  that  what  we  have  done  under  the 
stress  of  emergency,  whether  right  or  wrong,  should  be  regarded 
is  definitely  emergency  legislation,  and  as  such,  not  to  be  sanctified 
ar  accepted  as  a  permanent  basis  until  we  can  be  perfectly  sure 
the  the  emergency  has  passed,  and  that  we  know  exactly  in  what 
direction  we  are  going  to  go. 

Furthermore,  there  is  certainly  a  very  large  amount  of  difference 
of  opinion  about  this  proposed  bill.  Ijy  that  I  do  not  mean  a  con- 
troversial, hasty,  or  superficial  opinion,  but  I  mean  that  the  measure 
as  it  stands  raises  some  essential  differences  of  view  which  are 
supported  on  either  side  of  the  discussion  by  weighty  argument,  and 
which  ought  not  to  be  hastily  dealt  with. 

I  feel  in  disagreement  with  some  of  the  st&temeoXa  Sxv  -gcox  \ss«t- 
ings  here,  to  the  effect  that  the  bill  is  based  ei&\t«&s  vv^so-  **» 
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experience  of  the  past  20  years;  that  no  amount  of  lin  mUg^JaBi  th1' 
will  alter  the  teaching  of  that  experience;  and  that  conseqonlwk"^ 
Congress  is  in  as  good  a  position  to  enact  it  now  as  it  ever  lnlttlfefc 

On  the  contrary,  it  seems  to  me  that  the  experience  of  the  piilltow  v 
or  3  years,  particularly,  and  in  a  good  many  cases  of  the  whofeil '" 
years  of  the  life  of  the  system,  is  open  to  very  dubious  intern*!^  * 
tion,  and  that  that  deserves  a  great  deal  more  care  and  though  il*''^ 
ascertaining  what  the  meaning  is  than  it  has  ever  thus  far  reee'rokV11 

This,  however,  is  not  a  plea  tor  indefinite  delay.     On  the  conlnn,!^ 
I  am  fully  in  agreement  with  the  radio  address  of  Governor  Ecisl  * 
on  last  Sunday  night,  I  believe — I  read  it  in  the  newspapers  all' 
Monday  morning — in  which  he  says  that  we  certainly  should  i 
very  wrong  if  we  failed  to  enact  legislation  designed  to  correct  ibt 
evils  and  bad  features  in  our  banking  system,  especially  those  thai 
have  been  developed  as  the  result  or  experience  during  the  pastl 
or  4  years,  and  that  the  matter  ought  to  be  taken  in  hand  at  out. 
I  agree  with  that  fully,  but  I  think  the  best  way  in  this  case  to  make 
haste  is  to  proceed  slowly  and  to  get  competent  advice  in  the  matttr. 

To  that  end  it  seems  to  me  the  best  results  would  be  obtained  Iff 
appointing  a  small  commission,  such  as  has  been  recommended  br 
various  commercial  bodies,  with  orders  to  report  promptly.  Its  li» 
might  very  well  be  limited  to  6  months,  or  something  of  that  kini 
so  that  it  would  report  before  this  Congress  came  again  into  session. 

To  that  Commission,  it  seems  to  me,  should  be  referred  the  task 
of  finding  out  exactly  what  the  opinion  of  experienced  men  in  this 
country  points  to  as  the  desirable  chnnge  in  our  banking  legislation. 
That  such  a  Commission  could  wholly  overcome  all  differences  of 
opinion  and  all  prejudices  I  do  not  for  a  moment  believe,  but  I  think 
that  it  could  iron  out  a  great  many  things,  and  bring  about  satis- 
factory compromise  on  a  good  many  things:,  and  definitely  indicate 
the  lines  within  which  a  great  statute  of  revision  should  be  enacted. 

In  those  circumstances  I  believe  that  a  Congress  meeting  in  Janu- 
ary next  would  be  in  a  far  better  position  to  legislate  than  this  on* 
can  possibly  be,  with  all  due  respect  to  the  care  and  thought  that  has 
been  given  to  this  matter  by  the  members  of  the  committee. 

Furthermore,  it  seems  to  me  clear  that  if  time  will  warrant  it.  an- 
other Commission,  or  a  subordinate  commission  or  group  in  the 
employ  of  this  first  one  could  codify  the  National  Banking  Act.  I 
have,  been  recommending  this,  by  the  way.  at  intervals  for  the  pa.'t 
10  years,  so  that  it  is  not  a  mere  emergency  proposition.  Our  bank- 
ing laws  are  now  full  of  contradictions,  obsolete  material,  and  data 
that  do  not  exactly  fit  the  situation,  and  provisions  that  have  been 
held  ineffective  or  unconstitutional,  or  otherwise  unsatisfactory.  A 
code  commission,  composed  in  part  of  competent  lawyers,  and  some 
economists,  perhaps,  would  be  able  to  solidify  and  consolidate  our 
banking  statutes,  both  those  relating  to  commercial  banking,  invest- 
ment banking,  and  agricultural  banking,  relate  them  closely  to  «ra 
another,  rearrange  them,  and,  without  changing  anything  ex--epl 
the  matters  I  have  ju>t  spoken  of  as  being  obsolete  or  out  of  place. 
establish  a  workable  statute  lhat  can  be  understood  by  everylwdy, 
and  will  not  be  constantly  giving  rise  to  re  interpretation:;  or  revoca- 
tion of  old  interpretations. 

In  addition  to  this,  it  seems  to  me  that  while  I  am  aware  that,  uf 
course,  nothing  of  the  kind  could  be  put  into  legislation,  it  would  W 
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3?*>Tts  for  a  period  of  5  or  10  years  without  any  changes  other  than 
.^^se  that  are  necessary  to  correct  obvious  errors  or  meet  new  condi- 
"  l  **"•=.  In  Canada  there  is  a  decennial  revision  of  the  banking  act, 
r**<3  while  minor  changes  occur  from  year  to  year  during  the  10 
"i^ars,  it  is  understood  that  there  will  be  no  general  recasting,  no 
*^Hidamental    alteration,   in    the    intervals    between    the    decennial 
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**"^irable  if  there  could  be  a  general  understanding  or  agreement  that 
T**-«tever  was  done  bv  Congress  was  going  to  remain  on  the  statute 
^*olts  for  a  pe  '    *-■■■- 
necessary  t 

tndn  there  is  a  uecenmai  revision  01  tne  oaniang  act, 
bile  minor  changes  occur  from  year  to  year  during  the  10 
it  is  understood  that  there  will  "be  no  general  recasting,  no 
Un  da  mental    alteration,   in    the    intervals    between    the    decennial 
_  Enactments. 

Banking  processes  are  slow.     They  produce  their  results  only  after 
"   *  lapse  of  time.     It  is  not  well  to  bo  changing  them  from  year  to 
'    Tear.    The  fact  that  that  is  done  unsettles  business,  prevents  bankers 
from  ever  really  learning  the  law,  and,  of  course,  prevents  adminis- 
trative authorities  from  applying  it  very  thoroughly  or  satisfac- 
torily. 

If  something  of  that  kind  could  be  agreed  upon,  so  as  to  give  the 
country  surcease  from  banking  legislation  for  a  while,  it  seems  to 
mv  it  Would  be  one  of  the  most  helpful  things  that  could  possibly 
"be  done.  We  have  enacted,  in  the  past  20  or  25  years,  25  or  80  altera- 
tions in  the  Reserve  Act.  Some  of  them  have  been  important,  and 
others  rut  very  important,  but  there  was  no  reason  why  a  good 
many  of  them  could  not  have  been  saved,  carefully  refined  by  the 
Reserve  Board  and  its  staff,  and  eventually  put  into  law  at  the 
designated  periods.  That,  it  seems  to  me,  would  enormously  have 
helped  the  situation. 

There  is  one  final  reason  I  have  to  present  in  behalf  of  such  post- 
ponement as  I  have  spoken  of,  and  that  is  the  exceedingly  dangerous 
arid  delicate  situation  of  hanking  in  this  country  at  the  present 
moment.  The  fundamental  difficulty  there  is  not,  as  many  have 
supposed,  unwillingness  of  the  banks  to  lend.  On  the  contrary,  they 
are  morbidly  anxious  to  get  out  loans  and  to  pay  their  expenses, 
This  subject  has  been  carefully  investigated  by  various  bodies,  not- 
ably by  the  Industrial  Conference  Board  in  New  York,  as  well  as 
by  others,  and  a  glance  at  their  monographs,  as  well  as  a  very 
limited  amount  of  personal  investigation,  I  think,  is  convincing  on 
that  point. 

Then  why  do  not  business  men  borrow  more  freely  at  the  present 
moment?  One  reason,  of  course,  is  that  they  are  doubtful  about  the 
future,  and  unwilling  to  make  long-term  commitments  pending  the 
time  when  they  can  find  out  exactly  what  their  standard  of  value 
will  be,  and  exactly  what  the  conditions  of  repayment  may  be. 
But,  in  addition  to  that,  you  have  the  fact  that  the  Government 
is  steadily  taking  business  away  from  the  banks  through  its  various 
financial  organisations.  Governor  Eccles  has  courageously  called 
attention  to  that  in  his  testimony  here  before  you  the  other  day. 
He  says  [reading] : 

Onr  banks  liuve  been  liming  a  large  part  of  their  huslness  to  the  Government 
which  has  sold  Its  boutls  to  the  banks  and  lias  used  the  funds  to  make  mort- 
gage and  other  loans,  many  of  which  the  hanks  should  be  In  a  position  to 
make  themselves.  Unless  Um  hanks  refrain  some  of  the  business  which  has 
twi-n  lukeii  over  by  the  Government  credit  agencies,  there  will  n"t  be  sufficient 
ImnlnefM  to  sunjiort  Hie  banking  system. 

That  is  profoundly  true.    Governor  Eccles  adds  [reading] : 
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Senator  Bankhead.  The  banks  were  not  willing  to  lend  at  the  tin' 
the  Government  agencies  took  over  this  business.  What  have  you  t» 
say  about  that? 

Mr.  Willis.  So  far  as  I  have  been  able  to  look  into  it,  I  hive  frl 
that  tlie  banks,  like  other  people,  were  subject  to  the  same  psycho- 
logical hesitations. 

Senator  Bankhead.  I  am  not  criticizing  them. 

Mr.  Willis.  I  do  not  know  why  you  should  not.  I  criticize  therm 
great  deal. 

Senator  Bankhead.  My  inquiry  is  not  for  that  purpose  but  to  brio? 
out  the  reason  for  such  a  situation.  If  the  Government  went  into  tiw 
lending  business  at  a  time  when  the  banks  would  not  do  it,  wg.-  it 
objectionable  ? 

Mr.  Willis.  I  think  it  was,  because  I  do  not  think  the  banks  vcr 
anything  like  as  reluctant  as  they  have  been  supposed  to  be,  and  I 
think  the  pressure  for  very  low  rates  of  interest  nas  greatly  contrib- 
uted to  the  expansion  of  these  lending  agencies.  I  was  about  to  say. 
if  you  will  allow  me  to  finish  this  one  note,  that  that  situation  is  very 
well  reviewed  in  a  table  regularly  printed  in  the  Federal  Reserve 
Bulletin,  and  appearing  in  the  May  number,  on  page  279.  which 
reviews  the  operations  of  the  various  lending  agencies  of  the  Govern- 
ment. One  has  only  to  look  at  that  in  order  to  realize  the  speed  with 
which  these  agencies  are  rapidly  taking  over  the  entire  business  of 
banking  throughout  the  United  States. 

One  of  l  he  latest  such  agencies  to  be  developed  in  that  way  if 
the  so-called  "savings  and  loan  associations"  which,  as  I  under- 
stand it.  are  organized  with  a  contribution  of  $3  of  the  Govern- 
ment's money  to  one  of  private  funds.  If  my  information  is  cor- 
rect, they  are  now  being  organized  in  New  England  with  permission 
to  take  time  deposits  at  3Va  percent,  while  the  old  New  England 
mutual  savings  banks  can  pay  only  21/;,  or  something  of  that  kind. 
So  that  you  have  a  strong  impetus  to  the  shifting  of  savings  and 
long-term  business  to  Government  agencies.  The  men  who  run  the 
Government  agencies  are  naturally  humanly  desirous  of  making  t 
showing  and  indicating  big  transactions,  and  the  like,  and  they  do 
what  they  can  to  bring  that  about. 

Then  there  are  the  production  credit  corporations,  which  are 
reported  here  in  this  table  as  having  aggregate  assets,  other  than 
interagency,  amounting  to  $121,000,000.  After  a  very  short  period 
of  months  they  are  paring  off  the  business  of  the  banks  at  the  other 
end.  That  is  to  say,  they  are  taking  the  liquid  business  of  the  banks, 
moving  the  crops,  and  so  forth,  while  the  mortgage  lending  concerns 
are  undercutting  the  banks  foundationals.  At  that  rate  you  are 
soon  going  to  have  a  condition  in  which  banking  is  much  more 
highly  govexnmantsJized  than  it  is  today.  Suppose  that  continues 
fur  Mime  time  hence — I  do  not  know  how  long.     I'he  time  may  wine 

ten  we  ought  to  decide  whether  we  are  going  in  ili-finiiely  sociable 

irious  persons  have  urged,  jind  have  the 

,      t  all  or  to  what  extent  vim  ire 

a  going  to  draw  the  line  between 

Kt  the  Russian   Government  has 

t  how  far  it  was  going  to  go 

'til  monopoly. 

i  Government  settle  it! 
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Mr.  Willis.  It  settled  it,  according, to  my  understand ing  when  I 
was  ovor  there,  by  taking  over  for  itself  the  entire  financing  of  all 
industrial  business,  everything  involving  capital  loans,  and  leaving 
the  agricultural  financing  in  substantial  measure  to  the  local  associa- 
tions of  peasants  engaged  in  agricultural  lending.  But  it  has  been 
very  unsatisfactory,  and  there  has  been  a  great  deal  of  feeling  there, 
I  believe,  even  among  good  Communists,  that  it  would  he  better  to 
allow  a  substantially  larger  amount  of  initiative  in  banking  to  private 
enterprise. 

For  those  reasons  it  seems  to  me  that  you  will  do  a  very  much  better 
and  more  satisfactory  job  a  few  months  from  now-,  if  you  order  in  the 
meantime  a  fairly  careful,  quick  summarization  of  conditions  by  a 
group  which,  while  not  more  competent  than  Members  of  Congress 
to  do  the  job.  is  outside  the  milieu  in  which  Congress  exists,  and  I 
hope  would  also  be  outside  the  financial  milieu.  That  is  to  say,  you 
would  get  the  opinion  of  a  small  group  of  men  of  standing  and 
probity — -not  necessarily  bankers — as  to  just  how  far  it  was  desirable 
to  have  this  country  go  in  socializing  the  credit.  You  are  on  the  road 
to  a  very  complete  socialization  of  it  now,  but  it  is  a  haphazard  sociali- 
zation and  one  which  can  only  result  in  disaster  because  of  the  dangers 
that  arise  from  the  diversion  of  capital  and  funds  in  directions  that 
duplicate  one  another,  and  which  thus  repeat  and  intensify  the  evils 
of  the  old  banking  regime,  which  were  numerous. 

That,  generally,  summarizes  the  first  part  of  what  I  have  to  say. 

Senator  Bankhead.  Let  me  ask  you  this  question.  I  am  interested 
in  what  you  say.  Do  you  believe  that  the  conclusions  reached  by  a 
commission  of  that  kind  depend  very  largely  upon  the  philosophy  of 
the  members  of  the  Commission,  the  preconceived  philosophy? 

Mr.  Willis.  I  am  quite  in  disagreement  here  with  Governor  Eccles, 
who  states  in  his  testimony  that  differences  of  opinion  on  the  pro- 
posals contained  in  title  II  of  this  bill  are  not  the  kind  that  can  be 
resolved  by  study.  I  am  of  the  opinion  that  any  differences  of 
opinion  can  be  resolved  by  study  on  the  part  of  open-minded  men,  and 
I  see  no  reason  whatever  why  you  should  not  nave  the  substantial 
differences  of  opinion  here  fairly  well  ironed  out  and  reduced  to, 
perhaps,  something  not  that  all  will  agree  to,  but  something  that  all 
could  support.  It  is  very  desirable  that  whatever  you  do  here 
should  have  the  substantial  support  of  the  financial  community  and 
of  everybody  concerned. 

Senator  Couzens.  Did  the  Federal  Reserve  System  have  that  sup- 
port generally! 

Mr.  Willis.  Generally  speaking,  I  believe  it  did.  Bankers,  I  hasten 
to  say — a  good  many  of  them,  at  any  rate — were  recalcitrant  and 
threatened  to  give  up  their  charter — that  is,  the  national  banks — 
while  the  State  banks  said  they  would  never  join.  The  fact  is  that 
within  a  year  that  had  entirely  disappeared,  and  you  had  practical 
agreement.  I  believe  it  is  true  that  before  the  Federal  Reserve 
System  was  enacted  all  except  very  intransigent  bankers  were  con- 
vinced that  the  essential  ideas  of  the  Reserve  System  would  work, 
and  while  they  were  not  particularly  pleased  with  them,  they  had, 
as  reasonable  men,  to  say  that  they  would  be  substantially  satis- 
factory. 

Senator  Glass.  Was  it  not  a  fact  that  the  antagonism  of  a  large 
part  of  the  bankers  at  that  time  was  brought  about  by  a  sort  of 
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idolatry !  In  other  words,  Senator  Aldrich,  who  was  at  the  M 
of  the  Aldrich  commission,  and  who  bitterly  assailed  th&  FsW 
Reserve  proposal,  was  a  master  financier,  and  he  practically  d» 
inated  the  American  Bankers'  Association,  and  controlled  bub| 
opinion  largely. 

Mr.  Willis.  Very  largely.  Where  you  have  a  few  outstMt&f 
personalities  who  are  determined  to  do  something  you  get  t hatred 
The  trouble  with  our  banking  community  at  the  present  time  is  da 
there  are  a  few  or  no  outstanding  personalities  in  it;  and  that  ma; 
of  those  are  afraid  of  being  investigated!  as  they  frankly  idaJLl™'; 
while  a  great  many  others  are — well,  unwilling  to  speak  forthftl^  . 
selves.  So  that  at  the  present  moment  we  have  no  leadership  bfcl .  P' 
banking  community.  If  that  were  merely  my  own  expressiootl  *  't 
opinion  I  should  hesitate  very  much  to  give  it  publicity  here,  Wll"1"  . 
have  heard  a  great  many  bankers  express  that  opinion  themselves.  1*  . 

Senator  Codzens.  What  is  it  that  they  have  done  that  they  doaal1*.. 
want  to  be  investigated  about!  1 .  ' 

Mr.  Willis.  I  think  this  committee  can  find  out  much  better  thai* 
I,  and  I  should  like  to  know  myself,  so  the  question  is  referred  bai  1  r 
to  the  Banking  and  Currency  Committee.  I  ■■ 

Senator  Glass.  Doctor,  before  you  get  off  that  phase  of  the  to  I  f 
cushion,  you,  I  believe,  were  secretary  to  the  Indianapolis  raonetanl  , 
conference.  1  ■ 

Mr.  Willis.  Yes:  I  was.  I  , 

Senator  Glass.  You  know  perhaps  better  than  I — certainlv  as  well  I 
as  I — the  futility  of  the  Aldrich  Monetary  Commission  in  bringini  I 
about  legislation.  I 

Mr.  Willis.  Yes.  1 

Senator  Glass.  I  do  not  know  of  any  legislation  of  a  vahu'ul* 
nature  that  1ms  been  secured  by  or  through  the  recommendations  ol 
commissions.  It  is  my  view  thai  this  Senate  Banking  and  Currency 
Committee,  given  ample  time  for  securing  testimony  and  discussini 
both  principles  and  details,  could  do  the  work  better  than  a  commis- 
sion. 

Mr.  Willis.  I  have  no  doubt  that  is  tine.  Senator,  with  the  experi- 
ence of  the  committee  in  legislation.  But  have  you  thai  lime,  an-i 
will  the  Senate  allow  any  such  thoughtful  consideration  to  occur? 

Senator  Glass.  That  I  do  not  know.     I  am  waiting  to  hear. 

Mr.  Willis.  As  for  the  various  commissions,  we  have  had,  of 
course,  within  recent  years,  the  well-known  commission  in  Germany. 
and  the  McMillan  Commission  in  England,  ami  numerous  others 
which  have  done  rather  remarkable  work  in  reestiniating  the  bank- 
ing position  of  those  countries.  The  commission  I  have  been  in- 
clined to  favor  would  certainlv  not  be  one  of  the  Aldrich  ConimL- 
sion  type,  that  had  practically  an  indefinite  lease  of  life,  with  » 
great  deal  of  money  to  spend.  I  suggest  that  you  make  the  Cum- 
mission  unpaid,  a  situation  that  has  a  tendency  to  hasten  the  wuii 
of  commission.*  tnemendouslv.  in  my  observation,  and,  in  order  w 
hasten  it  along  still  more,  that  you  state  to  it  plainly — perhaps  by 
way  of  legislation — that  it  is  expected  to  report  and  disband  by  t!i>' 
first  of  next  January.  Its  work  for  the  next  6  months,  then,  would 
be  devoted  to  sizing  up  the  situation  and  giving  the  verdict  of » 
nonpartisan  group  of  men. 

Senator  Glass.  Who  would  select  a  commission  like  that? 
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lr.  Willis.  That  you  would  have  to  decide  among  yourselves,  but 
2e  no  reason  why  this  committee  could  not  select  such  a  commis- 
u  perfectly  satisfactorily,  and  have  entire  confidence  in  it.  I  be- 
-e  that  any  group  of  reasonably  outstanding  men  with  reputations 
preserve  would  come  to  about  the  same  conclusions  on  this  subject, 
ijiven  a  reasonable  length  of  time  to  talk  it  over. 
'now,  I  turn  to  the  second  phase  of  what  I  have  to  present  this 
«rnoon.  I  have  now  made  it  my  first  recommendation,  that  the 
thod  to  be  followed  shall  be  the  one  I  have  spoken  of.  I  recog- 
■e  that  it  is  not  possible  to  follow  idealistic  methods,  and  that 
sre  may  be  reasons  that  I  am  not  familiar  with  which  necessitate 
»  passage  of  some  bill  on  this  subject  right  away.  If  that  is  true, 
would  urgently  recommend  that  title  II  should  be  eliminated, 
d  that  the  final  bill  should  consist  merely  of  the  data  with  ref- 
;nce  to  the  insurance  fund  and  the  so-called  "  technical "  amend- 
^nts  to  the  National  Banking  Act.  You  would  then  at  least  apply 
other  patch  to  the  existing  situation,  and  one  which  should  enaole 
to  carry  on  perfectly  well  for  another  year  or  so.  If  you  should 
that,  however,  I  strongly  recommend  that  you  eliminate  from 
the  provision  which  requires  State  banks  to  enter  the  Federal  Re- 
■ve  System,  whether  directly  or  indirectly,  so  that  they  are  left 
•e  to  bring  that  about.  The  "House  bill,  I  think,  has  eliminated  the 
57  provision  on  that  point,  and  to  that  extent  I  support  it. 
Senator  Townsenh.  'Will  you  elaborate  on  that  somewhat.  Doctor 
illis,  in  giving  your  reasons? 

Mr.  Willis.  I  may  as  well  do  that  at  this  point,  if  you  approve. 
I  have  never  favored  compulsory  membership  in  the  Federal  Re- 
■ve  System.  I  think  that  membership  in  the  Federal  Reserve 
stem  ought  to  be  earned  and  not  forced  upon  a  bank,  and  I  think 
would  be  infinitely  better  if  you  had  a  small  Federal  Reserve 
stem,  consisting  of  no.  1  banks,  bo  that  membership  in  the  Re- 
•ve  Svstem  was  a  "  feather  in  the  cap  "  of  the  member,  and,  in- 
;ad  of  working  on  the  scriptural  principle  of  going  out  and  com- 
Uing  them  to  come  in,  it  should  be  left,  first  of  all,  to  the  volun- 
ry  decision  of  the  banks  whether  to  come  in  or  not.  and  then, 
len  they  had  qualified  and  wished  to  come  in,  it  should  not  he  a 
itter  of  course  that  they  should  enter.  This  bill  works  upon  the 
posite  attitude  with  respect  to  that.  It  not  onlv  includes  the 
arantee  of  deposits  provision  to  which  I  have  tauten  exception, 
t  it  also  authorizes,  in  another  section  of  the  measure,  the  Re- 
:ve  Board  to  relax  all  restraints,  both  those  of  the  capital  stock 
d  every  other — to  waive  those  in  order  to  get  State  banks  to  come 
The  result  of  that,  then,  is  that,  you  will  have  two  kinds  of 
nks  in  there,  one  of  which,  to  use  the  cant  expression  of  the  day, 
"  underprivileged  ",  while  the  other  one  is  subject  to  the  more  strict 
juirements  of  our  national  legislation. 

Senator  Glass.  If  you  would  apply  that  freedom  of  action  to 
e  State  banks,  would  you  not  be  willing  to  apply  it  to  national 
nks  as  well  ? 

Mr.  Willis.  I  should,  sir;  yes,  sir. 

Senator  Glass.  So  that  they  may  withdraw  from  the  System  if 
ey  desire  to  do  so? 

Mr.  Willis.  Quite  so.  I  have  seen  some  of  the  workings  of  the 
•dernl  Reserve  System,  and  I  am  convinced  that  the  effect  of  this 
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compulsory  membership  has  been  to  allow  meticulous  Fedenl 
serve  officers  to  lean  back  in  tlieir  comfortable  armchairs  and  to 
to  themselves,  "  Well,  we  should  worry."  The  banks  ha?e  t< 
members  of  the  System,  and  no  matter  whether  they  like  it  or 
they  have  to  pay  their  assessments  and  live  up  more  or  less  to 
requirements  of  the  organization. 

If  the  Federal  Reserve  administrators  had  been  obliged  ton 
the  System  useful,  you  would  have  a  totally  different  attitude  tin 
it  now  among  the  banks.  The  banks  who  protest  against  this  Eb 
bill  do  so  for  various  reasons,  but  I  do  not  believe  that  the  1 
for  the  Federal  Reserve  System,  in  the  abstract,  is  one  of  ti 
As  a  matter  of  fact,  the  Federal  Reserve  banks  have  not  endn 
themselves  to  the  member  hanks,  with  very   few  exceptions,  i 

Earticularly  have  they  not  endeared  themselves  to  the  small  nw 
anks.  This  very  committee,  when  it  was  preparing  for  the  Bi 
ing  Act  of  1938,  sent  out  questionnaires  to  Reserve  banks  ul 
them  specific  questions  as  to  what  they  had  done  for  their  ma 
bulks,  and  as  to  whether  the  variations  which  they  made  ii 
discount  rate  ever  resulted  in  cuts  to  the  public.  The  ans*« 
no.  The  Bank  of  France,  with  its  hundreds  of  branches,  tra 
the  benefits  of  a  cut  in  discount  rates  directly  to  its  customer 
Senator  Glass.  That  is  what  I  have  been  contending  ove 
table  here  ever  since  we  have  been  having  these  hearings. 

Mr.  Willis.  I  know  you  have,  sir.  The  Bank  of  England 
fers  the  benefit  of  the  cuts  in  the  discount  rate  through  the 
market.  I  notice  that  one  of  your  witnesses  here  said  that  t 
only  one  kind  of  central  bank  in  the  world,  and  that  was  a  b 
bank.  There  are,  of  course,  at  least  three  kinds  of  central 
in  the   world :  The  bankers'   bank   type,  which    we    have   1 


the  Reserve  System;  the  public-service  type,  such  as  the  B 
France;  and  the  money-market  type,  which  you  have  in  th- 
of  England,  where  the  benefits  of  what  is  done  are  rapidly 
ferred  to  the  public  through  a  competitive  discount  mark* 

In  this  country  we  have  not  any  of  those,  and  the  change; 
discount  rate  do  not  influence  the  rates  that  are  made  by  thi 
to  their  own  customers,  nor  do  the  Reserve  banks  concern  the: 
particularly  about  serving  their  customers.  It  was  only  after 
time,  and  against  the  wishes  of  the  Reserve  banks,  that  we  su- 
in  getting  the  idea  of  par  collection  over,  and  we  never  succe> 
getting  it  over  fully  put  over,  but  only  to  a  limited  depree  uni 
tain  conditions.  It  has  been  difficult,  or  impossible,  to  get  t 
serve  banks  to  perform  the  part  of  city  correspondents  ft 
country  banks  as  wanted  to  have  them  do  it;  and.  as  you  well 
they  have  never  gone  into  the  foreign  branch  business.  If  th 
we  would  never  have  had  the  trouble  with  foreign  loans,  and  t 
that  we  have  had. 

In  those  circumstances,  I  submit  that  the  teaching  of  ex  peri 
that  the  membership  in  this  system  should  be  voluntary,  that  it 
be  left  to  the  banks  to  maintain  a  system  for  their  own  protect] 
for  their  own  better  organization,  subject  to  constant  public 
vision. 

If  it  be  true  that  that  is  not  sufficiently  helpful,  and  that  the 
is  a  great  deal  that  needs  to  be  done,  then  let  the  Government  a 
its  direct  intervention  in  banking.     I  can  quite  conceive  of  a  sit 
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fiich  you  may  have  a  set  of  Bourbon  bankers,  who  never  learned 
hing  and  never  forgot  anything,  which  would  result  in  having 
State  or  the  community  find  it  necessary  to  do  that.    I  hope  we 

never  get  to  that  point,  and  I  do  not  believe  we  shall.  One  way 
poiding  it  is  to  make  membership  in  the  Reserve  System  a  "  blue 
on  "  matter,  and,  as  a  result  of  that,  to  make  Reserve  bankers 
/e,  public  spirited,  and  desirous  of  doing  their  utmost  for  the 
ts  which  deposit  with  them  or  which  own  their  stock, 
l  addition  to  that,  in  reply  to  the  gentleman  who  just  asked  me 
it  the  membership,  I  do  not  believe  that  it  is  a  right  thing  to 
e  State  banks  to  come  into  this  system,  either  through  direct 
dation.  if  you  can  do  it — if  that  be  constitutional — or  through 
ling  out  competitive  inducements  to  them  to  come  in.     I  think 

the  incorporation  of  banks  is  a  power  that  belongs  to  the  States 
lis  country,  and  that  their  banks  ought  not  to  be  interfered  with, 

left  to  operate  as  the  States  in  which  they  are  situated  think 

that  they  should  operate. 

jch  organization  as  is  arranged  over  and  above  that,  I  think, 
lid  be  a  matter  of  voluntary  acceptation  on  the  part  of  the 
e  member  banks.     However,  if  that  doctrine  be  too  old-fashioned 

still  have  the  question  whether  it  is  a  wise  thing  to  compel 
e  banks  practically  to  pay  the  expenses  of  insuring  the  deposits 
tie  small  ones  by  the  device  that  is  used  in  this  bill.  It  seems  to 
that  is  what  the  Supreme  Court  apparently  dislikes — that  is 
ay,  the  taking  of  the  property  of  the  larger  banks  without  any 

process  of  law,  by  compelling  them  substantially  to  carry  the 
.  of  bank  failures,  which  as  we  know,  is  far  greater  among 
small  banks  than  it  is  among  the  large  ones — at  least,  ordinarily 

hose  are  my  reasons,  gentlemen,  for  feeling  that  that  provision 
lid  be  eliminated  here,  and  that  if  you  are  going  to  act  upon 
matter,  you  should  act  upon  it  purely  in  the  way  of  perfecting 
financial  responsibility  and  the  smooth  operation  of  the  Deposit 
lru nee  Corporation.  The  Corporation  needs  it.  for  I  do  not 
Jf  that  it  can  go  through  a  severe  panic  or  crisis  and  meet  the 
lense  obligations  that  have  been  imposed  upon  it. 
ome  time  ago  I  had  the  honor  of  a  visit  from  a  representative 
he  Deposit  Insurance  Corporation,  who  asked  me  to  devote  some 
ntion  to  that  Question  and  reach  some  conclusion  about  it.  He 
plied  me  with  the  figures  that  were  necessary,  and  I  devoted  quite 
>od  deal  of  time  to  it  and  that  is  my  conclusion.  I  do  not  think 
Deposit  Insurance  Corporation  is  in  a  position  to  do  very  much 
trance  if  it  should  be  asked  to  take  care  of  a  very  high  mortality 
>ng  the  members. 

t  you  are  going  to  enact  the  bill  on  this  narrow  basis,  then,  of 
rw;,  there  is  a  provision  in  the  latter  part,  title  III,  that  I  regard 
>f  equal  rank  with  this  insurance  proposition.    That  is  the  eligi- 
ty  of  real-estate  loans  which  is  provided  for  here.     I  strongly 
e  the  committee  not  to  include  that, 
enator  Bulklky.  What  is  the  section  number  of  that? 
eiuttor  (ilass.  That  is  in  title  II. 
enator  Bflklet.  That  is  in  title  II. 
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Mr.  Wilus.  But  there  is  a  further  provision  in  title  III  is 
connection. 

Senator  Bujlkley.  What  section  are  you  referring  to? 

Mr.  Willis.  I  am  speaking  of  titles  I  and  III. 

Senator  Bulkley.  In  connection  with  the  real  estate? 

Senator  Towksend.  That  is  in  title  II,  is  it  not? 

Mr.  Wilus.  I  had  the  impression  that  a  large  portion  of 
in  title  III.  I  will  not  stop  to  go  into  that.  I  will  discus 
this  point,  if  I  may. 

The  inclusion  of  the  real-estate  loans  is  undesirable,  not 
real  estate  is  bad  or  because  there  is  anything  wrong  about  fu 
a  real-estate  boom  under  proper  conditions,  or  anything  of  th; 
but  it  is  undesirable  for  two  reasons. 

The  first  is  that  it  will  disturb  your  existing  real  estate  loa 
anisms.  The  savings  and  loan  associations  of  New  York  are 
exceedingly  worried  about  this  proposal,  that  is,  to  put  th 
into  the  real  estate  business.  The  banks  have  not  the  mechai 
appraising  and  studying  and  rinding  out  about  the  validity 
estate.  The  original  Reserve  Act  did  a  very  unwise  thing  i 
ing  the  way  for  real-estate  loans  by  country  banks,  but  t 
very  pardonable.  The  country  banks  were  already  in  the  1 
It  merely  sanctioned  an  existing  situation,  and  one  which, 
was  not  severely  to  be  criticized.  The  country  banker  usuall 
all  about  the  real-estate  values  of  the  farms  in  his  vicinity, 
not  true  of  the  city  banks,  and  the  making  of  city  real-estate 
a  complex  operation  which  calls  for  a  high  degree  of  skill 
the  organization  of  an  elaborate  department  in  the  bank.  (> 
have  not  got  that.  Some  of  them  probably  will  develop 
larger  ana  more  careful  ones.  Others  will  not.  The  resul 
you  inevitably  have  a  lot  of  doubtful  and  bad  loans,  to  say 
of  the  disturbance  and  interference  to  which  you  will  siit 
existing  loan  agencies,  particularly  the  savings  and  loan  ass< 
in  the  cities,  bo  it  seems  to  me  that,  at  least,  should  be  eii 
if  there  be  anything  about  it  in  title  III,  as  I  was  under  the 
sion  there  was,  before  any  enactment  takes  place. 

While  there  are  a  great  many  other  provisions  that  seem 
be  undesirable  in  titles  I  and  III,  I  do  not  think  I  ought  to 
time  of  the  committee  to  speak  about  them,  but  I  wish  to  sp 
in  some  detail  of  title  II,  which  seems  to  me  to  be  the  real 
part  of  the  whole  measure. 

In  the  first  place,  title  II,  of  course,  fundamentally  cha: 
general  underlying  organization  of  the  Reserve  System,  as 
the  theory  upon  which  it  is  based.  There  have  been  a  gre 
statements  of  late  to  the  effect  that  the  object  of  title  II  i: 
to  carry  out  the  ideas  of  the  Federal  Reserve  Act  which  \ 
seriously  marred  by  some  persons  unknown,  so  that  thev 
quite  got  full  interpretation.  So  far  as  I  understand  tlie 
Reserve  Act.  the  ideas  of  the  Eccles  bill  are  diametrically 
to  it;  and  title  II,  if  it  should  be  enacted,  far  from  carr 
the  ideas  of  the  Reserve  Act,  will  carry  them  out  mil 
stretcher — in  other  words,  would  render  them  wholly  iiu 
Title  II  is  simply  a  complete  negation  of  everything  in  th 
of  the  Reserve  Act. 

The  fundamental  idea  of  title  II  is  that  the  supply  of  t 
regulated  by  banking,  and  that  the  total  of  it  that  is  availal 
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•.Sects  business  directly.  That  is,  if  you  have  more  money  yon 
■»ave  more  and  better  business;  if  you  have  less,  then  you  have  what 
s  called  deflation. 

The  idea  underlying  the  Federal  Beserve  Act  is  that  money  is  the 
product  of  business,  and  that  credit,  which  is  a  very  different  thing 
from  money,  is  used  to  supplement  the  supply  of  money  and  to 
provide  that  elastic  element  that  is  necessary  in  order  to  permit  a 
Larger  volume  of  business  to  be  transacted  without  the  necessity  of 
jnporting  gold;  or,  where  you  have  a  closed  regime,  as  we  have 
nere  now,  without  the  necessity  of  enlarging  the  legal  tender  note 
.ssue. 

Those  two  ideas  are  as  wide  apart  as  the  poles;  and,  of  course, 
when  one  starts  with  one  of  them  to  write  a  banking  bill  he  gets 
-o  a  very  different  result  from  that  which  he  gets  if  he  starts  with 
:he  other. 

I  notice  in  the  testimony  of  Governor  Eccles  here  a  statement  that 
there  is  comparatively  little  difference  of  opinion  on  these  essential 
aoinls.  I  think  there  is  a  very  wide  difference  of  opinion  about 
uhem — so  wide  that  I  do  not  believe  that  you  can  reconcile  the  under- 
lying ideas  there,  although  I  do  believe,  as  I  said  a  few  minutes  ago, 
tnat  it  is  possible  to  bring  about  some  reconciliation  of  them  in 
practice,  so  that  if  you  have  a  careful  body  of  men  working  on  the 
thing  it  might  be  possible  to  get  our  fundamental  day-to-day  mecha- 
nism into  a  shape  that  would  satisfy  all  sides  if  they  were  not  deter- 
mined to  go  to  extremes. 

That  fundamental  idea,  or  difference  of  idea,  runs  through  the 
whole  measure.  As  the  outgrowth  of  it,  you  have  the  biU  here 
authorizing  the  Reserve  Board  to  change  the  reserve  requirements  at 
nil  times,  whenever  it  gets  ready.  The  bill  is  not  exactly  frank  or 
sincere  on  that  subject.  I  have  read  through  the  testimony  here,  and 
[  find  that  the  provision  on  that  subject  is  constantly  referred  to  as 
i>eing  a  provision  for  changing  the  amount  or  percentage  of  the 
reserves.  That  expression  is  constantly  used  in  tne  hearings.  But 
when  we  turn  to  the  actual  language  of  the  law,  what  we  find  is  that 
:t  is  the  requirements  as  to  reserves  that  may  be  altered  by  tfie 
Reserve  Board.  It  is  not  the  percentage  of  reserves.  We  have  three 
"eqiiireinente  as  to  reserves  at  the  present  time.  One  is  as  to  the 
■>lace  where  the  reserves  shall  be  kept.  In  the  original  Reserve  act 
:hey  were  kept  partly  in  the  Reserve  banks  and  partly  in  the  vaults 
>f  the  banks.  Then,  in  1918,  under  the  plea  of  necessity  for  infla- 
:ion,  we  provided  that  only  credit  in  the  Reserve  bank  should  be 


Senator  Glass.  Counted  as  reserves. 

Mr.  Willis.  Counted  as  reserves.  At  the  present  time  we  still 
;tick  to  that. 

The  second  requirement  as  to  reserve  is  the  percentage  of  reserve, 
vhich  has  been  varied  two  or  three  times  since  the  .Reserve  Act  was 
ulopted.  Then  third,  and,  perhaps,  most  important,  is  the  question 
»f  what  the  reserves  shall  consist  of.  We  had  it  at  one  time  lawful 
noney,  Then  we  had  it  gold,  and  we  had  various  things.  As  the 
•eserve  paragraph  stands,  the  Reserve  Board,  as  I  read  it,  is  given 
>ower  to  alter  all  of  these  reserve  requirements,  which  means,  of 
■ourse.  that  it  would  be  possible  for  the  Reserve  Bo«.vA\a  &x«f&  «. 
»ank  to  hold  its  present  balance  in  Reserve  banks  and.  Vi&4  fe»  t*** 
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of  it  in  Government  bonds;  and  since  it  can  change  the  amount  «f 
reserve  to  be  held,  I  see  no  reason  why  you  should  not  put  into  effect 
a  100-percent  reserve  at  once,  such  reserve  to  consist  partly  of  i 
reserve  credit,  rather — and  partly  of  Government  bonds,  to  be  held 
in  the  vaults  of  the  Reserve  banks. 

In  faet,  I  heard  a  member  of  the  House  committee  say  in  public 
that  he  hopes  that  a  100-percent  reserve  will  be  put  into  effect  tkj 
soon — not  soon  enough,  of  course,  to  disturb  business,  but  as  soon  n 


The  provision  here,  then,  as  I  say,  is  not  a  very  sincere  one.  nl 
is  one  which  ought  to  be  reviewed  with  exceedingly  great  care.  H 
this  is  what  you  mean,  then  the  act  should  specify  that  the  resern 
requirement  may  be  changed. 

Senator  Glass.  The  percentage. 

Mr.  Willis.  May  be  changed  as  to  percentages,  as  to  composition, 
and  as  to  place,  so  that  you  know  exactly  what  you  are  going  to  do. 
If  you  mean  only  one  of  those  things,  then  that  should  be  specified 
in  that  same  way,  so  that  at  least  there  will  not  be,  after  the  act  a 
passed,  a  great  deal  of  debate  and  uncertainty  and  controversy  about 
what  that  means,  but  so  that  you  will  have  a  perfectly  outstanding, 
clear-cut  situation.  That  is  certainly  not  an  unreasonable  thing  to 
ask. 

Now,  in  addition  to  that,  the  bill  as  a  whole,  as  I  have  said,  is 
based  upon  an  entirely  new  theory  of  banking.  That  theory  is  the 
one  that  has  gained  ground  in  Russia,  to  some  extent  in  England, 
and  in  other  places.  But  as  it  is  presented  here  it  seems  to  me  quite 
inconsistent  with  itself.  For  example,  the  proposed  act  eliminates 
the  present  note  issue  plan  in  the  Reserve  System  entirely,  and  sub- 
stitutes a  new  one.  The  old  system  of  note  issue,  as  you  know,  pro- 
vided for  the  collateraling  of  Reserve  notes,  so  that  the  notes  are  not 
only  a  prior  lien  on  the  assets  of  the  bank  but  they  were  a  collateral 
prior  lien,  the  Reserve  agent  holding  the  eligible  paper  or  the  bond* 
or  the  gold  in  his  department.  That  was  based  upon  the  idea  that 
outstanding  new  currency  should  come  into  existence  when  there  was 
need  for  it.  not  because  someone  wanted  to  sell  bonds  or  convert 
bonds  into  purchasing  power,  but  because  somebody  reallv  had  some 
business  to  transact.  And  so  this  rather  clumsy  provision,  a«  it 
seems  to  me.  was  made  to  secure  that. 

Senator  Glass.  And  the  notes  were  to  be  retired  automatically 
when  that  business  transaction  matured. 

Mr.  Willis.  Quite  so.  I  have  never  been  a  very  great  friend  to 
that  way  "f  issuing  notes.  It  is  certainly  an  anomalous  one.  It  i> 
not  found  in  any  other  country  so  far  as  I  know,  and  I  believe  it 
would  be  a  great  deal  better  if  you  could  have  a  straight  bank-note 
issue  so  that,  as  this  bill  professedly  would  have  it,  you  get  a  straight 
issue  of  Federal  Reserve  notes  that  come  out  just  as  the  deposit?  are 
created  and  are  direct  liens  on  the  bank.  But  unfortunately,  as  the 
thing  stands  now,  as  I  understand  it.  all  of  our  notes  are  legal-tender 
notes,  so  that  apparently  what  this  bill  proposes  to  do  is  to  allow  ■ 
private  corporation,  owned  by  the  banks  and.  of  course,  carefully 
supervised  by  the  Government  in  the  extreme  way  that  is  provided 
here,  to  issue  legal-tender  Federal  Reserve  notes.  That  is  as  I  un- 
derstand the  bill.  I  do  not  see  anything  in  it  that  alters  the  present 
status  of  the  Reserve  note  in  that  respect. 
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Senator  Bolklet.  A  Federal  Reserve  note  is  a  Government  obli- 
gation. 

Mr.  Willis.  Yes;  but  it  is  legal  tender. 

Senator  Bulk  let.  It  is  issued  through  the  banks  but  by  the  Gov- 
ernment'? 

Mr.  Willis.  Yes.  But  here  you  make  it,  as  I  understand,  a  gen- 
eral claim  on  the  assets  of  the  Reserve  bank.  If  you  are  prepared 
to  revoke  the  legal  tender  quality  of  the  Federal  Reserve  notes  and 
make  them  plain  bank  notes  so  that,  as  Governor  Eccles  expresses 
it,  they  do  not  have  the  same  status  as  the  check-book  deposit,  I  think 
there  is  no  reason  why  you  should  not  make  this  change.  Twenty 
years  ago,  of  course,  Congress  would  not  have  heard  of  it. 

Senator  Btjlkley.  Do  you  think  there  is  any  great  significance  in 
the  character  of  what  is  behind  the  note? 

Mr.  Willis.  That  depends  upon  the  status  of  the  note.  If  it  is  a 
real  bank  note,  I  do  not  like  it  at  all.  The  Bank  of  England,  of 
course,  in  the  old  days  required  a  deposit  of  government  bonds  or 
gold  for  every  note  that  was  issued.  At  the  present  time  that  is  in 
abeyance.  But  generally  speaking,  the  theory  of  banking  calls  for 
the  making  of  tne  notes  and  obligations  of  the  bank  just  the  same 
as  the  deposit  accounts,  demand  deposits,  and  of  course  without 
debt-paying  power  unless  people  are  willing  to  take  them. 

Senator  Bulklet.  Does  not  this  place  them  in  a  preferred  posi- 
tion? 

Mr.  Willis.  I  think  they  are  given  a  prior  lien. 

Senator  Bulkley.  Then  what  is  the  difference  whether  the  specific 
collateral  is  deposited  or  not? 

Mr.  Willis.  None  of  importance,  as  you  describe  it,  but  I  think  it 
makes  a  great  difference  whether  a  man  can  refuse  to  take  a  Federal 
Reserve  note  if  he  does  not  like  it. 

Senator  Bulklet.  I  am  not  sure  about  what  point  you  are  speaking 
of.  I  thought  you  were  condemning  it,  because  of  not  having  col- 
lateral security  behind  it. 

Mr.  Willis.  If  you  take  away  the  collateral  security  and  leave  it 
to  the  Federal  Reserve  banks  to  issue  the  notes  just  the  same  as  they 
create  deposits  so  that  the  volume  of  currency  depends  entirely  upon 
the  will  of  the  Federal  Reserve  bank,  it  is  not  proper  that  they  should 
be  legal  tender. 

Senator  Bankhead.  Is  there  any  change  in  this  bill  that  would 
prevent  them  from  being  legal  tender? 

Mr.  Willis.  No  ;  not  that  I  know  of. 

Senator  Bulklet.  You  want  to  hitch  it  up  to  a  specific  amount  of 
£old  and  reserve;  is  that  right? 

Mr.  Willis.  If  we  are  going  to  have  a  Federal  Reserve  note  in 
ipproximately  a  form  of  money  that  is  identical  or  nearly  identical 
with  a  Government  legal  tender  note,  it  seems  to  me  that  the  collat- 
sral  idea  is  the  proper  one. 

Senator  Bulklet.  In  order  to  limit  the  supply  of  notes? 

Mr.  Willis.  And  in  order  to  prevent  an  individual  man  from  huv- 
ngto  take  it. 

Senator  Bulklkt.  There  are  two  different  things  there.  If  it  is 
legal  tender,  lie  does  have  to  take  it  ? 
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Mr.  Willis.  Yes.  But  my  thought  is  that  if  it  is  a  bank  nok  . 
it  should  not  be  legal  tender.  The  question  is  whether  it  is  a  bur.  *■ 
note  or  not. 

Another  fundamental  conception  in  this  bill  relates  to  the  questM 
of  open  market,  and  as  to  that  I  want  to  speak  very  frankly.    Tfta 
the  Federal  Reserve  Act  was  adopted  I  was  exceedingly  ann* 
(hat  it  should  include  an  open-market  provision,  and  I  hoped  U 
the   open-market   provision   would   be   used   for  the   purposes  fir 
which   it   was  used  under   central   banking  systems,  namely,  thrt 
of  making  the  discount  rate  effective,  so  that  if  a  discount  rate  of 
3  percent  were  made  by  a  Reserve  bank,  if  a  Reserve  bank  wn 
to  fix  its  discount  rate  at  3  percent  and  the  other  banks  would  net 
let  that  get  to  the  community,  that  then  the  Federal  Reserve  b 
should  be  able  to  go  out  into  the  open  market  and  buy  or  sell 
paper  of  a  business  concern,  the  ordinary  business  concern,  asson- 1 
ing  it  was  prime  paper.     Now  that,  of  course,  is  what  the  Bank  of  I 
England  habitually  has  done  for  many  long  years.      Our  banker!  I 
were  not  willing  to  do  that.     We  strained  every  nerve  to  have  He  I 
open-market  provision  omitted,  and  they  wanted  it  omitted  beciw  | 
they  were  afraid  that  the  Reserve  banks  would  come  into  dired 
competition   with  them   and   cut  the  rate   of  interest.     Of  conne 
that  was  not  necessarily  the  case. 

I  was  talking  this  matter  over  with  the  governor  of  the  Com- 
mon  wealth  Bank  of  Australia,  an  institution  that  was  started  H 
iust  such  an  agitation  as  we  are  having  now,  and  it  was  headed 
by  a  very  capable  banker  and  he  took  pains  to  use  this  oj>en-market 
power  merely  for  the  sake  of  seeing  to  it  that  the  other  banks 
followed  the  leadership  of  the  central  bank.  During  the  eirij 
years  of  the  Board  we  were  never  able  to  get  them  to  use  that 
power:  the  resistance  of  banks  was  so  strong  and  the  hostility 
of  some  members  of  the  Board  was  so  powerful  to  the  application 
of  it  that  it  never  got  into  effective  use  at  all.  It  was  not  until 
after  the  war  was  over  that  New  York  bankers  began  to  see  whit 
ji  wonderful  opening  it  gave  for  siphoning  funds  out  of  the  Reserve 
bunk,  and  we  began  then  to  have  the  development  of  the  revolvine 
acceptance  and  the  acceptance  based  on  commodities  in  stores,  ana 
so  on,  and  when  the  breakdown  came  we  had  an  enormous  volume 
of  acceptances  outstanding.  I  think  there  were  a  billion  seven 
hundred  million,  and  we  were  constantly  boasting  of  how  we  had 
beaten  England  on  the  acceptance  business. 

Those  acceptances  were  collateral.  They  were  merely  another  wit 
of  making  commodity  loans.  They  had  nothing  to  do  with  the  open 
market.     Thev  were  called  open  market,  but  they  were  not. 

When  the  Govern  men  t  began  to  get  into  difficulty  with  its  deficits 
the  open  market  was  a  very  easy  way  of  dumping  bonds  on  the  mar- 
ket and  of  getting  tliem  carried  along  in  the  way  it  is  being  done  at 
the  present  time.  If  you  are  in  the  hole  and  Government  bunds 
threaten  to  go  down,  you  order  some  open-market  operations.  You 
do  not  say  there  is  anything  wrong  with  the  bonds.  You  sav  it  i> 
for  the  public  welfare,  and  you  desire  to  order  a  couple  of  hundred 
millions  of  open-market  operations  per  month.  Your  central  bank 
buys  a  lot  of  Government  bonds  in  the  open  market  and  takes  them 
right  off  the  market. 

It  would  be  well,  since  Congress  is  planning  to  legislate  on  this 
subject,  if  it  would  end  the  open-market  hypocrisy  completely     I 
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Dtice  in  the  statements  of  some  of  the  witnesses  that  the  open- 
Larket  idea  was  a  brand  new  idea  that  was  gaining  ground  all  over 
»e  world.  The  open-market  idea  is  a  very  old  one.  It  has  been 
Bed  by  every  central  bank  when  and  if  it  was  necessary;  and  it  had 
■-orn  itself  out  in  some  countries  so  that  the  Bank  of  France,  for 
ttample,  prohibits  it  entirely,  and  one  of  the  finance  ministers  over 
here  has  referred  to  it  recently  as  an  Anglo-Saxon  device,  which  I 
Kiink  is  a  very  good  description  of  it  as  it  had  been  employed  in 
fcis  country. 

If  you  are  going  to  have  open-market  operations  of  the  kind  that 
"ou  have  now,  then  they  ought  to  be  most  carefully  safeguarded, 
Vee  from  hypocrisy,  and  allowed  to  stand  for  just  what  they  are 
rorth. 

As  to  who  should  conduct  them — well,  that  depends  entirely  on 
he  kind  of  men  that  you  have  got  carrying  them  on.  In  this  bill 
'ou  practically  hand  over  to  the  Governor  of  the  Reserve  Board, 
rho  is  a  direct  appointee  of  the  President,  the  power  of  open-market 
•perations.     It  is  too  great  a  power  for  him  to  have. 

Senator  Townsend.  Would  you  care  to  illustrate  your  thought 
here  of  hypocrisy? 

Mr.  Willis.  You  mean,  what  it  is! 

Senator  Townsend.  Yes. 

Mr.  Willis.  What  I  have  just  spoken  of,  treating  open-market 
■perations  as  a  kind  of  esoteric  operation  done  for  the  good  of  the 
general  situation. 

Senator  Bulklet.  Your  contention  is  that  it  is  only  done  to  sup- 
tort  the  market  for  Government  bonds? 

Mr.  Willis.  At  the  present  time  I  do  not  think  anybody  would 
teny  that. 

Senator  Bdlklet.  That  is  what  you  meant? 

Mr.  Willis.  Yes.  sir. 

Senator  Glass.  And  that  is  the  only  kind  of  operation  that  they 
lave  engaged  in? 

Mr.  Willis.  Just  now;  yes.  Bankers'  acceptances  at  one  time 
formed  a  proportion  of  the  operations;  but  that  was  only  when  the 
icceptances  would  not  go,  and  for  the  same  reason  they  had  to  be 
jiken  off  the  market. 

Senator  Bulklet.  Part  of  those  bonds  were  bought  not  so  much 
for  the  purpose  of  supporting  the  Government-bond  market  as  for 
;he  purpose  of  increasing  excess  reserves  of  banks,  were  they  not? 

Mr.  Willis.  For  the  purpose  of  increasing  excess  reserves? 

Senator  Bdlklet.  Was  there  not  a  theory  that  we  could  promote 
arosperity  by  forcing  the  banks  to  lend 

Mr.  Willis.  There  may  have  been  such  a  theory.  There  have  been 
many  theories;  but  certainly  if  thnt  was  held  by  anybody  it  must  be 
pretty  well  abandoned  now',  because  we  have  $2,250,000,000  of  excess 
reserves  today  and  less  actual  lending  than  we  ever  had  before. 

Senator  Bulklet.  I  never  believed  much  in  that,  in  the  first  place, 
nit  it  certainly  was  asserted. 

Mr.  Willis.  I  am  afraid  it  was.  and  a  good  many  other  things 
aave  been. 

Senator  Bankhead.  Does  the  volume  of  excess  reserves  cause  you 
any  concern? 
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Mr.  Wilus.  There  are  other  things  that  have  given  me  more  m 
cern.    You  can  get  rid  of  them  in  5  minutes  if  you  want  to. 

Senator  Townsend.  How? 

Mr.  Willis.  By  just  having  the  Reserve  banks  sell  the  two 
a  half  billions  of  Government  bonds. 

Senator  Glass.  What  would  happen  then! 

Mr.  Willis.  It  would  break  the  Government- bond  market 

Senator  Glass.  It  would  not  only  break  the  Govei 
market  but  would  break  every  other  security  market. 

Mr.  Willis.  Then  you  do  not  want  to  get  rid  of  them!  k 
that  it* 

Senator  Glass.  I  did  not  want  them  to  get  them  in  the  first  pint 

Mr.  Willis.  As  it  stands  now,  you  would  rather  keep  themf 

Senator  Glass.  We  have  got  to  keep  them. 

Senator  Couzens.  If  we  have  a  stabilization  fund  existing,  Ii 
not  see  why  we  need  to  be  disturbed  about  the  bond  market. 

You  were  speaking  about  the  catastrophe  that  would  happen! 
the  banks  if  they  unloaded  Government  bonds,  but  I  do  not  see  u 
catastrophe  with  the  stabilization  fund. 

Senator  Glass.  You  mean,  the  stabilization  fund  that  the  Gi 
eminent  stole  from  the  Federal  Reserve  banks! 

Senator  Couzens.  I  am  not  talking  about  how  we  got  it.  If  th 
unloaded  these  bonds,  the  stabilization  fund  could  ouy  them  « 
there  would  not  be  any  disturbance. 

Senator  Glass.  You  know  the  stabilization  fund  is  not  going 
buy  them. 

Senator  Couzens.  It  would  if  they  started  to  unload  bonds 
the  part  of  the  banks. 

Senator  Townsend.  What  is  going  to  happen  if  we  put  this  ad 
tional  four  billions  of  currency  out? 

Mr.  Willis.  If  you  will  allow  me  to  answer — I  do  not  think  I  si 
it  would  cause  a  catastrophe.  I  merely  indicated  what  I  thoug 
would  happen. 

Senator  Couzens.  I  do  not  think  it  would  happen.  We  have  i 
got  more  than  two  and  a  half  billions  out  of  the  whole  issue  that 
out. 

Senator  Glass.  In  the  Federal  Reserve  banks? 

Senator  Couzens.  Yes.  So  there  is  still  opportunity  for  the  fo 
billion  we  have  got  without  anybody  getting  "  het  "  up  about  it.  a; 
see  it. 

Mr.  Willis.  I  started  on  this  matter,  not  with  the  intention 
bringing  out  any  controversial  question  but  with  the  purpose  of  d 
cussing  the  general  theory  of  open-market  operations;  and  the  poi 
I  came  to  is  this,  that  the  open-market  operations  that  we  are  nc 
carrying  on,  if  such  they  may  be  called,  are  not  open-market  opei 
tions  in  the  central  banking  sense  at  all;  that  they  are  not  being  ge 
erally  used  throughout  the  world  except  whore  they  are  unavoiilahl 
that  they  are  prohibited  in  France  as  the  result  of  experience:  ai 
that  the  Millan  committee,  which  investigated  this  whole  thing  ve 
closely,  said  they  might  be  used  in  England  slightly  more  than  thi 
were,  but  it  would  have  to  be  done  with  a  great  deal  of  caution. 

Senator  Glass.  Is  that  the  committee  that  set  up  a  bank  in  Canad: 

Mr.  Wilus.  No;  it  was  established  bv  Mr.  Ramsay  McDonald  sx 
after  he  took  office,  the  committee  of  which  Mr.  Kane  was  a  memtw 
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I  hare  covered  what  I  consider  the  essential  differences  of  opinion 
l.  bout  this  bill,  with  one  exception.  That  is  the  question  of  eligibility, 
»nd  I  have  a  few  words  on  that  if  you  will  allow  me. 

The  original  Federal  Reserve  Act  provided  for  very  narrow  re- 
strictions on  so-called  "  eligible  paper  ,  with  the  design  of  limiting 
Hie  amount  of  currency  we  got  out.  The  theory  was  that  if  business 
increased  it  would  create  credit  paper  to  be  used  as  a  basis  for  note 
issues.  That  strict  interpretation  is  blamed  for  most  of  the  ills 
that  exist  at  the  present  time;  but  of  course,  the  trouble  with  that  is 
that  it  never  was  applied.  Two  weeks  after  the  Reserve  System  was 
organized  we  had  a  letter  from  the  Federal  Reserve  bank  in  Rich- 
mond saying  that  that  bank's  officers  had  always  been  in  the  habit  of 
taking  collateral,  and  it  was  a  much  safer  way  to  do,  and  they 
-wanted  to  loan  on  collateral.  The  Board  allowed  them  to  follow 
their  practice  by  exacting  collateral,  provided  that  the  paper  which 
■was  thus  collateraled  was  technically  eligible.  Various  other  Re- 
serve banks  have,  of  course,  been  able  to  act  under  the  same  general 
ruling  and  have  done  so. 

So  it  has  often  happened  that  a  Reserve  bank  would  have  almost 
all  of  the  assets  of  a  bank  that  was  just  on  the  point  of  failure,  placed 
with  it  as  collateral ;  and  you  would  then  have  the  depositors,  and 
especially  the  savings  depositors,  holding  the  bag.  They  would 
simply  be  an  empty  shell,  while  the  Reserve  bank  or  branch  would 
have  the  entire  assets  of  that  bank. 

Senator  Couzens.  When  they  made  those  exceptions,  did  they 
make  any  exceptions  as  to  maturities  ( 

Mr.  Willis,  They  took  the  notes,  and  then  they  renewed  them  over 
and  over  again  in  the  classical  banking  way. 

Senator  Couzens.  So  that  a  maturity  of  15  days,  30  days,  or  90  days 
did  not  mean  anything? 

Mr.  Willis.  No. 

Senator  Couzens.  That  is  another  fiction! 

Mr.  Willis.  It  was  a  fiction  of  mere  practice,  Senator,  if  you  will 
mllow  me. 

Senator  Couzens.  The  public  have  not  generally  understood  that 
that  fiction  continued. 

Mr.  Willis.  The  public  knows  very  little  about  what  has  happened 
in  the  Reserve  System. 

Senator  Couzens.  I  am  afraid  that  is  true. 

Mr.  Willis.  That  is  the  situation.  I  am  speaking  as  a  realist  in 
the  proposition,  having  seen  it  developed  from  inside;  so  that  those 
who  say  that  this  country  has  been  dreadfully  handicapped  and 
hobbled  by  the  fact  that  the  Reserve  banks  would  not  loan  on  any- 
thing except  eligible  paper  are  merely  reckoning  without  their  host 
at  all. 

In  New  York,  of  course,  under  the  15-day  clause,  the  Bank  of  New 
York  has  merely  loaned  to  the  stock  market  right  along  for  years  by 
permitting  the  member  banks  to  borrow  on  their  own  notes  collat- 
eraled by  Government  bonds.  The  Bunking  Act  of  1933  makes  provi- 
sion for  stopping  that;  and  if  enforced,  I  believe  it  will  correct  that. 

Senator  Couzens.  Why  do  you  say  "  if  enforced  "  ! 

Mr.  Willis.  The  question  in  my  mind  is  whether  you  can  enforce  it. 
Under  this  bill  I  know  you  cannot,  because  it  practically  repeats  that 
and  lets  in  any  kind  of  paper  as  an  asset. 
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Senator  Couzbns.  I  never  saw  any  law  ever  passed  that  we  could 
the  New  York  Bank  people  to  obey. 

Mr.  Willis.  Because  they  did  not  want  to  obey,  perhaps. 

Senator  Couzenb.  I  am  afraid  that  that  is  true  also. 

Mr.  Wilijs.  Then  we  are  agreed  on  that. 

This  is  a  question  that  ought  to  be  seriously  faced  by  Congr 
this  question  of  what  the  Reserve  System  is  for;  that  is,  whetheri 
for  the  purpose  of  financing  any  sound  assets  or  whether  v 
really  a  system  whose  purpose  it  is  to  finance  business  and  commt 

The  stock  exchange,  as  you  well  know,  just  before  the  pani 
1929,  had  its  plans  all  laid.  I  say  that  because  the  then  preside! 
the  stock  exchange  admitted  it  in  a  public  speech.  They  had  1 
plans  all  laid  for  the  direct  admission  of  stock-exchange  pap* 
eligible  to  the  Reserve  banks.  The  then  chairman  of  the  B 
committee,  Mr.  McFadden,  told  me  that  the  pressure  was  so  st 
to  get  that  passed  that  he  doubted  whether  it  should  be  resisted 

This  bill  provides  on  page  52  that — 

any  Federal  Reserve  bank  may  discount  any  commercial,  Rgrlcnltnn 
industrial  pnper  and  may  make  advances  lo  any  such  member  bank  < 
promissory  notes  secured  by  any  sound  assets  of  such  member  bank. 

That  opens  up  the  whole  world  of  assets,  provided  only  tha 
Board  has  declared  that  they  are  abstractly  sound ;  that  the 
of  assets  is  sound — Anaconda  Copper,  or  Allied  Chemical.  If 
is  a  sound  asset  and  you  put  out  a  ruling  to  that  effect,  there 
reason  why  you  cannot  lend  on  any  kind  of  paper,  mining  stoc 
anything  else,  unless  some  administrative  authority  should  st> 
to  prevent  it. 

Senator  Bankhead.  Is  not  the  whole  question  whether  or  nc 
assets  are  sound? 

Mr.  Willis.  It  depends  on  what  vou  mean  by  "  sound." 

Senator  Bankhead.  Good,  liquid", 

Mr.  Willis.  I  do  not  think  loans  ought  to  be  made  on  assel 
cause  they  are  ultimately  collectible.  I  believe  the  correct  tl 
of  central  banking  is  conversion  into  immediate  means  of  pav 
of  assets  which  represent  the  production  of  new  wealth  on  its 
to  consumption.  In  other  words,  it  should  be  equivalent  t< 
aggregate  of  new  production  of  consumers'  goods  which  are  oi 
way  to  their  users. 

Senator  Bankhead.  Why  that  limitation? 

Mr.  Willis.  Because  the  rest  of  the  wealth  that  we  produ 
the  so-called  "  frozen  "  assets,  an  asset  that  may  be  perfectly 
5  or  10  years  hence,  but  not  convertible  at  the  present  time  ii 
means  of  payment. 

Senator  Cottzens.  How  could  you  tell  whether  the  assets  wou: 
sound  20  years  hence? 

Mr.  Willis.  I  do  not  think  you  can.  because  too  many  thing: 
occur  in  that  time.  You  can  approximately  tell  90  days  hence 
months,  even. 

Senator  Couzenb.  When  you  use  the  words  "  sound  assets  "It 
that  is  about  as  broad  an  expression  as  "  interstate  commerce."' 

Mr.  Willis.  It  is  a  euphemism,  I  would  say. 

Senator  Glass.  As  a  matter  of  fact,  as  I  nave  called  attentic 
repeatedly,  Mr.  Whitney  and  other  stock -exchange  men  test 
before  the  Banking  and  Currency  Committee  of  the  Senate  thai 
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wildest  asset  in  the  world  was  a  broker's  loan,  and  yet  we  textually 
;cluded   brokers'   loans   from   the   Federal   Reserve   System.    We 
^■^extually  excluded  them  and  the  bankers  actually  took  them. 

Senator  Couzens.  Going  back  to  the  statement  you  made  previ- 
ously, about  the  Government  extending  its  activities  into  the  loaning 
Tbusiness  and  taking  business  away  from  the  banks,  in  that  statement 
-~you  made  no  discernment  between  investment  banking  and  com- 
■-  mercial  banking ! 

Mr.  Willis.  No. 
■  -     Senator  Couzens.  It  seems  to  me  that  most  of  the  activities  of  the 
--  Government  are  in  investment  banking  instead  of  commercial  bank- 
ing. 

Mr.  Willis.  To  a  large  extent  they  are;  but  you  also  have  the 
-    production  credit  corporations,  of  which,  I  believe,  there  are  now 
.  some  600. 
«-        Senator  Bankhead.  Six  hundred  what! 

Mr.  Willis.  Production  credit  corporations. 
Senator  Bankhead.  They  do  their  financing  through  12  regional 
.     banks,  do  they  not ! 

t         Mr.  Willis.  From  groups 

Senator  Bankhead.  They  borrow  collectively  from  the  production 
.    credit  bank. 

Mr.  Willis.  Do  they  not  recommend  loans! 
Senator  Bankhead.  They  borrow.    They  do  not  lend.    They  get 
their  money  directly  from  the  bank. 

Mr.  Willis.  It  seems  to  me  that  if  I  sign  a  man's  note  I  am  loaning 
to  him. 

Senator  Bankhead.  They  are  borrowing  collectively,  several  sign- 
inn:  a  note  and  getting  the  money. 
Mr.  Willis.  They  are  liable. 

Senator  Bankhead.  Yes;  but  they  are  not  engaged  in  making 
loans. 

Mr.  Willis.  The  effect  is  to  have  that  amount  of  business  in 
merchandise ! 

Senator  Bankhead.  Oh,  yes.  Banks  in  agricultural  sections  can- 
not do  that  sort  of  business  because  they  do  not  have  the  money. 
They  were  not  sufficiently  liquid  to  do  it. 

Senator  Couzens.  Do  you  think  there  is  justification  for  a  com- 
bination of  investment  and  commercial  banking? 

Mr.  Willis.  I  think  we  have  got  it  now,  and  we  had  better  make 
the  best  of  it  for  a  time.  Abstractly,  I  do  not  like  it.  The  Califor- 
nia -system,  I  think,  is  the  best  protection  against  it,  perhaps,  that  we 
have  devised,  where  we  have  a  savings-bank  section,  an  entirely  sepa- 
rate entity  within  the  bank,  and  no  transactions  between  that  and 
the  commercial  bank. 

Gentlemen,  I  have,  finished  with  the  basic  differences  that  divide 
the  Eedes  bill  from  the  Federal  Reserve  System.  It  seems  to  me  as 
if  they  were  at  opposite  poles  of  credit  theory  and  sound  practice 
from  that  which  was  sot  up  in  the  Reserve  System.  The  fact  that 
the  Reserve  System  has  been  in  the  hands  of  the  Philistines  a  great 
deal  of  the  time  and  has  not  lived  up  to  its  early  promise  is  re- 
gretted. But  it  has  nothing  to  do  with  the  validity  of  the  principles 
under  which  it  was  organized. 
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Senator  Couzens.  Do  you  believe  that  it  is  desirable  to  have  m 
centralized  control  rather  than  to  have  the  control  diversified 
decentralized  in  Reserve  banks? 

Mr.  Willis.  I  think  if  the  System  planned  in  the  Reserve  Ad 
carried  out  in  good  faith  and  effectively  it  would  be  a  sufficient  i 
tratization.  If  you  have  good  reason  for  not  thinking  so — and  I' 
see  arguments  on  that  side — then  I  think  we  had  better  frankly  h 
a  central  bank  confessedly  operating  under  that  name  and  title  i 
subject  to  all  of  the  controls  that  would  surround  it. 

Senator  Bdlkley.  How  would  you  make  the  transition  from 
present  system  to  that? 

Mr.  Willis.  You  have  already  made  it  pretty  well.  I  should  tl 
you  could  disestablish  the  Reserve  banks  and  simultaneously  st» 
central  bank  of  the  Government. 

Senator  Bulkley.  Owned  by  the  Government  ? 

Mr.  Willis.  If  you  want  to.    I  should  hate  to  see  that  done. 

Senator  Townsend.  Then  you  do  not  agree  with  the  Swretar 
the  Treasury  that  the  Government  ought  to  own  the  stock  of 
Federal  Reserve  banks? 

Mr.  Willis.  And  pay  for  it? 

Senator  Townsend.  He  did  not  say  that. 

Mr.  Willis.  If  you  interpolate  the  assumption  that  he  mean 
pay  for  it,  I  think  it  might  be  a  good  thing,  because  he  runs  them  i 
Why  not  let  him  pay  his  bill  and  take  them  over? 

Senator  Glass.  You  do  not  seriously  think  that,  do  yout 

Mr.  Willis.  I  think  the  way  we  are  going  now 

Senator  Glass.  I  am  not  talking  about  the  way  we  are  going  i 
but  about  the  way  we  ought  to  go. 

Senator  Couzens.  This  committee  has  had  testimony  to  the  t 
that  diversity  of  opinion  and  interference  with  the  Federal  Res 
Board  by  banks  and  public  officials  have  tended  to  diversify  authc 
to  such  an  extent  that  it  has  been  injurious  to  the  country. 

Mr.  Willis.  Yes. 

Senator  Couzens.  And  you  would  correct  that? 

Mr.  Willis.  By  establishing  a  Federal  Reserve  Board  which  in: 
as  well  as  in  theory,  is  independent  and  is  entirely  free  from  polil 
control. 

Senator  Bulkley.  How  would  you  do  that? 

Mr.  Willis.  Simply  select  a  group  of  the  best  men  you  can 
with  long  terms,  and  leave  them  to  work  out  their  own  salvatiot 

Senator  Couzens.  But  if  you  did  not  give  them  the  authority, 
could  they  work  it  out? 

Mr.  Willis.  They  should  have  the  authority. 

Senator  Couzens.  That  is  what  I  was  trying  to  find  out.  wh» 
you  did  not  think  we  should  have  centralized  authority  some*) 

Mr.  Willis.  My  view  would  be  that  the  authority  "given  til 
Federal  Reserve  System  in  the  original  act  is  authority  topi 
complete  centralization  for  all  necessary  purposes. 

Senator  Couzens.  It  has  not  done  that,  because   one  of  i 
outstanding  banks  of  the  12  Reserve  banks  refused  to  coop 
there  was  no  centralized  authority  to  compel  it. 

Mr.  Wiijjs.  I  would  simply  say  that  you  did  not  have  men  44 
Reserve  Board  who  had  the  courage  to  oppose  that  bank.  | 

Senator  Glass.  Or  to  carry  out  the  law  and  remove  that  I 
it  has  authority  to  do  wutet  exv^ina  law. 
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Mr.  Willis.  There  is  no  human  mechanism  that  will  ever  take  the 
♦  lace  of  upstanding  courage,  as  you  vary  well  know,  and  you  have 
exemplified  it  in  your  own  career. 

Senator  Couzens.  I  want  to  go  back  to  that  same  old  question 
tgain.  The  Federal  Reserve  Board,  no  matter  how  strong  it  has 
»eeri,  has  never  had  the  power  to  compel  the  New  York  bank  to  do 
anything,  has  it? 

Mr.  Willis.  It  has  had  that  power;  and  the  chairman  of  the 
feommittee,  when  he  was  Secretary  of  the  Treasury,  did  just  that. 

Senator  Couzens.  It  has  been  testied  here  that  any  one  of  the 
»anks  could  refuse  to  comply  with  an  open-market  operation  directed 
ay  the  Federal  Reserve  Board. 

Mr.  Willis.  They  will  not  refuse  to  comply. 

Senator  Glass.  The  Secretary  of  the  Treasury  told  me  distinctly, 
fend  repeated  it  again,  that  they  had  had  100-percent  cooperation 
ipvith  the  Federal  Reserve  banks  in  open-market  transactions. 

Senator  Couzens.  I  am  going  back  to  testimony  that  was  had  in 
executive  session,  not  during  the  period  of  the  existing  Secretary 
;>f  the  Treasury,  in  1927,  I  think  it  was,  when  the  banks  refused  to 
cooperate.  That  is  one  of  the  difficulties  of  getting  impressions 
»nd  convictions  in  executive  session  that  you  are  charged  with  being 
.n  error  about.    But  I  am  not  in  error  about  that. 

Mr.  Willis.  In  1927  the  Board  had  fallen  upon  very  difficult 
;imes,  with  a  personnel  that  was  anything  but  what  one  would  wish 
it  might  be.  If  you  have  a  board  of  that  kind  it  will  never  have 
the  courage  that  is  necessary  in  financial  transactions — and  more 
courage  is  needed  there  than  in  almost  any  other  branch  of  the 
public  service,  because  you  have  got  direct  responsibility  coming 
right  home  to  roost. 

Senator  Couzens.  That  goes  back  to  the  very  point  that  unless  the 
Federal  Reserve  Board  has  absolute  control  you  will  never  be  able 
to  have  assurances  that  all  of  the  12  banks  will  come  into  line  on 
any  one  thing. 

Senator  Byrnes.  If  the  appointments  to  the  Board  are  made  in 
the  manner  you  suggest,  they  would  be  made  by  the  President, 
would  they  not? 

Mr.  Willis.  Well,  they  might  be,  yes.  In  one  of  the  original 
drafts  of  the  Reserve  Act  we  did  provide  for  a  selection  by  the 
Reserve  banks  themselves  of  certain  members,  so  we  had  theoretically 
n  self-governing  bank  mechanism.  Of  course  there  were  always 
Government  representatives  on  the  Board. 

Senator  Byrnes.  But  assuming  that  they  are  appointed  by  the 
President  and  are  lacking  in  courage  or  experience,  as  you  have  indi- 
cated, would  it  be  wise  then  to  appoint  them  for  a  long  term? 

Mr.  Willis.  No;  I  do  not  think  so — not  unless  you  had  a  much 
higher  sense  of  the  duties  involved  in  making  the  appointments. 

Senator  Byrnes.  But  the  manner  of  appointment  would  be  by 
the  President  of  the  United  States,  just  as  it  has  been  in  the  past? 

Mr.  Willis.  We  are  assuming  it  would  be:  yes.  When  Senator 
Bulkley  asked  me  about  that  and  how  we  would  get  such  a  board,  I 
answered  that  it  could  be  done  by  appointing  courageous  men  with 
Kong  terms. 

Senator  Byrnes.  I  gathered  from  your  statement,  however,  that 
fthey  had  been  lacking  in  courage  and,  in  critical  times,  had  failed. 
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If  so,  and  the;  were  appointed  by  the  President,  I  am  wonderiif 
what  your  suggestion  would  be  to  overcome  that,  whether  you  won 
overcome  it  by  appointing  for  a  long  term  men  who  are  lacking  i 
courage,  whether  we  would  be  any  better  off. 

Mr.  Willis.  If  you  would  exercise,  as  you  used  to  do  in  the  beghr 
ning  of  the  system,  the  power  of  refusing  confirmation,  I  think  v» 
would  attain  that  result.  But  it  has  been  quite  a  long  time  sum 
you  gentlemen  here  have  been  willing  to  do  that. 

Senator  Byrnes.  The  things  to  which  you  have  referred  have  Ml 
been  recent.    The  Senate  confirmed  their  appointments  just  as  no»f 

Mr.  Willis.  But  they  were  confirmed  under  conditions  that  in 
certainly  adverse  to  the  getting  of  good  men.  I  have  noticed  hut 
in  the  testimony  that  some  member  of  the  committee,  whose  name  I 
do  not  recall,  asked  for  specific  cases  in  which  political  pressure  hid 
been  applied  to  the  Federal  Reserve  Board,  and  I  think  the  witns 
said  it  never  had  been  applied.  As  to  that  I  would  just  like  to  alt 
attention  to  the  well-known  statement  made  by  the  late  President 
Coolidge  in  his  radio  address  on  the  night  before  he  was  reelected 
as  President,  in  which  he  said — I  look  it  up  the  other  day,  but  d> 
fortunately  I  have  not  got  it  here  with  me  now — that  this  adminis- 
tration had  always  favored  low-discount  rates  and  it  always  would 
tio  so.  That  was,  of  course,  in  the  nature  of  a  mild  suggestion  to 
the  then  Reserve  Board  that  higher  discount  rates  would  not  bi 
very  satisfactory.     Of  course,  that  is  merely  an  illustration. 

Until  you  get  a  public  opinion  that  is  adverse  to  things  of  toil 
kind,  I  do  not  think  you  will  ever  free  the  Reserve  Board  complete)? 
from  the  sort  of  influence  that  is  bad  for  it.  Of  course,  the  Presi- 
dent of  the  United  States  would  never  call  in,  I  suppose,  a  member 
of  the  Supreme  Court  and  tell  him  that  he  liked  N.  R.  A.  very  well 
and  he  hoped  he  would  get  a  favorable  decision.  I  do  not  believe  he 
would  do  that.  But  under  existing  conditions  of  course,  President- 
have  done  just  about  that  with  reference  to  financial  matters.  Thai 
is  the  reason  you  have  not  had  the  independence  and  courage  in  the 
Reserve  Board  that  is  absolutely  essential.  That  is  one  reason  wh; 
I  do  not  like  to  see  a  great  increase  in  the  power  of  the  Reservt 
Board  over  policies,  but  in  actual  execution,  the  actual  carrying  out 
of  policies  that  it  decides  upon.  This  evil  is  not  a  matter  of  Repub- 
lican or  Democratic  politics;  it  is  a  fault  of  all  parties. 

Senator  Glass.  Oh,  yes.  I  have  seen  some  notable  exhibitions  of 
courage  by  members  of  the  Federal  Reserve  Board  who  were  Repub- 
licans, and  by  members  who  were  Democrats,  also.  But  I  agree 
that  they  have  as  a  board  exhibited  a  lamentable  degree  of  timidity 
at  times  where  courage  was  required. 

Mr.  Willis.  I  have  just  one  more  matter  to  present  that  I  think 
I  ought  to  mention  and  that  is  the  effort  to  use  this  banking  system 
us  an  agency  of  economic  planning.  The  statement  is  found  mi 
page  50  of  the  bill,  subsection  (o)  of  section  204  [reading] : 

It  Khali  be  the  duty  of  the  Federal  Reserve  Board  to  exercise  such  (Miners 
as  It  possesses  In  such  milliner  as  to  promote  conditions  conducive  to  busines- 
stability  anil  to  mitigate  by  its  Influence  unstablllzlne  fluctuations  in  tbe 
general  level  of  production,  trade,  prices,  and  employment,  so  tar  as  may  to 
possible  within  the  scope  of  monetary  action  and  credit  admin  I  at  ration. 

Of  course  that  last  sentence  is  a  very  "  saving  clause  " — so  far  »* 
it  is  possible.    But  one  might  add  to  that  that  it  is  never  within  tb* 
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scope  of  monetary  action  and  credit  administration,  so  that  you 
would  use  a  bank  mechanism  for  doing  something  for  which  it  was 
never  intended.  The  function  of  the  bank  mechanism  is  that  oil 
beeping  banking  sound  and  safe  and  of  keeping  it  at  all  times  in 
position  to  perform  its  financial  functions.  It  is  not  its  duty  to 
tinstabilize  or  to  stabilize  production,  trade,  prices,  and  employment. 

And  we  have  at  the  present  time  a  very  serious  difference  of 
opinion  among  qualified  authorities  as  to  just  how  much  it  can  do 
in  any  of  those  directions.  It  is  ordered  here,  as  if  that  were  an 
unmistakable,  unquestioned  monetary  power  to  do  something  which 
in  my  opinion  it  cannot  do.  And  of  course  as  to  bringing  the 
Reserve  Board  into  areas  about  which  it  knows  nothing  and  as  to 
which  no  banking  board  is  in  position  to  act,  you  almost  insure 
failure. 

This  question  has  been  discussed  a  great  deal  in  England.  The 
director  of  the  Bank  of  England  has  issued  a  very  interesting  book 
entitled  "  Planned  Money  ",  in  which  he  discusses  the  question  of 

Sst  how  far  you  can  go  in  what  the  Board  here  is  ordered  to  do. 
e  is  very  reasonable  about  it.  He  frankly  admits  that  while  he 
thinks  certain  things  can  be  done  with  success,  any  such  program  as 
this  is  out  of  the  question.  At  any  rate,  we  have  not  reached  a  point 
where  it  can  be  done.  It  is  true,  as  I  said  before,  that  that  saving 
clause  was  introduced,  "  so  far  as  possible  " ;  but  you  surely  do  not 
want  the  Federal  Reserve  Board  experimenting.  We  had  better 
wait  until  the  condition  of  theory  and  scientific  thought  has  reached 
a  very  much  more  advanced  point  than  it  has  today. 

That  provision  embodies  really  the  essential  difference  in  point  of 
view  between  the  Reserve  Act  and  the  proposed  act,  and  in  my  opin- 
ion it  puts  forward  a  hazardous  program  for  a  Reserve  Board  to 
conduct,  one  that  is  fated  to  disappointment,  certainly,  and  perhaps 
disaster. 

Those,  gentlemen,  are  the  major  reasons  why  I  think  that  this  bill, 
if  you  are  going  to  pass  it  at  this  session — at  least  title  II  of  it — needs 
very,  very  careful  consideration  to  see  which  of  these  theories  is 
acceptable  and  to  harmonize  the  different  parts  of  the  bill  so  that  they 
dovetail  with  one  another  and  so  that  the  bill  is  consistent  with  those 
as  far  as  possible. 

In  addition  to  that,  this  measure  is  a  very  clumsily  written,  in- 
expert piece  of  work;  and  if  you  are  going  to  pass  it,  you  need  to 
have  it  completely  recast. 

In  my  statement  I  have  mentioned  a  few  of  the  principal  points 
that  I  think  are  in  that  class.  I  have  been  talking  too  long  a  time 
and  I  ought  not  to  keep  on  much  longer,  but  I  will  just  call  atten- 
tion to  a  very  few  of  them  if  I  may. 

The  mechanism  for  the  appointment  of  the  Governor.  Suppos- 
ing that  you  are  wholly  in  sympathy  with  it  as  it  stands  here  and 
are  going  to  keep  it.  I  think  it  should  be  recast  in  such  a  way  as 
to  make  plain  exactly  what  you  do  mean  by  it. 

At  the  top  of  page  45  of  H.  R.  TGI7  is  a  confused  sentence  which 
leaves  in  doubt  when  he  is  to  be  appointed  and  reappointed  and  how 
he  is  to  take  office. 

Senator  Glass.  I  would  suggest,  Doctor,  that  if  you  discuss  that 
in  your  prepared  statement  you  could  just  put  it  into  the  record 
and  we  will  read  it. 
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Mr.  Willis.  My  statement  covers  a  few  of  the  points,  but  I U 
to  make  the  statement  bear  upon  the  House  form  of  the  bill.  Sm 
arriving  here  I  have  added  various  others,  but  I  will  discontinue — 

Senator  Glass.  I  think  if  you  cover  those  details  in  your  Out- 
ment  it  would  be  more  effective  to  put  that  into  the  record  thud 
talk  about  them  here.  We  cannot  carry  it  all  in  mind;  at  let* I 
cannot. 

Mr.  WiLUfl.  Very  well.     I  have  nothing  else  to  present. 

(The  prepared  statement  referred  to  and  submitted  by  the  witxs 
is  here  printed  in  full  as  follows:) 


Mr.  Chairman  one]  members  of  this  committee,  in  the  following  stateoteKl 
have  endeavored,  merely  to  set  down  in  outline  my  views  about  the  bill  sk 
which  yon  have  asked  me  to  testify.  There  are  innny  details  and  many  stint 
tieal  analyses  which  should  be  made  with  reference  to  its  operation  It 
particular  aspects,  but  I  assume  that  you  do  not  care  to  have  me  go  into  sw* 
minutiae,  and  that  you  merely  want  n  general  statement  of  my  position. 

I  present  this  under  two  heads : 

1.  A  survey  of  the  banking  situation,  designed  with  a  view  to  showing  tMt 
no  action  whatever  should  be  taken  upon  It  at  the  present  time  ( partit-nlulj 
upon  title  II  of  the  bill),  and 

2.  A  survey  of  the  measure  itself  designed  to  offer  certain  general  critlrim. 
founded  upon  the  assumption  that  the  bill  Is  nevertheless  to  be  acted  tn» 
presently  and  is,  therefore,  a  fit  subject  for  specific  commentary. 

I  now  turn  to  the  matters  of  which  I  have  spoken : 

I 

First  is  the  question  whether  any  such  measure  should  be  enacted  at  tbe 
present  time.  As  to  till)'  I  submit  the  following  jnutcment,  the  substance  ot 
which  I  have  already  published  in  the  Com  me  rein  I  mid  Financial  Chronicle  of 
Ne«-  York : 


A  student  of  the  Eceles  bill  must  nut  allow  bis  attention  to  be  diverted  by  the 
multitude  of  suggestions  and  proposals  which  It  contains.  First  of  all,  anil  he- 
fore  all  else,  it  Is  essential  to  try  to  understand  the  ultimate  purposes  that  are 
held  in  view  by  the  measure.  These  are  presented  In  three  or  four  very  definite 
and  distinct  aspects  by  its  authors  and  sponsors.     It  is  presented: 

1.  As  a  completion  and  logical  application  of  the  ideas  embodied  In  the  Fwl- 
eral  Reserve  Act  but  never  fully  worked  out  in  practice. 

2.  As  a  rectification  or  corrective  of  faults  and  defects  in  the  actual  working 
of  the  Reserve  System,  which  have  been  noted  as  tbe  result  of  experience  aati 
whirl)  call  for  modification  or  alteration  if  our  present  banking  system  is  to 
be  successful  in  Its  functioning. 

3.  As  a  great  advance  above  anything  that  has  been  attempted  heretofore  is 
the  "supply  and  control  of  money",  by  permitting  the  Federal  Reserve  Board 
to  vary  the  amount  of  "money"  In  the  country  in  such  a  way  as  to  penult 
"planning",  or  a  "'planned  economy." 

4.  As  a  means  of  guarding  against  tbe  arrival  of  panic  conditions  or  exces- 
sive "  inflation  ",  such  as  niay  easily  result.  It  Is  asserted,  from  the  present 
surplus  nf  credit  now  found  on  the  books  of  our  batiks  and  Federal  Reserve 
batiks, 

5.  As  a  way  of  developing  needed  centralization  in  the  control  .>f  Imnkiti,', 
in  order  (•■  prevent  conflict  of  method  and  purpose  ami  to  hrlug  about  uoiBci- 
(Imi  and  consistency  in  tbe  development   of  banking  policies. 

lii-fi-re  lit  tempting  the  analysis  of  any  of  these  ideas.  It  is  worth  olisenu" 
that  Hie  ;:rent  [lowers  that  are  conferred  by  the  Eecies  bill  upon  ibe  Fwletii 
Itficrve  Board  would  also,  incidentally,  provide  for  tbe  accomplishment  of  lb* 
fulJotving  objects: 
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1.  The  further  and,  If  necessary,  the  exclusive  use  of  the  resources  of  the 
tanks  for  the  purchase  of  Government  bonds  and  obligations  in  the  endeavor 
o  provide  funds  needed  In  carrying  out  the  existing  program  of  the  admtnia- 
ration  for  money  spending; 

2.  The  more  or  leas  complete  crashing  of  any  Independence  in  banking — the 
jombination  of  all  banks,  whether  chartered  under  Federal  or  State  law  Into 
me  centrally  controlled  system. 

3.  The  withholding  of  credit  from  various  types  of  business  or  enterprises 
and  the  feeding  of  other  businesses  and  enterprises  with  a  smaller  amount  of 
iredlt  which  they  would  otherwise  probably  not  be  able  to  obtain. 

4.  Particularly,  the  upbuilding  of  the  mortgage  market  and  the  development 
»f  real-estate  financing  by  devoting  the  resources  of  our  commercial  banks  to 
that  end. 

B.  The  reefltabilshment  of  the  Joint  operation  of  Investment  and  commercial 
deposit  banking  which  had  prevailed  before  1B29  and  which  was  partially 
erected  hy  the  Banking  Act  of  1938. 

That  there  are  many  other  Incidental  provisions  and  objects  which  are  made 
or  served  In  this  Inclusive  measure  Is,  of  course,  ohvlous.  The  foregoing  brief 
survey  merely  assists  in  focusing  attention  upon  those  that  seem  most  out- 
standing. 

THE  ATTITUDH  OF  THE  POBLIO 

It  would  naturally  be  expected  that  so  great  a  measure  as  this  would  and 
should  receive  the  careful  attention  of  the  public,  with  a  view  to  Its  Improve- 
ment, or  to  the  reaching  of  a  decision  whether  it  should  be  adopted  or  not. 
Some  study  of  it  has  undoubtedly  been  given  by  the  public.  This  study  has 
resulted  in  two  major  suggestions : 

1.  That  of  a  special  committee  of  the  American  Bankers'  Association  which 
Is  apparently  disposed  to  accept  the  bill  very  largely  as  It  stands  In  Its  essen- 
tials, but  which  asks  for  some  Important,  modifications — the  chief  being  a 
division  of  power  In  regard  to  central  banking  functions  which  will  leave  to  the 
bankers  of  the  country  a  distinctly  larger  share  than  that  which  Is  allotted  by 
the  provisions  of  the  new  bill. 

2.  That  of  the  special  committee  of  the  New  York  Chamber  of  Commerce, 
subsequently  ratified  by  the  New  York  Chamber  of  Commerce  itself  for  the 
appointment  of  a  commission  to  look  over  the  entire  situation  and  see  what  Is 
needed  In  connection  with  hanking. 

3.  That  of  some  outstanding  figures  in  the  financial  and  banking  world  who 
have  thought  best  to  express  themselves  with  a  degree  of  frankness,  either 
in  personal  Interviews,  testimony  before  committees,  or  In  circulars  or  other 
ntternnces  issued  by  their  respective  banks. 

The  reader  who  surveys  these  definite  pronouncements  must  necessarily  come 
to  the  conclusion  that  only  in  a  very  few  Instances  has  any  positive  position 
been  assumed  in  regard  to  the  proposed  bill,  whether  for  or  against  it.  The 
American  Bankers'  Association  report,  for  example,  tacitly  assumes  that  the 
general  Idea  of  the  bill  Is  to  be  accepted,  but  merely  indicates  changes  that  are 
thought  to  be  necessary  In  connection  with  the  administrative  working  of  the 
measure.  The  various  utterances  of  outstanding  bankers  and  financial  authori- 
ties have  been  concerned  with  much  the  same  sort  of  questions  as  was  the 
committee  of  the  American  Bankers  Association.  For  the  most  part,  effort 
has  been  made  to  select  provisions  that  were  clumsily  written,  partisan  In 
nature,  inclined  to  favor  this,  that,  or  the  other  scheme,  or  to  render  Impos- 
sible, this,  that,  or  tbe  other  operation,  which  was  thought  by  the  authors  of 
the  bill  to  be  desirable.  In  hardly  any  of  them  has  there  been  a  careful  review 
of  the  underlying  philosophy  of  the  whole  measure.  A  publicist  recently  writ- 
ing on  money  and  banking  makes  the  following  statement  in  behalf  of  the 
proposed  bill : 

"The  fu  n  da  men  hi  lists  of  the  pre-war  Federal  Reserve  System  *  •  *  did 
not  believe  that  the  volume  of  money  can  or  ought  to  be  deliberately  con- 
trolled. *  *  •  They  thought  that  the  supply  of  money  should  contract  or 
exiinnrt  automatically  in  accordance  with  the  needs  of  industry  and  the  Im- 
ports anil  exports  of  gold.  They  are  opposed  •  *  •  to  the  whole  philosophy 
of  the  system  In  the  post-war  era.  *  *  *  Those  who  hold  this  view  are  in  a 
very  small  minority." 

This  cavalier  dismissal  of  the  Issues  Involved  in  the  subject  referred  to 
would  not  deserve  any  notice  If  it  did  not  represent  notions  ttafc  *t*  \*to^, 
taken  for  granted  by  a  good  many  hasty  observers.    There,  \a,  tA  ewvrefe,  w*6S»* 
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About  U>e  real  question  of  "money",  Its  "  supply  "  or   its   "control",  Is  Ik  I 
Bccles  lull,  nor  Ja  there  the  slightest  warrant  for  identifying  bank  deposit!  *tt  I 
money.    To  do  so  Is  like  the  statement  said  to  have  been  found  in  the  ln»  I 
duetory  paragraphs  of  an  Alice  In  Wonderland  algebra  that  "in  this  book* 
shall  regard  the  signs  plus  and  minus  as  Identical."    Bank  credit  is  not  Bug 
and  never  can  be  made  such,  and  what  la  really  under  discussion  In  this  iW 
mutter  Is  whether  there  Is  any  such  thing  as  credit  and   any  such  fnncts*  I 
desirable  or  otherwise,  of  testing  the  soundness  and   truthfulness  of  crA  I 
What  the  Eccles  bill  seeks  to  do  is  to  bring  about  a  complete  transformatloatf  I 
the  underlying  Ideas  of  banking  (whether  pre-war  or  other)    and  to  revUttfr  I 
entire  banking  system  accordingly.    Unfortunately,  this  undescrimlnating  Mt- 
tude  Is  pretty  generally  accepted  by  the  public  Itself,  Including  some  ban! 
who  have  been  disposed  to  regard  the  controversy  about  the  Eccles  bill  as  t 
more  than  a  debate  as  to  whether  the  "  money  of  the  country  "  should  be  ■ 
the  "control"  of  the  bankers  or  of  the  politicians.    This  Issue,  if  It  cat 
called  such,  Is,  however,  an  exceedingly  small  phase  of  the  real  questions  raiml 
by  the  Eccles  bill.    The  proi>osals  made  In  the  Eccles  bill  go  far  beyond  t> 
mere  question  of  controlling  money  or  credit  and  they  raise  tbe  issue  whette 
there  Is  any  such  thing  us  credit  at  nil  and  whether  It  is,  or  Is  not,  Idenuo! 
with  money. 

In  contrast  with  this  attitude  of  limited  understanding  of  ami  purtial  awp- 
esceuce  in  the  Eccles  measure,  we  have  the  proposals  included  In  {2t  abow, 
which  merely  ask  for  a  study  of  the  entire  proposal.  The  argument  in  favor  <t 
this  latter  proposal  is  as  follows : 

(1)  There  Is  no  emergency  today  recognized  that  would  warrant  a  hu3 
enactment  of  any  banking  measure  whatever.  The  Comptroller  of  the  Cur- 
rency has  emphatically  stated  tha,t  in  his  opinion,  the  banking  crisis  is  ovrr 
and  the  community  well  on  tbe  way  back  toward  a  normal  conditiou.  In  b» 
last  annual  report,  he  said,  "  There  Is  little  evidence  remaining  of  (he  colkier 
in  March  11)33  of  the  banking  structlon  of  the  Nation.  The  entire  system  hi.- 
been  rebuilt."  Practically  the  same  statement  lias  been  made  by  the  Secmur 
of  the  Treasury,  and  either  directly  or  by  implication  in  the  public  uttenunw 
of  the  President.  Judged  by  its  own  expressions,  the  administration  recogiiiv 
that  there  is  no  call  for  any  emergency  action. 

(2)  There  are  enough  observers  who  have  expressed  the  greatest  aiiUttj 
about  the  effects  of  the  Eccles  bill  to  make  it  evident  that  the  measure  sbmiN: 
nut  be  regarded  as  a  mere  routine  proposal  to  be  passed  as  a  matter  of  Eii-.it 
live  recommendation  and  without  study. 

i'S)  If  for  no  other  purpose  then  than  for  that  of  reconciling  conflict  in: 
views  and  obtaining  tlie  maximum  amount  of  support  for  a  far-reni-hing  | >!■>■- 
posal.  we  undoubtedly  ought  to  have  a  nonpartisan  invest  illation  of  the  »If>> 
lontalned  in  the  Eccles  bill ; 

(4)  Moreover,  as  is  generally  conceded,  the  Eccles  bill,  even  taking  ir  at  it- 
face  value,  just  us  It  stands,  by  no  means  covers  the  field  of  desired  baiikUtt 
legislation.  There  is  a  well-nigh  universal  recognition  among  students  "f 
American  banking  that  a  fairly  complete  "codification"  of  American  luinkin- 
law  is  needed,  and  with  »  commission  of  the  kind  referred  t".  if  cumpn^i 
of  men  of  standing  and  probity,  they  would  lie  able  to  lay  down  the  lines  altii 
which  such  work  ought  to  proceed  and  to  assure  a  satisfactory  result  of  n> 
Investigation  when  completed. 

This  is  the  case,  then,  as  between  hasty  enactment  of  the  Eccles  measure  aoj' 
the  proposal  r»  entrust  It  to  a  nonpartisan  cummisslon.  As  to  the  contention 
that  such  commissions  in  the  past  hnve  oftentimes  been  nom-ominittal.  in 
dined  to  waste  money  and  disposed  to  ilelny  action,  the  answer  is  perfe-tli 
plain.  All  this  depends  mi  the  kind  of  commission  that  Is  selected.  It  intent 
well  be  a  commission  servimr  without  pay.  and  ordered  to  turn  in  Its  re|»rt 
within  a  very  short  period  of  time.  In  any  case,  there  is  no  reason  whatever 
to  suppose  that  unconscionable  delay  and  unreasonable  exiiense  need  ne<v- 
8«rlly  be  involved  hi  the  effnrt  to  get  thorough  and  scientltlc  advice-  ationt  a 
matter  «f  iitiimsf  importance.  The  public  has  not  studied  the  subject,  is  in 
m>  piisition  to  do  so,  and  is  only  conscious  of  the  fact  that  a  great  tecliai.-nl 
problem  Is  befnre  It.  What  Is  most  urirent  is  to  afford  leadership  and  to  ursrt 
time  for  the  c:ireful  and  discriminating  presentation  of  argument  under  cmidi- 
tlons  that  will  permit  of  arrival  of  some  safe  set  of  conclusions.  To  drive  -u-ti 
n  measure  through  Congress  with  "whip  and  spur"'  at  the  present  time  wonM 
he  nnjiard'.nahte.  since  there  is  no  possible  basis  upon  which  to  defend  mai'S 
less  t"  justify,  it. 
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"  ECOLBB   BILL  "    AND  THE   FIDBBAL   BXSEBVE   ALT 

It  1b  now  desirable  to  devote  some  attention  to  the  various  arguments  I  hut 

have  been  presented  for  the  Immediate  enactment  or  the  Eceles  hill,  despite  the 

..general  consideration 8  that  have  just  been  presented.    Among  these,  one  of  the 

'  most  frequently  cited  is  tliat  which  has  bees  noted  as  coming  from  the  advocates 

of  the  measure  itself — that  It  completes  the  Ideas  of  the  Federal  Reserve  Act 

"  and  carries  the  views  of  its  framers  to  a  satisfactory,  logical  conclusion.    As  to 

tills,  an  Immediate  amiwer  may  be  relumed  on  the  basis  of  general  historical 

knowledge.     This  is,  that  there  is  no  respect  whatever  In  which  the  content  of 

■   the  Eceles  bill  can  lie  regarded  as  in  any  sense  completing  the  Federal  Reserve 

~  Act  or  carrying  It  to  Its  natural  and  logical  conclusion.    The  obvious  attempt  of 

the  Eceles  bill  la  to  overset  most  of  the  notions  of  the  Federul  Reserve  Act  and 

to  make  It  impoalble  for  that  act  to  function  in  the  way  that  was  intended  by 

Its  original  framers. 

The  Federal  Reserve  Act,  for  example,  had  as  o  definite  underlying  concep- 
tion, the  notion  that  the  desirable  outgrowth  of  a  central  banking  system  was 
an  "  elastic  currency  "  and  that  the  attainment  of  such  a  currency  should  be 
a  major  object  In  the  development  of  banking.  The  Eceles  bill,  on  the  other 
band,  holds  that  the  volume  of  business  la  n  reflection  of  the  volume  of  media 
of  exchange  while  it  erroneously  contends  that  "  deposits  "  are  "  money  "  and 
should  be  "  controlled  "  in  their  amount  with  reference  to  what  is  considered 
the  ideal  volume  of  business.  The  two  measures  are  thus  radically  opposed 
to  one  another,  without  the  slightest  integral  connection.  The  Federal  Reserve 
Act,  moreover,  In  its  original  drafts,  sought  to  place  the  management  of  bank- 
ing in  the  hands  of  bankers,  simply  giving  to  the  Government  the  opportunity 
to  be  present  at  all  deliberations,  know  what  was  going  on,  and  express 
opinions  or  have  an  adequate  voire  in  determining  conclusions.  "  Politics  " 
forced  a  compromise  between  friends  and  opponents  of  political  control  at  a 
very  early  date,  with  the  result  that  the  Federal  Reserve  Board  became  a 
distinctly  political  body,  while  the  choice  of  its  successive  members  became 
a  matter  to  be  determined  by  purely  political  considerations — a  decidedly 
diametric  contravention  of  the  original  purpose  of  the  Reserve  measure. 
The  Kccles  bill  places  the  control  of  Reserve  credit  entirely  In  the  hands  of 
the  Federal  Reserve  Board,  makes  that  Board  merely  a  group  of  marionettes. 
dominated  by  a  governor  who  is  merely  the  iiolltlcal  pappet  of  the  President 
who  may  be  In  oilice  at  a  given  moment,  and  takes  away  all  possibility  of 
self -government  from   banks  and  hankers. 

This  review  of  the  essential  features  of  the  p minuted  Eceles  bill  is  sufficient 
to  show  abundant  reason  for  thinking  that  there  not  only  Is  no  furtherance 
or  completion  of  Federal  Reserve  Ideas  In  the  Kn-les  bill  but  that,  on  the 
contrary,  the  adoption  or  the  Eceles  bill  would  tw  a  radical  defeat  of  the 
major  underlying  motives  or  principles  upon  which  Reserve  legislation  was 
founded.  The  effort  to  make  capital  out  of  regard  for  the  Reserve  System 
and  Its  record  is  thus  wholly  unwarranted,  without  the  most  remote  basis  In  fact. 

IS  THE  ECOLEB  BILL  A  NEW   PHILOSOPHY  OF  MONET  T 

In  contradistinction  to  those  impressions  which  represent  the  Eceles  bill  as 
merely  a  further  working  out  of  Federal  Reserve  Ideas,  we  have  the  opposed 
suggestions  that  It  Is  a  very  original  proposal  whose  adoption  would  take  the 
Federal  Reserve  System  out  of  the  rut  into  which  it  has  fallen  and  give  It  a 
new  and  proper  application.  Let  us  see  upon  what  this  contention  Is  based. 
Apparently  the  Idea  of  the  Eceles  bill  Is  to  centralize  the  discount  and  open- 
market  powers  In  the  hands  of  the  Federal  Reserve  Board,  or  of  institutions  or 
organizations  closely  connected  with  It.  Thus,  the  various  forms  of  the  bill 
already  available,  contemplate  the  placement  of  the  open-market  powers  in  the 
hands  of  a  committee  consisting  of  some  members  of  the  Board  and  certain 
governors  of  the  Reserve  hanks,  witli  the  Governor  of  the  Reserve  Hoard  as  the 
chief  factor  in  the  organization.  This  open-market  group  Is  to  decide  upon  the 
policy  to  lie  pursued  in  buying  and  selling  Government  bonds  or  acceptances — 
the  staples  of  open-murket  operations.  The  Eceles  bill,  furthermore,  seems 
to  give  to  the  Reserve  Board  the  power  of  Initiating  rates  of  rediscount,  in- 
stead of  watting  for  them  to  be  proposed  by  the  several  district  banks,  later 
to  be  approved  or  disapproved  by  the  Board  Itself  and  by  this  latter  means 
to  be  harmonised.  Finally,  the  Eceles  bill  authorises  (he  Federal  Reserve 
Board  to  determine  the  amount  and  composition  of  reserves  that  would  be  ex- 
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acted  from  member  backs,  by  compelling  the  banks — and,  (or  that  nutter,  tk 
Reserve  bunks  as  well— to  carry  larger  or  smaller  reserves  or  to  change  that 
constituents  so  as  to  regulate  the  supply  of  credit  available.  The  latter  J» 
posal  has  been  endorsed  by  Mr.  Eccles  himself  as  being  a  weapon  watt  * 
Board  could  use  to  very  great  advantage  in  cutting  off  or  reducing  the  d 
of  uncontrolled  "  inflation  "  or  expansion  which,  It  Ik  alleged,  exists  In 
serious  form  at  the  present  moment 

Here  we  have  a  proposal  not  to  introduce  anything  new  but  to  use  fai 
methods  and  factors  In  a  way  to  bring  about  an  unaccustomed  result  thru^k 
the  application  of  a  familiar  technique.  Suppose  that  the  Federal  Re*em 
Board,  under  the  new  bill,  should  determine  that  it  was  desirable  to  u» 
reserves  to  100  percent  of  outstanding  demand  deposits.  Certainly  then  ■ 
much  reason  to  suppose  that  such  a  step  might  be  ordered.  RepresentitlR 
Qoldsborough,  one  of  the  chief  proponents  of  the  measure  in  the  Hoom  d 
Representatives  has  expressly  said  that,  while  he  would  not  wish  to  see  «•& 
a  change  ordered,  by  a  step  that  would  cause  any  disorganisation  or  distn* 
ance  to  our  banking  system,  he  would  look  forward  to  an  ultimate  lntrochxti* 
of  the  notion  under  the  provisions  of  the  Eccles  measure.  Advisers  of  u* 
Reserve  Board  have  strongly  advocated  the  application  of  the  100-pentU 
reserve  requirement,  both  in  public  and  in  private.  Governor  Eccles  hlmsftt 
It  is  understood,  has  disclaimed  any  present  Intention  of  calling  It  Into  effect. 
but  much  of  his  testimony  and  general  philosophy  points  strongly  to  hoc*  ■ 
measure  as  the  inevitable  outcome  of  what  he  says  he  wants  to  do  under  tbt 
terms  of  the  measure.  If  banks  were  to  be  ordered  (bus  to  increase  thrir 
reserves  against  demand  deposits  to  100  percent  of  the  face  of  such  deposit! 
they  would  evidently  have  to  displace  other  assets  such  as  corporation  brant*. 
In  order  to  draw  in  claims  upon  banks  from  the  buyers  of  such  boniK  *»1 
these  buyers  would  have  to  provide  themselves  as  they  could ;  jx'rhap*  bj 
further  discounting  with  banks,  eventually  giving  rise  to  new  credits  with  the  I 
Reserve  batiks,  or  in  some  similar  fashion.  The  banks  themselves,  were  tbfj 
to  try  to  comply  with  the  requirement  would,  of  course.  And  that  they  cooW 
do  so  only  by  red Iscoun ting  with  Reserve  hunks,  and  in  order  to  get  the  materlti 
for  such  rediscount  hit;  would  have  to  buy  Government  bonds  since  <*<iuunt-r>'i*1 
paper  is  not  available  in  any  such  quantity. 

An  easier  way  to  apply  the  meaning  of  the  proposed  provisions  then,  woaH 
be  to  require  that  100  percent  be  held  In  reserve  credit  plus  Government  bODds. 
in  which  case  the  banks  would  iiave  to  buy  the  additional  Government  lmnd» 
as  they  were  issued,  giving  credit  on  their  own  bonks  and  then  immediate? 
discounting  notes  en! intended  by  the  new  bond*  with  the  Reserve  System,  or 
Ihey  would  have  to  (os  before)  get  the  funds  with  which  to  pay  for  them  by 
disposing  of  their  corporate  bond  holdings  ami  using  the  funds  to  build  up  their 
reserves,  or  would  have  to  obtain  the  Government  bonds  by  what  amounts  W 
an  exchange  of  corporate  issues  for  Governments,  so  that  eventually  they  would 
become  the  holders  of  the  amount  of  Government  bonds  needed  to  equal— with 
tlieir  reserve  credits  and  cash — the  amount  of  their  demand  deposits  hi 
these  ways,  unquestionably,  scvernl  "  birds  could  be  killed  with  one  stone  "— 
the  Government  bonds  could  he  sold  In  new  and  huge  amounts  ns  a  practical 
necessity  on  the  part  of  the  banks  to  acquire  them;  while  the  theoretic  desire 
to  rebuild  the  reserves  of  the  banks  to  this  "  100-percent  money "  would  be 
attained.  On  the  other  hand,  such  a  policy  would  satisfy  the  demands  of  the 
numerous  persons  who  have  asked  that  Government  bonds  shall  be  m-i'V  «>»- 
vertible  directly  into  paper  currency.  This  policy,  said  to  hnvc  been  serious'? 
considered  In  connection  with  the  new  hill,  might,  of  course,  he  subject  to  more 
or  less  modification:  the  point  is,  that  it  has  been  thought  of  and  is  Mm 
considereil  by  authoritative  persons  and  represents  what  must  be  regarded  »s 
Unquestionably  the  gravest  of  dangers — the  development  of  a  situation  in 
which  the  assets  of  the  banks  consist  practically  wholly  of  Government  bond* 
while  the  banks  themselves  liecome  merely  agencies  for  the  making  of  lotus 
stated  In  terms  of  Government  jiaper.  That  such  a  liollcy  would  it.iini'rit 
transcend  In  danger  the  issue  of  inure  "greenbacks"  needs  no  argument  awl 
vet  It  seems  to  be  a  measure  which  either  by  actual  design  or  as  the  result  "f 
policies  inevitablv  resulting  from  what  lias  alrondv  been  attemptc".  wc«:W 
necessarily   come   Into   use. 

We  have  here  (he  crux  of  the  situation  which  is  raised  by  the  Rcel.>s  bill  1* 
•h:it  bill,  either  directly  or  indirectly,  the  menus  of  still  further  dev  tin.  :  ■ 
assets  of  the  banks  to  llie  purchase  of  Government  bonds,  thereby  enlarging  tbe 
potmtlal  field  for  bond  issues  and  thereby  enabling  the  Government  to  go  on  with 
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deficit  financing  for  a  considerably  longer  time  without  perhaps  bringing  about 
an  immediate  crash  in  oar  financial  structure?  The  general  philosophy  under- 
lying such  measures  would  be  the  same  as  that  which  Mr.  Eccles  outlined  In  his 
testimony  before  the  Senate  commission  investigating  economic  affairs  In  the 
spring  of  18H3.  It  cannot  be  possible  that  his  opinions  and  views  about  bnnklng 
have  been  very  greatly  changed  In  the  2  years  that  have  elapsed  since  that  time. 
Especially  when  we  know  his  advocacy  of  the  proposed  measure  and  the  easy 
way  In  which  its  terms  allow  themselves  to  product-  s-'me  such  outcome.  The 
underlying  notion — that  the  Government  and  its  credit  should  constitute  the 
foundation  of  the 'credit  of  the  Nation  and  that  advances  made  by  the  Government 
for  whatever  purpose  should  constitute  the  basis  of  the  currency  rather  than  to 
use  for  that  purpose  resources  or  wealth  originating  through  private  investment 
or  business  enterprise,  the  latter  being  necessarily  reduced  In  Importance  as  the 
scope  of  Government  lending  enterprises  grow — is  the  Inevitable  outcome  of  what 
1b  now  urged.  Probably  there  are  very  few  in  the  community  who  have  seriously 
'Contemplated  the  practical  application  of  any  such  theories  as  these,  partly 
been unc  they  are  so  foreign  to  those  which  have  underlain  the  education  of 
bankers  heretofore,  and  partly  because  of  the  disastrous  consequences  that  must 
ensue  from  them  to  the  business  of  a  country  that  is  not  completely  govern- 
mental tied  or  communlaed.  We  must.  In  shcrt.  conclude  on  this  one  ground 
alone  that  the  basic  thoughts  of  the  Eccles  bill  not  only  are  not  a  completion 
or  farther  working  out  of  Federal  Reserve  conceptions,  and  not  only  far  from 
being  merely  a  wider  application  of  governmental  supervision  of  hanking  In  order 
to  secure  greater  honesty  and  sincerity,  hut  are  also  something  very  much 
broader :  The  embodiment  of  the  idea  of  public  credit  as  a  substitute  for  private 
credit. 

It  was  Lenin  who.  in  discussing  the  subject  of  hanking,  made  It  clenr  that  in 
his  opinion  the  first  approach  to  a  communlaed  state  must  be  found  in  complete 
national  control  of  the  monetary  and  banking  system;  and  in  this,  he  followed 
other  authorities  of  equal  standing  among  Communists.  The  Eccles  Mil.  as  now 
termed,  does  not  confessedly  puri>ort  to  aim  at  any  such  ideas ;  and  it  would  be 
Impossible  to  find  a  specific  recognition  of  them  in  any  section  of  the  treasure. 
They  are  present,  however,  by  Implication  in  the  ways  that  have  Just  been  indi- 
cated: and  even  though  they  may  not  be  extensively  put  into  effect  upon  the 
adoption  of  the  bill,  would  always  remain  as  an  imminent  possibility  In  connec- 
tion with  Its  application. 


By  an  amendment  to  the  Eccles  bill  which  was  proposed  In  the  House  of 
Representatives,  provision  was  made  for  instructing  the  Federal  Reserve  Board 
to  use  its  credit  powers  as  a  means  of  bringing  about  a  balanced  or  "  planned  " 
economy  in  the  Nation  at  large.  The  thought  underlying  this  amendment  was 
that  since  the  granting  or  withholding  of  credit  greatly  facilitates,  If  It  is  not 
absolutely  necessary  to,  the  Investment  of  capital  in  the  development  of  an 
Industrial  enterprise,  the  granting  of  power  to  withhold  such  credit  n.'iist  make 
It  possible  for  the  credit-granting  authority  to  deprive  undesirable  enterprises 
of  funds,  while  at  the  same  tlire  encouraging  those  that  are  thought  to  be  de- 
sirable to  proceed  with  their  plans.  Governor  Eccles  himself,  In  commenting 
upon  the  Interpretation  of  the  House  proposal,  lias  expressly  stated  that  the 
Eccles  hilt  does  not  give  to  the  Federal  Reserve  Board  any  power  over  credit 
that  it  does  not  already  possess  and  has  asserted  that  tlie  new  measure  would 
not  in  any  way  whatever  enable  the  Board  to  deprive  a  given  enterprise  of  the 
credit  which  would  otherwise  he  granted  to  It. 

Probably  a  case  can  be  made  out  for  the  technical  accuracy  of  these  asser- 
tions. H  remains  true,  however,  that  tile  proposal  must  have  had  some  mean- 
ing and  that  if  it  had  any  meaning  it  was  intended  to  indicate  that  the  cen- 
tral I  zed  -credit  power  of  the  community  was  to  be  used  in  checking  or  ad- 
vancing the  general  activity  of  business  so  far  as  any  such  policy  could  check 
i>t  advance  that  activity.  Indeed,  much  of  the  testimony  of  Mr.  Eccles  himself 
is  based  upon  the  thought  that  It  Is  possible  In  this  way  to  further  or  advance 
business.  In  his  speech  at  Columbus,  Ohio,  shortly  after  the  Eccles  bill  was 
first  made  public,  the  Governor  of  the  Federal  Reserve  Board  asserted  that 
he  did  not  supimse  It  would  be  possible,  by  the  use  of  reserve  credit,  completely 
to  smooth  out  the  business  cycle,  but  he  thought  that  considerable  progress 
might  lie  made  in  that  direction. 

How  would  such  a  result  be  attained?  Obviously  by  making  it  harder  or 
more  expensive  for  business  to  expand  nnder  such  a  policy,  when  thonght 
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necessary,  or  by  rendering  It  easier  for  the  business  to  expand  when  thai  pah) 
was  desired.  It  may  be  remarked  parenthetically  that  tills  Is  a  power  ttid, 
in  the  older  thinking  on  banting,  was  regarded  as  a  fundamental  funcoMi" 
banking  and  which  when  Judiciously  exercised  tended  to  prevent  tbe  «w 
expansion  of  industry  leading  It  to  so-called  "boom"  followed  by  "pair' 
conditions.  It  also  has  underlain  the  whole  philosophy  of  "  easy  money  "«!» 
advocated  by  the  Federal  Keserve  Board  as  may  be  proven  by  any  nnmheti 
citations  from  their  reports  of  recent  years.  What  is  proposed,  then.  If  « 
dently  to  centralize  in  the  liands  of  the  Board,  bank  powers  In  relstka  ■ 
business  which  have  heretofore  been  resident  In  the  individual  luniks,  or  t 
those  banks  with  tlie  aid  and  oversight  of  the  Federal  Keserve  banks.  Ttat 
is  probably  nothing  In  the  Eccles  bill  which  would  authorize  the  Hoard  k 
prevent  the  First  National  Bank  of  an}'  given  place  to  cotitltiue  making  h 
to,  let  us  say,  tbe  automobile  Industry,  or  that  would  compel  it  to  cease  roathf  I 
such  loans ;  but  there  is  ample  provision  In  the  Eccles  bill  which  would  m»  I 
it  possible  for  the  Board  to  cut  off  such  a  bank  from  rediscount  facilities  era  I 
render  rediscount  facilities  more  available  to  It.  1 

The  germ  of  such  authority,  undoubtedly,  exists  In  the  present  Federal  ml  I 
but  subject  to  a  system  of  checks  and  balances  which  control  It,  just  as  tie  | 
checks  and  balances  of  our  Constitution  prevent  the  exercise  of  despotic  p 
by  an  Executive. 

Tbe  Eccles  bill  eliminates  many  of  these  checks  and  balances  and  tin  | 
renders  what  under  proper  conditions  of  use  Is  a  beneficial  authority,  a  jmtentMi 
instrument  of  despotic  financial  power.  It  la  also  a  fact  that  such  n  power  m 
be  wisely  used  only  locally  and  that  it  cannot  ordinarily  be  used  to  good  pat- 
pose  as  a  general  policy  to  lie  applied  over  a  large  competitive  area.  It  h 
seldom  true  that  in  any  given  line  of  business,  all  concerns  are  ovi-reipaadlm 
or  the  reverse,  and  the  direction  of  industry  by  means  of  general  loan  rejni=- 
tions  is  correspondingly  difficult.  Desirable  as  It  may  be  to  employ  bantu* 
as  a  means  to  bring  about  conservatism  In  business  enterprise  such  imw 
certainly  cannot  be  relied  upon  less  those  who  use  them  are  more 
informed  and  far  more  trustworthy  In  their  use  of  such  powers  than  th. 
whom  the  authority  has,  In  fact,  been  committed.  Tbe  Eccles  bill,  tber 
would  largely  take  away  the  powers  spoken  of  from  those  who  have  herein 
fore  been  entrusted  to  use  them  anil  would  vest  them  In  political  or  govern 
mental  authorities  whose  knowledge  of  their  use— as  the  He-serve  Hoard  ti< 
heretofore  been  constituted — must  be  very  seriously  questioned.  We  catm.:. 
therefore,  give  imy  credence  whatever  to  the  hoi*  expressed  hy  Mr.  Kivles  ami 
others,  thai  the  proiaised  measure  would  result  in  a  saner,  more  conseiTatiw. 
more  restrained  use  of  credit  for  the  pur|a>se  of  preventing  the  development  <■( 
"inflationary"  or  overexpanded  industrial  conditions,  and  we  must  fear  that 
mistakes  of  Judgment  in  the  application  of  such  centralized  credit  would  lend 
to  aggravnte  danger  which  might  otherwise  lie  self -corrective. 

Before  leaving  this  sulijecl  it  should  he  carefully  noted  that  hy  n<>  means 
ail  economists  are  inclined  to  the  opinion  that  any  use  of  bunk  credit.  h"»- 
ever  wisely  made,  can  exert  any  such  effect  upon  (lie  develiipiiient  of  hushies* 
or  the.  arrival  of  "  booms  "  or  in  curing  of  del' less  ions,  as  Is  thus  alleged.  I 
very  large  s<'hool  ..f  thought  holds  that  hank  credit  is  the  outcome-  »r  reflW- 
tioJi  of  business  conditions  imd  hy  no  means  the  motivating  cause  of  chance? 
therein.  If  the  views  of  this  latter  school  hold  good,  the  use  of  powers  so«h 
as  those  advocated  by  Mr.  Eccles,  would  be  likely  to  eventuate  merely  in  ti.t 
"pegging"  of  enterprises  that  had  liecoine  greatly  expanded,  us  in  the  can- 
of  I  he  Ilet'onstruclion  Finance  Uirponiliim.  The  result  In  such  a  ca>e  w..il,I 
he  nothing  more  than  to  divert  the  resources  or  credit  of  the  community  int.- 
the  support  nf  unproductive  undertakings,  or  undertakings  thai  arc  'in-— 
nnniicHlly  operated,  with  the  eorrespumliiig  loss  and  disadvantage  of  tin- 
business  colli  mini  Ity. 

PHK    QrKSTIriN    OK    *fKEDEI>    CE.VfRAU ZAT10.N 

A  very  strong  pant  has  been  made  in  connection  with  the  Eccles  bill  of  tbe 
fact  that  under  existing  conditions  it  is  unsafe  or  unwise  to  leave  u  laiv 
local  latitude  in  the  use  of  financial  assets  to  hanks  which  might,  or  nusM 
not.  emplov  it  wisely.  I'll  wise  use  of  such  power  has  la-en  iiotntiil  nut  a' 
la-lug  a  major  and  fuelling  ciiuse  .if  bank  failures,  the  latter  to  1h-  viewed  is 
I  he  result  of  hasty  or  Ill-judged  credit  manipulation,  resulting  in  stiundutaic 
or  depressing  industry  or  In  "tying  up"  Individual  batik  offices,  by  giTuui  in 
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'the  Federal  Rew?rre  Board  and  Its  affiliate  enterprises  of  deposit  guaranty, 
'.'and  so  forth,  the  authority  to  simplify  control  and  improve  bank  examinations, 

*  while  rendering  them  less  onerous  and  less  expensive.     Here  is  a  proposal 
'which  naturally  appeals  to  many  bankers  who  have  found  the  present  agencies 

*■  of    supervision    incompetent,    self-contradictory,    and    costly ;    but    would    cen- 
tralized control  bring  about  the  desired  result?    There  1b  no  definite  reason 

-  to  suppose  bo.     Experience  In   the  past  has  shown  that  bank  examination  ia 
essentially  a  matter  which  must  be  carried  on  locally  by  men  familiar  with 

-  local  paper  and   with  local  conditions.     The'  condition  of  banks  cannot  be 
'  judged  by  rigid  standards.     Many  a  bank  is  in  a  sound  enough  condition  for 

-  Its  own  locality  and  for  the  community  which  It  serves,  but  would  be  anything 
bat  satisfactory  in  another  place  a  thousand  miles  away.     Whatever  faults 

-  there  are  in  the  present   examination   and  oversight  system,   can  be  easily 

•  "  Ironed  out "  without  any  application  of  broad  powers  that  have  nothing  to 
'  do  with  the  problem  of  supervision  by  a  Federal  body. 

There  are  many  bankers  in  the  United  States  who  from  the  very  beginning 
of  the  Federal  Reserve  System  have  felt  that  the  organization  of  that  system 
1  upon  a  district  footing  was  unwise.  Many  tntluentltil  bankers  opposed  the 
:  Federal  Reserve  Act  on  that  account,  and  said  that  It  would  never  be  possible 
under  any  circumstances  successfully  to  build  up  efficient  discount  markets 
on  a  local  hasis.  They,  therefore,  antagonized  the  underlying  thoughts  of  the 
original  Federal  Reserve  Act.  While  perhaps  a  majority  of  such  former 
advocates  have  changed  their  attltnde,  and  since  then  have  become  advocates 
of  the  district  system;  by  no  means  have  all  done  so  It  seems  fairly  clear 
that  the  proposal  made  In  the  Eccles  bill  to  diminish  the  importance  or 
authority  of  the  several  Reserve  banks  In  order  to  add  to  that  of  the  Federal 
Reserve  Board  lias  met  with  some  approval.  Just  here  it  should  be  noted 
that  this  attitude  on  the  part  of  some  hankers  is  entirely  based  upon  the 
thought  that  the  centralization  desired  was  to'  take  place  under  banking 
supervision  and  self-government.  Were  they  convinced  that  the  centralized 
system  now  proposed  would  never  be  developed  or  operated  upon  a  basis  that 
was  more  truly  financial  than  the  present,  it  may  well  he  doubted  whether 
they  would  advocate  the  change. 

1'rnhiibly  a  good  many  have  felt  that  the  proposed  system  would  gradually 
develop  into  a  pluu  whereby  the  great  powers  vested  by  it  in  a  political 
organization  would  be  gradually  taken  over  by  some  one  of  the  Reserve  hanks, 
say  by  the  Reserve  hank  of  New  York,  just  as  the  latter  had  during  the  pre- 
livjt)  period  succeeded  in  taking  to  itself  much  more  than  its  normal  share 
of  Influence  in  the  system.  The  question  wiiether  any  such  development 
could  be  counted  upon  is  necessarily  more  or  less  conjectural,  but  there  are 
abundant  reasons  for  believing  at  the  present  time  that  the  political  organiza- 
tion at  Washington  will  not  be  likely  to  part  with  the  authority  that  it  acquires 
unless  compelled  to  do  so  by  some  general  collapse.  The  hope  therefore  of 
reaching  the  development  of  a  genuine  bankers'  central  bunk  controlled  hy 
bankers  and  centralized  through  the  membership  of  some  institution  situated, 
perhaps  In  New  York,  must  be  regarded  as  without  adequate  foundation. 
There  is  not  enough  basis  for  it  to  warrant  those  who  believe  in  that  form 
of  transformation  of  our  hanking  system  to  trust  themselves  to  the  indicated 
method  of  attaining  it.  Even  if  the  proposed  measure  worked  at  its  best, 
the  kind  nf  financial  centralization  thus  hoped  for  would  probably  bo  rendered 
more  distant,  rather  than  less.  If  the  proposed  measure  should  lead  to  the 
disasters  which  many  foreshadow  for  it,  the  cost  of  bringing  about  the  desired 
consummation  would  be  far  too  great  to  be  thought  of. 

IK)  we  WANT  A  HANKING  COMMISSION} 

Kmiu-'ii  has  been  said  to  indicate,  entirely  free  from  any  partisanship  for  or 
against  the  Kccles  bill.  Iwo  things: 

(1)  There  Is  a  large  field  for  difference  of  opinion  about  the  actual  effects 
of  the  Eccles  bill  and  about  the  theories  which  underlie  It.  It  undertakes  to 
do  many  things  that  have  heretofore  been  regarded  as  unsound,  dangerous, 
and  contemplated  to  disturb  the  entire  basis  of  modern  business. 

(2)  There  Is  a  feeling  of  distrust  and  doubt  about  the  proposals  that  exist 
not  only  among  the  banking  community,  bnt  also  among  businessmen,  without 
regard  to  party,  and  which  must  necessarily  make  adoption  of  the  measure 
unwise,  especially  in  our  present  economic  situation  and  necessitate  its  serving 
as  a  cause  of  disturbance  in  financial  and  economic  relationships. 
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Inasmuch  as  It  is  agreed  on  all  hands  that  no  emergency  exists  or,  at  d 
events,  is  admitted,  which  calls  for  the  prompt  adoption  of  such 
would  seem  to  be  only  the  part  of  common  wisdom  to  obtain  the 
nonpartisan  and  capable  men,  viewed  by  the  country  as  worthy  of 
before  any  irrevocable  step  is  taken.  The  plain  dictate  of  common  sense  *e* 
be  therefore  the  remedy  which  has  been  suggested  by  the  New  York  Chtafc 
of  Commerce  and  by  other  agencies  of  equal  weight,  In  the  appointment  rf 
satisfactory  commission  to  look  quickly  over  the  entire  field  of  banking  1*0- 
lalion  and  to  Indicate  what  is'  needed.  Such  a  commission  need  not  spai 
much  time  in  purely  technical  discussion;  It  could  safely  leave  that  to  exrot 
advice,  to  be  rendered  to  committees  of  Congress  or  to  be  obtained  In  MB 
other  way.  But  there  is  the  most  cogent  reason,  before  taking  radical  at 
extreme  steps,  such  as  are  proposed  in  the  Eccles  bill,  to  ask  for  a  cskM 
weighing  of  the  general  considerations  that  underlie  the  Institution  of  hanknt, 
with  a  view  to  focusing  upon  the  proposals  the  sanest  opinion  In  tlie  «• 
munlty.  If  for  no  other  purpose  than  that  of  obtnlning  popular  assent  to « 
support  for  whatever  may  be  adopted. 

Every  modern  country  has  followed  this  plan  before  making  any  far- reach!* 
change  In  Its  banking  system.  It  is  the  method  which  was  employed  by  Gnat 
Britain  in  the  appointment  of  the  Mncmillan  Committee:  In  Germany  by  Q> 
institution  of  the  Reichsbank  Enquete,  and  elsewhere  by  appropriate  bodin 
vested  with  the  necessary  powers.  We  shall  act  recklessly  and  unwarrant- 
ably If  we  fail  to  follow  the  example  of  human  experience. 

II 

Second — I  now  turn  to  a  discussion  of  the  proposed  bill  hs  a  practical  matter, 
upon  the  assumption  which  I  have  already  Indicated — that  the  measure  is  is 
fact  to  be  acted  upon  at  this  session : 

The  salient  features  of  the  bill  are  grouped  under  the  head  of  "  title  t 
amendments  to  the  Federal  Reserve  Act ".  and  consist  in  a  series  of  change) 
in  those  parts  of  existing  law  which  lay  down  the  fundamental  bases  of  ov 
central  banking  organization.  These  are:  (1)  The  self-governing  character  of 
the  System:  (2)  the  maintenance  of  liquidity  and  redeomability  on  the  pan  of 
Federal  Reserve  banks  and  through  their  agency;  (3)  the  conservation  ol 
soundness  aud  liquidity  of  member  banks. 

CHANCES  IN  RESEBVU  SYSTEM  CONTBOI. 

The  new  bill  effects  a  far-reaching  change  In  Reserve  System  control  throngo 
two  methods : 

(1)  Alteration  of  the  composition  of  the  directorates  of  Reserve  banks: 

(2)  Alteration  of  the  composition  of  the  Federal  Reserve  Board  and  of  its 
relation  to  the  banks.  At  present  each  Reserve  bank  has  9  directors,  of  whom 
3  (known  as  "class  C")  are  nominated  by  the  Government.  1  to  be  known  u 
"chairman  and  Federal  Reserve  agent."  Tbe  local  bonrd  of  9  members  in 
each  Reserve  bank  selects  Its  own  executive  officers  who  are  headed  by  I 
governor  and  1  or  more  deputy  governors,  and  these  men  are  and  always  have 
been  the  actual  operating  officers  of  the  institution.  This  arrangement  wi* 
the  outgrowth  of  a  compromise  at  the  time  the  Reserve  Act  was  established. 
Original  drafts  of  the  Reserve  Act  had  called  for  the  selection  of  local  hoard* 
consisting  of  business  men  and  bunkers  resident  in  the  district,  hut  at  the 
insistence  of  Mr.  W.  J.  Bryan  the  Government  was  given  one-third  of  the 
directors  with  the  chairmanship,  although  it  never  contributed  a  single  cent 
to  the  capital  of  the  Reserve  hanks. 

In  the  same  way  the  original  Federal  Reserve  Hoard  was  intended  to  be  « 
self-governing  body,  chosen  particularly  by  the  Reserve  banks  themselves, 
although  with  a  representation  of  Government  officials.  It  liecnnie  nn  all-G.ir- 
eminent  appointive  board,  with  matters  so  arranged  that  the  Secretary  of  the 
Treasury  was  practically  in  control  of  it. 

Tlie  System  has  continued  even  under  these  conditions  to  grow  more  «ni 
more  political  as  the  years  have  passed,  and  there  has  never  lieen  a  time  when 
tbe  Treasury  Department  could  not,  and  at  any  time  when  It  choose  to  do  .»> 
did  not  exercise  a  directive  power  in  the  management  of  the  Reserve  bank*,  si 
far  at  least  as  it  was  necessary  to  8oat,  manipulate,  and  market  its  own  securi- 
ties. Under  the  new  act  it  Is  Intended  to  have  the  governors  of  Reserve  tank; 
replace  tbe  chairmen,  thus  combining  the  making  of  policy  with  the  actual 
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execution  of  It  and  placing  the  operation  of  the  banks  under  the  Immediate 
influence  of  the  Reserve  Board  at  Washington. 

The  Reserve  Board  itself  had  always  been  weak  and  was  intentionally  so 
selected.  It  has  grown  weaker  as  the  years  have  passed,  and  If  the  present 
changes  In  Reserve  structure  were  to  Involve  the  retention  of  the  old  type  of 
Board  with  Its  former  powers,  the  result  might  not  be  of  much  Importance, 
The  proposed  act,  however,  would  have  the  Reserve  Board  practically  originate 
the  appointments  of  the  governors,  while  the  Board  itself  Is  to  be  "  packed." 
Bvery  obvious  provision  Is  made  In  the  new  act  for  Inducing  or  compelling  the 
older  members  of  the  Reserve  Board  to  retire,  while  an  inconspicuous  provi- 
sion, obscure  in  language,  enables  the  President  to  appoint  any  governor  he  may 
please,  regardless  of  the  latter's  residence  or  location,  he  being  expressly  ex- 
empted from  the  geographical  restrictions  which  apply  to  other  members  of  the 
Board.  The  President,  moreover,  is  authorized  not  only  to  designate  a  governor 
but  to  terminate  his  designation  whenever  he  pleases,  and  in  one  form  of  the 
bill  immediately  to  drop  him  from  the  Board,  since  when  he  ceases  to  be  a 
governor  "  he  shall  be  deemed  to  have  served  the  full  term  for  which  he  was 
appointed."  The  structure  of  the  new  mechanism  then,  reduced  to  Its  lowest 
terms,  Is  this: 

(i)  A  President  of  the  United  States  who  appoints  a  Federal  Reserve  Board 
and  designates  a  member  of  that  Board  as  governor; 

(21  The  Board  Itself  Is  given  long  teims  of  office  and  Is  geographically 
distributed,  hut  the  President  may  designate  any  member  as  Governor,  remov- 
ing him  at  will  and  thus  change  the  balance  of  the  Board  completely  if  It 
should  be  closely  divided. 

(3)  A  Federal  Reserve  bank  board  (1  In  each  of  the  12  districts)  presided 
over  hy  a  board  of  directors,  3  of  whom  are  Government  appointees  with  a 
maximum  term  of  6  years,  and  1  of  them  designated  as  governor,  who  may 
have  an  indefinite  term,  by  the  Federal  Reserve  Board  (which  means  by  the 
Governor  of  the  Federal  Reserve  Board,  which  means  by  the  President  of 
the  United  States)  and  removable  without  notice. 

(4)  A  reserve  banking  mechanism  which  is  fully  authorized  to  appoint 
clerks,  pay  rent,  buy  stationery,  etc.,  but  which  In  all  other  activities  shall 
be  controlled  by  the  political  authorities  at  Washington. 

CHANOC    IN     CREDIT    STRUCTOBB    AND    POLICY 

The  original  Federal  Reserve  act  provided  for  a  credit  structure  In  which 
local  policies  were  to  be  made  by  the  local  boards  of  directors  and  harmonized 
through  the  exercise  of  a  nugatory  or  veto  power  of  the  Federal  Reserve 
Board.  It  was  expressly  Intended  to  give  to  the  local  Reserve  banks  full 
control  over  the  credit  conditions  In  their  districts  and  to  make  them,  so  far 
as  possible,  democratic  and  locally  responsible  for  what  went  on.  From  time 
to  time,  as  years  have  passed,  the  Federal  Reserve  Board  bas  assumed  a 
power  of  domination  and  has  been  prone  to  dictate  to  the  several  boards  of 
directors,  as  on  the  notable  occasion  when  it  forced  a  bank  to  reduce  Its  rate; 
but  the  theory  of  the  act  has  continued  unchanged  up  to  the  act  of  January 
80,  li)34,  when  the  Secretarv  of  the  Treasury  was  vested  with  power  to  use  a 
stabilization  fund  of  $2,000,000,000  in  buying,  and  selling  Government  bonds, 
foreign  exchange,  and  practically  any  kind  of  marketable  paper  that  be  saw  tit. 
Under  the  proposed  bill,  a  committee  controlling  open-market  operations  on  the 
part  of  the  Reserve  hanks  Is  established  to  supersede  the  present  committee, 
which  represents  nil  the  Reserve  banks  ami  which  determines  open-market 
policies,  subject  to  the  oversight  of  the  Hoard.  The  new  committee  would 
consist  of  the  Governor  of  the  Reserve  Hoard,  who  is  chairman  of  the  com- 
mittee, 2  members  of  the  Reserve  Board  Itself,  and  2  governors  of  Reserve 
banks.  Meetings  of  this  committee  are  to  be  held  when  the  Governor  of 
the  Reserve  Hoard  may  cull  them  and  it  is  to  have  power  to  direct  open- 
market  operations  of  the  several  Reserve  b:mks.  Put  In  plain  language, 
this  means  that  an  appointee  of  the  President  of  the  United  States,  selected 
as  he  may  see  111  and  accompanied  by  certain  satellites  is  to  have  control  of 
the  open-market  operations  of  the  System  and  to  prescribe  such  operations 
on  the  part  of  every  one  of  the  Reserve  banks. 

Along  with  these  changes  In  the  credit  structure  effected  through  the  modi- 
fication of  the  open-market  committee  goes  the  opening  of  the  rediscount  privi- 
lege to  any  "  sound  assets  of  *  *  *  a  member  bank  ",  the  Board  itself  being 
the  sole  Judge  of  "  soundness  "  and  the  ultimate  authority  as  to  operations  of 
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the  Reserve  bank.  The  meaning  of  this  provision  evidently  is  that  the  Govenar 
of  tile  Reserve  Board,  appointed  by  the  President  of  the  United  States,  ihd 
have  power  to  operate  Reserve  banks  on  a  basis  of  rediscount  which  shall  a<Ut 
any  assets,  bonds,  stocks,  commercial  paper,  mortgages  on  real  estate,  that  ay 
be  owned  by  a  member  bank,  provided  that  the  Board,  constituted  as  htre» 
fore  indicated,  has  designated  them  us  "  sound." 

In  addition  to  these  far-reaching  changes  of  structure,  it  is  specified  thittfc 
Federal  Reserve  Board,  "  in  order  to  prevent  Injurious  credit  expansioa  « 
contraction ''.  may,  when  and  an  it  pleases,  change  the  Reserve  reqalremtM 
of  the  member  banks  throughout  the  country.  The  language  of  this  pruvlrioi 
Is  obscure,  but  apparently  would  Imply  that  it  may  release  member  banks  Id  ■ 
favored  Federal  Reserve  district  from  all  or  any  part  of  existing  Renew 
requirements,  at  the  same  time  that  it  maintained  and  increased  them  In  other* 

DEBAUCHING  THE  CI  RKE.VCY 

It  would  have  been  strange  if  the  new  central  banking  bill  had  stopped  with- 
out seeing  what  it  could  do  toward  a  further  change  in  our  currency  sygttn 
designed  to  provide  "  enough  money."  In  order  to  bring  about  this  detind 
situation,  the  new  bill  specifies  that  the  existing  system  of  placing  special  at 
la tern I  led  security,  consisting  of  commercial  paper  or  Government  bonds.  It 
the  hands  of  the  Reserve  agent  or  chairman  to  be  held  by  him  for  protection 
of  the  Government— the  Idea  of  col  lateral  ling  the  notes  Is  to  be  rompletdf 
abandoned.  Instead  of  being  notes  which  at  first  were  based  upon  commercial 
paper  and  later  u[>on  commercial  paper  protected  by  Government  bonds  and 
Still  later  upon  Government  bonds  themselves  with  a  35-percent  gold  reserve— 
our  Federal  Reserve  notes  are  now  to  have  no  si>ecial  protection  whatever,  but 
are  to  be  a  general  liability  of  the  Federal  Reserve  bank  Issuing  them,  white 
the  reserve  of  the  Reserve  bank  held  against  them  consists  of  Irredeemable  cold 
certificates,  and  the  assets  of  the  Reserve  bank  may  consist  of  paper  retil*- 
counted  by  the  Institution  on  the  basis  of  "  any  sound  assets "  owned  by  tnj 
bank  in  the  country.  There  Is  thus  no  reason  why  we  should  not  have  an  isoos 
of  legal  tender  reserve  notes  limited  only  by  the  volume  of  assets  owned  by  the 
banks  and  safeguarded  by  a  reserve  which  may  be  controlled  in  amount  at  the 
will  of  the  President  of  the  United  States  and  the  Federal  Reserve  Board:  and 
which,  in  any  case,  has  behind  It  only  Irredeemable  gold  certificates  represent- 
ing gold  stored  In  the  Treasury  and  paid  for  at  any  price  the  Secretary  of  the 
Treasury  niay  choose  to  name. 


The  new  bill  also  provides  for  a  more  effectual  freezing  of  our  bank  imrtfoll* 
than  we  have  yet  been  able  to  accomplish.  It  authorises  national  banks  V 
Invest  their  entire  capital  and  surplus  if  they  chose  to  do  so,  in  real-estate 
mortgages,  which  mortgages  are  not  to  exceed  80  percent  of  the  actual  value  of 
the  real  estate  offered  for  security,  although  under  easily  attainable  condition* 
they  may  be  raised  to  75  percent  of  the  value  of  the  real  estate.  The  hanks' 
own  premises  are  not  to  be  included  in  the  limit  thus  placed  upon  the  real- 
estate  mortgages  and,  accordingly,  it  would  seem  that  the  provision  Is  definite!? 
made  for  the  possible  issue  of  an  aggregate  of  loans  based  on  real  estate  and 
equal  to  the  capitalization  of  the  member  hanks.  This  figure,  as  given  in  the 
current  Federal  Reserve  bulletin  is  approximately  85,000,000,000.  Take  thi* 
provision  In  conjunction  with  the  power  given  to  the  Reserve  Board  to  exempt 
memher  hanks  from  reserve  requirements  and  to  discount  anything  they  mat 
have  in  portfolio,  and  it  is  clear  that  something  close  to  a  dispensation  of 
Providence  would  l>e  necessary  to  prevent  complete  freezing  of  the  remaining 
assets  of  the  bunks  of  the  country  should  there  be  any  enterprises  that  desire 
to  make  further  loans  for  working  capital. 

TECHNIQUE  OF  MEW  BILL 

The  analysis  of  the  new  measure  up  to  this  point  has  touched  only  upon  tte 
high  spots  in  il,  and  has.  for  want  of  space,  necessarily  II  mi  (til  Itself  to  a  vie* 
of  the  more  fundamental  provisions  of  the  measure  in  question.  We  i-adii 
not.  however,  to  confine  ourselves  simply  to  a  technical  analysis  of  speciflealtt 
dangerous  elements  In  stich  legislation. 

The  tone  of  the  proposal  and  [Is  interpretation  in  the  light  of  actual  experi- 
ence Is  far  more  important  than  the  actual  provision.    It  la  an  old  saying  tint, 
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?even  the  worst  of  laws,  through  good  administration,  can  be  made  tolerable 
■and  workable. 

i  The  Federal  Reserve  Act  as  originally  drafted  bad  many  flaws.  Some  of 
-,  them  were  due  to  Inexperience  In  central  banking ;  others  to  political  compro- 
-  mises  which  were  made  necessary  In  order  to  secure  the  adoption  of  tbe 
aneasure  at  all.  The  passage  of  time  has  resulted  In  aggravating  these  errors 
i  and  tbe  multitudinous  amendments  that  have  been  made  to  the  Federal  Reserve 
■_:  iAct  In  tke  score  and  a  half  of  modifying  laws  that  bave  been  passed  by  Con- 
>  gTees,  has  defaced  tbe  original  measure  In  essential  particulars,  and  has 
._■  ajreatly  lessened  tbe  safeguards  against  maladministration  which  were  origi- 
nally net  up. 

It  is  fair,  however,  to  add  that  the  20  years  which  have  passed  since  the 
•  adoption  of  the  Federal  Reserve  Act  bave  not  resulted  In  a  material  change 
in    the  admitted   purport   nail   underlying  thought   of   tbe  legislation.    Even 
those  who  have  found  Its  restrictions  Irksome  and  likely  to  prevent  the  attain- 
ment or  their  desires  and  even  the  Ignorant  and  ill-advised   administrators 
whose  lack  of  knowledge  of  central  banking  has  made  them  restive  under  tbe 
.    restraint,  whlcb  in  other  countries  would  have  gone  as  a  matter  of  course  as  a 
result  of  long-establlsbed  custom  and  well-recognized  caution,  have  always  made 
f    their  onslaughts  upon  the  System  'under  the  guise  of  an  effort  to  Improve  it 
and  to  make  its  provisions  more  adaptable  to  tbe  actual  needs  of  the  community. 
The  new  bill,  however,  taken  In  conjunction  with  the  act  of  January  30,  1934, 
must  be  regarded  as  a  complete  repudiation  of  the  entire  conception,  not  only 
of  tbe  Federal  Reserve  Act,  hut  of  central  banking  as  it  is  practiced  today 
in  central  banking  countries.     It  substitutes  politics  for  knowledge,  guarantees 
for  Ratability  of  assets,  and  Irredeemable  gold  certificates  for  coin. 

Ill 

Apart  from  this  general  review  of  some  of  tbe  major  features  of  S.  1715. 
there  are  a  few  that  need  particular  attention.  In  this  statement,  however,  I 
will  coiiline  myself  entirely  in  such  further  comments  to  title  II  which  has 
to  do  with  the  proposed  changes  in  the  Federal  Reserve  Act  r  Title  II  covers 
pages  38-61.    As  to  these  pages  I  beg  to  note  the  following  points: 

(a)  On  page  38,  line  2S,  It  Is  provided  that  the  Governor  of  the  Federal 
Reserve  Board  shall  end  his  term  as  a  member  of  the  Board  when  he  ceases 
to  be  Governor.  This  would  permit  an  Executive  to  change  the  entire  compo- 
sition of  the  Board  by  naming  successive  members  Governor  and  then  dropping 
them  one  after  the  other.  If  the  proposed  structure  of  the  Federal  Reserve 
Itonrd  be  retained  (as  it  should  now  he)  some  safeguarding  language  should 
be  introduced  to  prevent  an  Executive  from  thus  changing  the  composition  of 
the  Bonrd  In  such  a  way  as  to  get  rid  of  persons  whom  he  disliked.  The 
present  proposal  is.  of  course,  wholly  out  of  harmony  with  the  provisions  con- 
tained in  the  bill  for  pensioning  members  of  the  Beard  at  the  end  of  the  long 
term  of  service.  The  changes  Introduced  in  H.  R.  7617  do  not  satisfactorily 
cover  this  point. 

(6)  On  page  3!>,  lines  9  IT.,  the  offices  of  governor  and  chairman  of  the 
board  of  directors  of  ench  Fedora!  Reserve  hank  arc  combined.  The  new 
officer  to  be  known  as  "governor"  Is  to  be  appointed  periodically,  by  the  board 
of  directors,  subject  to  the  approval  of  the  Federal  Reserve  Board.  This  Is  a 
hlghiv  unsatisfactory  arrangement:  tbe  annual  term  of  appointment  Is  too 
brief,  while  the  later  provision  on  page  40.  prohibiting  directors  from  serving 
more  than  two  consecutive  terms,  tends  to  make  the  managements  of  each  bank 
transitory  and  Ineffectual. 

<c)  On  page  41,  lines  16  and  17,  the  Federal  Reserve  Itonrd  is  given  power  to 
waive  the  requirements  relating  to  the  amount  of  capital  required  of  hanks 
entering  the  System.  This  Introduces  an  element  of  favoritism  and,  if  many 
small  State  hanks  should  enter  the  System,  may  weaken  greatly  the  capital 
structure  of  tbe  organisation.  This  provision  should  be  strleken  out.  The 
provision  Is  itself  misleading  hecause  there  Is  no  provision  regulating  the  use 
of  Government  capital  In  recapitalising  a  bank  whlcb  has  an  insufficient  amount 
of  capital.  The  entire  section  needs  to  he  rewritten  In  the  light  of  the  present 
ownership  of  large  blocs  of  capital  stock  by  the  Reconstruction  Finance 
Corporation. 

(d)  On  page  41,  line  23,  membership  In  the  Federal  Reserve  Board  Is  to  I** 
confined  to  persons  "well  qualified  by  education  or  experience,  or  both,  to 
participate  in  the  formulation  of  national  economic  or  monetary  policies." 
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This  U  too  vague  a  requirement  to  be  of  any  value  whatever.     It  practically «  I 
notice  to  disregard  the  precedent  heretofore  observed,  and  at  one  time  lira-' 
rated  into  the  act,  calling  fur  actual  knowledge  of  banking  on  the  part  at  It 
of  some  members  as  a  prerequisite  to  holding  a  place  on  the  Board. 

(e)   On  page  42,  line  7  If.     These  are  merely  surplusage,  unless  the  boll 
of  office  on  the  Board  la  in  some  way  safeguarded  against  an  Bxecudn  iw  I 
might  adopt  the  methods  already  Indicated  In    (a)   above   for  changing  tt 
membership  of  the  Board.    They  should  be  stricken  oat  Milan  Ciiamge  u  am) 
in  the  form  of  the  provision. 

(/)  Page  43,  line  Off.  The  same  comment  should  be  applied  to  this  prcviale  I 
as  to  the  preceding  provisions  on  the  same  topic. 

iff)   Page  43,  line  22  ft.     The  provision  that  the  Board  mny  assign  M  dot 
nated  members  certain  duties,  functions,  service,  etc.,  but  that  such  assignor 
shall  uot  include  the  determination  of  any  national  or  System  policy,  aeemi 
be  out  of  harmony  with  the  provision  at  the  top  of  page  42,  where  the  <* 
qualification  of  a  member  of  the  Hoard  is  that  lie  shall  be  able  to  fonnnlw 
such  policies.    The  meaning  of  this  provision  is  far  from   clear,   and  if  at 
authors  of  the  bill  had  in  mind  any  definite  internal  organisation  which  n 
Intended  to  authorize,  the  meaning  should  be  made  very  much  clearer. 

(ft)  Page  44,  lines  11  ff.  The  provision  for  an  open-market  committee  incMM 
under  these  lines  should  be  completely  reset.  The  paragraph  Itself  Is  ei«*d- 
Ingly  clumsy  and  self-contradictury.  even  If  it  be  desired  to  retain  the  general 
structure  of  the  committee  which  is  there  suggested.  For  example,  ihe  ter»* 
of  members  of  the  committee  are  to  expire  at  the  end  of  each  calendar  yttr, 
but  there  is  no  specification  of  when  successors  shall  be  chosen.  On  page  48  tin 
committee  is  directed  to  aid  in  the  execution  of  such  other  duties  us  the  Bowl 
may  prescribe,  a  provision  which  apparently  would  enable  the  Hoard  prncticiBj 
to  substitute  a  committee  for  itself  In  important  particulars,  while,  stranplj 
enough  (p.  45,  1.  12),  details  of  open-market  operations  are  subject  to  reguli- 
tions  prescribed  by  the  Hoard.  This  section  needs  complete  rewriting  in  orier 
to  get  an  intelligent  picture  of  the  structure  of  the  organisation  It  is  intended 
to  create. 

(i)  Page  45,  lines  18  ff.  Aiiy  Federal  Reserve  bunk  may  discount  "an? 
commercial,  agricultural,  or  Industrial  paper,  subject  only  to  such  regulates 
as  to  "  maturities  "  and  other  matters  as  the  Board  may  prescribe.  Apparent!; 
here  the  Reserve  bunk  is  given  sole  power  of  determining  what  "•ommerdal. 
agricultural,  and  lnduRtri.it  paper  is.  The  bank  (p.  40,  1.  2)  may  then  mate 
advances  on  promissory  notes  secured  by  "any  sound  assets."  There  is  hen* 
no  canon  or  determination  of  soundness  nor  any  indication  as  to  who  shall  Hi 
the  condition  under  which  the  advances  are  to  be  made. 

(;')  Page  40,  lines  5  ff.  Any  kind  of  Government  bonds  may  l>e  bought  iff 
sold  without  regard  to  maturity.  This  apparently  means  that  tliey  may  be 
bought  or  sold  by  Federal  Reserve  banks  without  regard  to  maturity.  Appar- 
ently here  the  Reserve  bank  is  authorized  to  engage  in  trading  in  Governnirat 
bonds,  and  without  any  restriction  or  control  additional  to  that  whit-h  ni.iy  h* 
Inferred  with  regard  to  any  of  its  other  operations.  This  pnr.-i  graph  should  1* 
completely  rewritten. 

(fc)  On  page  4<i.  lines  13  ff.,  is  found  a  complete  change  in  the  liase  "f  F«tleral 
Reserve  notes.  The  old  base  of  secured  note  Issue  Is  endeil  and  the  noies  in- 
stead of  being  Government  obligations  ure  now  made  bank  obligations.  In 
spite  of  this  fact  they  are  given  a  legal-tender  quality.  That  is  to  say.  privately 
owned  institutions  are  allowed  to  issue  legal-tender  palter,  an  iiii^iiak-K* 
condition. 

((I  On  |Mige  4,S.  linos  22  ff.,  the  Federal  Reserve  Hoard  Is  given  jmwer  t.i 
"change  the  requirements  as  to  ri'serves."  Apparently  this  means  the  per- 
centages '>f  reserve,  but  in  fait  It  includes  Imth  Hie  place  where  restvvi-s  ; '■> 

be  kept,  their  amount,  and  their  composition,  as  well  as  their  percentage  re- 
lationship to  outstanding  dcjHisits.  This  provision  entirely  deprivi-  the  n-*w 
requirement  of  any  moaning.  It  would  be  fur  better  to  relieve  the  bank*  of 
any  reserve  requirement  whatever. 

(»t)  tin  page  4!»,  lines  7  ff..  national  bunks  are  here  neaiu  authorized  r-  :r- 
crease  Ihe  amount  of  ilieir  loans  on  real  estate.  This  provision  carries  luriber 
a  had  phase  of  the  Federal  Reserve  Act  which,  unwis.lv.  authorized  real-esr."f.> 
loans.  The  provision  ought  to  be  entirely  stricken  ant  :  lint  if  it  is  m  h"  r.- 
t nlned  it  should  bo  can'fully  writen  in  accordance  with  ihe  liest  exNt'nn  "»■ 
tlces  with  regard  to  appraisal  and  the  extension  of  aeconin nidation,  sin-ii  a-  r" 
employed  by  savings  banks. 
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STATEMENT  OF  BOBEBT  HABJLISS,  HEW  YORK  COTTON 
EXCHANGE,  NEW  YOBS,  N.  Y. 

Senator  Glass.  Please  state  your  name,  residence,  and  occupation 
^or  the  record. 

Mr.  Harriss.  Mr.  Chairman  and  gentlemen  of  the  committee,  my 
name  is  Robert  Harriss.  My  address  is  care  of  the  New  York  Cotton 
"Exchange,  60  Bearer  Street,  New  York.  My  principal  business  is 
the  cotton  business.  I  am  interested  in  the  production  of  cotton  and 
the  merchandising,  exporting,  and  financing  of  it.  I  am  also  a  part- 
ner in  Harriss  &  Vose,  who  do  a  general  commodity  brokerage 
business. 

I  am  not  a  banking  expert.  However,  formerly  I  was  one  of  the 
principal  stockholders  in  the  North  Texas  National  Bank  of  Dallas, 
Tex.  This  bank  was  one  of  the  larger  banks  of  the  Southwest.  I 
have  also  been  a  stockholder  of  some  of  the  larger  banks  of  New 
York.  New  England,  and  in  the  South. 

Senator  Byrnes.  Do  you  occupy  any  position  on  the  New  York 
Cotton  Exchange? 

Mr.  Harriss.  Yes,  sir;  I  am  governor  of  the  New  York  Cotton 
Exchange,  a  member  of  the  cotton  exchange,  and  a  member  of  the 
New  York  Commodity  Exchange.  I  have  prepared  a  very  brief 
statement  here.  As  I  say,  I  am  not  a  banking  expert,  but  I  have  had 
considerable  dealings  with  banks  for  a  quarter  of  a  century. 

Senator  Townseno.  Have  you  studied  this  bill? 

Mr.  Harriss.  I  have  studied  the  Nye-Sweeney  bill.  That  is  the 
one  I  was  asked  to  give  my  opinion  on,  Senator  Townsend. 

Since  the  depression  started  in  1929,  I  have  given  considerable 
study  to  the  banking  and  currency  question  and  have  conferred  with 
many  of  the  foremost  economists  and  bankers  of  this  country  as 
well  as  Europe. 

In  the  early  part  of  1930  Mr.  George  LaBlanc  pointed  out  to  me 
why  there  could  be  no  sound  recovery  until  we  had  banking  and 
currency  reform.  Mr.  LaBlanc  was  formerly  senior  vice  president 
of  the  Equitable  Trust  Co.,  and  president  of  the  Equitable  Eastern 
Ranking  Corporation,  and  president  of  the  Interstate  Trust  Co.,  all 
New  York  banks.  The  Equitable  Trust  Co.,  at  the  time  he  was  senior 
vice  president,  did  the  largest  foreign-banking  business  bank,  I 
believe,  in  our  country,  if  not  in  the  world. 

Senator  Townsend.  At  what  time  was  that? 

Mr.  Harriss.  I  believe  he  went  with  the  Equitable  Trust  Co.  in 
about  1915  and  retired  from  the  Equitable  in  the  Seaboard  merger 
and  accepted  the  presidency  of  the  Interstate  Trust  Co.  of  New 
York. 

Senator  Townsend.  Do  you  know  what  date  that  was? 

Mr.  Harriss.  That  was  along  about  1928  or  1929— shortly  before 
the  depression. 

At  that  time  Mr.  LaBlanc  pointed  out  to  me  that  the  depression  or 
the  deflation  was  due  to  the  huge  inflated  war  debts;  that  these 
debts  had  to  be  faced  and  adjusted  before  there  could  be  sound 
recovery. 

Since  1930 1  have  personally  been  associated  with  groups  that  were 
and  are  advocating  banking  and  currency  reform. 
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Senator  Bankhead.  Do  you  belong  to  any  monetary  reform  orgin- 
ization  ? 

Mr.  Harriss.  I  am  a  member  of  the  Committee  for  the  Nation 
I  am  vice  president  of  the  Sound  Money  League ;  I  am  a  member 
of  the  National  Monetary  Conference ;  and  also  a  member  of  lit 
National  Union  for  Social  Justice. 

In  the  early  part  of  1932  Senator  Elmer  Thomas  came  to  Nn 
York.  There  we  had  lengthy  conferences  with  the  leading  banket! 
and  economists,  as  well  as  with  Governor  Harrison  and  Dr.  Burp*, 
of  the  New  York  Federal  Reserve  Bank.  Senator  Thomas  at  that 
time  urged  that  these  people  cooperate  in  a  program  of  currency 
expansion  in  order  to  restore  values  and  economic  recovery,  ft 
prophetically  pointed  out  that  unless  this  were  done  we  were  headed 
into  economic  and  banking  disaster.  However,  his  plea  fell  on  deaf 
ears. 

Also,  in  the  early  part  of  1932  I  appeared  before  the  House  Wats 
and  Means  Committee.  I  then  urged  the  payment  of  the  adjustdl- 
compensation  certificates  in  order  to  expand  tne  currency,  get  off  tit 
ruinous  gold  basis,  and  bring  about  a  revaluation  of  the  pold  dollar. 
Later  in  1932  I  attended  the  Democratic  convention  in  Chicago  ami 
urged  that  the  Democratic  platform  declare  for  a  program  of  bank- 
ing and  currency  reform. 

I  believe  it  is  now  apparent  that  the  Federal  Reserve  System  has 
outlived  its  usefulness;  that  in  the  interest  of  our  country  we  should 
have — and  we  are  going  to  have — banking  changes  or  reforms. 

I  am  substantially  in  agreement  with  the  fundamentals  of  the  Nre- 
Sweenev  central  banking  bill.  The  present  banking  and  currency 
system  is  too  much  under  the  control  of  those  self-interested,  or  the 
bankers.  In  the  welfare  of  our  country  it  is  not  advisable  that  tht 
control  of  banking  and  currency  rest  in  bankers  or  private  hand-. 
This  because  the  expansion  or  contraction  of  the  currency  and  credit 
may  often  be  influenced  either  directly  or  indirectly  by  prejudice  <•! 
selfish  reasons  instead  of  in  the  interest  of  the  Nation.  At  times.  a> 
at  present,  it  may  be  influenced  by  fear.  Today,  although  our  bank- 
arc  in  a  more  liquid  condition  than  they  have  been  in  years  and  there 
is  much  idle  money  and  the  interest  rates  are  low,  yet,  as  we  know, 
it  is  almost  impossible  to  obtain  loans  or  credit  with  the  banks  unless 
the  loans  are  made  against  Government  bonds  or  against  stocks  <* 
commodities  that  are  immediately  liquidnble. 

Yet  one  cannot  blame  the  banks  very  much  for  not  making  loans 
They  are  naturally  afraid  to  loan  the  farmer  because  they  know 
agriculture  is  not  on  a  sound  and  profitable  basis.  They  also  have 
much  reason  to  fear  making  loans  to  industry  because,  with  few 
exceptions,  industry  is  not  on  a  sound  and  profitable  basis.  We  can- 
not expect  them  to  finance  and  make  loans  to  the  railroads  when  the 
best  of  our  great  trunk  lines  are  not  making  money  or  else  are  run- 
ning at  a  loss.  We  cannot  expect  them  to  finance  and  make  loan> 
to  Ihe  contractors  or  builders  of  our  country  when  there  are  tens  of 
thousands  of  unoccupied  homes  and  office  buildings  that  will  not 
sell  for  enough  to  pay  the  mortgages.  I  believe  this  deplorable  sit- 
uation was  caused  by  an  inflation  of  the  debt  structure,  and  that  it 
will  continue  until  we  have  what  some  may  term  radical  changes  in 
our  banking  and  currency  system. 
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During  the  past  5  years  we  have  tried  many  palliatives  and  experi- 
ments, some  constitutional  and  some  not,  to  try  to  end  this  financial 
and  economic  depression.  The  Government  formed  the  Reconstruc- 
tion Finance  Corporation  which  some  believe  is  a  form  of  central 
bank.  The  formation  of  the  Reconstruction  Finance  Corporation 
may  possibly  have  been  advisable  as  an  emergency.  However,  I  am 
opposed  to  the  Reconstruction  Finance  Corporation  in  principle  be- 
cause in  the  final  analysis  it  means  that  the  Government  itself  is 
competing  with  private  banking.  In  fact  we  might  say  that  they 
are  actually  in  the  banking  business.  It  is  stated  that  the  Recon- 
struction Finance  Corporation  owns  27  percent  of  the  stock  of  our 
national  banks. 

In  desperation  and  in  order  to  try  to  restore  economic  and  finan- 
cial recovery  we  have  resorted  to  the  A.  A.  A. — curtailing  agricul- 
tural production;  the  N.  R.  A. — curtailing  industrial  production, 
and  making  codes,  regimentation,  doles,  and  fabulous  governmental 
borrowing  and  spending.  My  opinion  is  that  these  have  not  brought  ■ 
about  recovery  nor  can  they  bring  it  about.  In  fact,  I  believe  if 
continued  they  may  end  in  disaster.  I  do  not  believe  we  can  pros- 
per by  a  policy  of  raising  and  producing  less. 

The  Government  debt  is  now  approximately  30  billions  of  dollars. 
The  average  interest  rate  on  same  is  approximately  3  percent.  The 
interest  on  this  debt  compounded  for  the  next  60  years  will  amount 
to  more  than  140  billions  of  dollars.  This,  then,  with  the  principal, 
will  exceed  more  than  170  billions  of  dollars.  I  am  an  owner  of 
some  of  these  bonds.  Yet  I  do  not  think  it  is  fair  or  honest  for  us 
to  pass  such  a  crushing  debt  of  bondage  and  tax  on  to  our  children, 
nor  do  I  believe  it  possible  for  our  country  to  prosper  and  eompete 
when  the  people  have  such  a  load  of  Government  debt  and  taxes. 

Additional  Government  borrowing  can  only  mean  more  taxes; 
more  taxes  will  only  lead  to  worse  business,  and  worse  business  will 
only  lead  to  more  unemployed ;  more  unemployed  will  lead  to  more 
relief;  niore  relief  will  lead  to  more  Government  bonds  or  borrow- 
ing, and  thus  the  vicious  circle  will  continue. 

As  mentioned,  I  favor  the  fundamentals  of  the  Nye-Sweeney 
banking  bill.  I  am  opposed  to  any  central  bank  that  can  be  con- 
trolled or  dominated  by  the  politicians  or  by  any  administration. 
It  is  only  natural  that  if  a  central  bank  can  bo  dominated  or  con- 
trolled by  the  politicians  or  by  any  administration,  Democratic  or 
Republican,  it  may  be  run  for  party  or  selfish  interests  instead  of 
for  the  welfare  of  our  country.  This,  of  course,  would  be  just  as 
serious  a  mistake  as  leaving  the  banking  and  currency  under  private 
control. 

I  believe  the  Nye-Sweeney  banking  bill  would  overcome  both  of 
these  grave  dangers — either  private  or  political  control;  that  it 
would  leave  the  control  of  the  central  bank  in  the  hands  of  the 
people  so  that  it  could  function  for  the  national  welfare  and  in  the 
interest  of  the  people. 

I  do  not  believe  that  it  is  fair  to  brand  as  radicals,  inflationists, 
or  visionary,  men  those  who  favor  a  Government  central  bunk.  I 
believe  the  real  or  dnngerotis  inflationists  are  those  who  have  in- 
flated or  acquiesced  in  the  further  inflation  of  the  Government  debt. 
As  we  know,  many  countries  in  Europe  have  central  banks.  As 
a  matter  of  fact,  the  Bank  of  England  is  construed  by  many  as  a 
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form  of  central  bank.  It  might  be  mentioned  that  England, 
only  a  small  part  of  the  gold  and  a  fraction  of  the  great  reso 
of  our  country,  has  managed  her  banking  and  currency  so  wdl 
that  conditions  in  the  British  Empire  are  prosperous  as  compared 
with  the  conditions  existing  in  our  country. 

It  could  also  be  mentioned  that  the  country  bordering  on  m 
south — Mexico — has  a  central  bank  which  has  been  functioning  at 
well  that  there  is  little  unemployment  and  no  depression  in  Mexico- 
a  country  that  has  little  compared  to  our  great  Nation. 

Some  will  try  to  frighten  us  regarding  a  Government  central 
bank  by  saying  that  it  will  lead  to  the  issuance  of  "  greenback** 
They  will  not  tell  you  that  Abraham  Lincoln  had  no  gold  or  silnt 
against  which  to  issue  his  greenbacks.  They  will  not  tell  you  tint 
those  greenbacks  proved  to  be  good  money.  They  enabled  Abrahu 
Lincoln  to  save  the  Union.  These  greenbacks  have  also  saved  the 
taxpayers  of  our  country  more  than  12  billions  of  dollars,  calculate 
at  5  per  cent  compound  interest.  There  are  still  in  circulation  todff 
346  millions  of  these  greenbacks  that  are  doing  splendid  work. 

They  will  not  tell  you  that  today,  under  Treasury  control,  there  ■ 
approximately  $9,500,000,000  of  gold  and  silver,  and  that  there  i» 
outstanding  only  approximately  $5,000,000,000  of  actual  currency  or 
coin.  In  other  words,  there  is  existing  under  Treasury  control  mot* 
than  $4,000,000,000  of  absolutely  sterile  gold  and  silver.  In  fact,  the 
situation  is  even  worse  because  our  people  are  being  actually  taxed 
to  carry  this  sterile  gold  and  silver.  This  seems  unbelievable,  but  it 
is  a  fact. 

I  should  like  to  bring  to  your  good  attention  what  Benjamia 
Franklin  said  in  his  autobiography  in  reference  to  the  issuance  of 
money  [reading] : 

About  this  time  there  was  a  cry  among  tbe  people  for  more  paper  mow*. 
only  15,000  pounds  being  extant  la  the  Province,  and  that  soon  to  be  not 
The  wealthy  inhabitants  opposed  any  addition,  being  against  nil  paper  ctt- 
reney,  from  an  apprehension  that  it  would  depreciate  as  it  had  done  in  >"*« 
England,  to  the  prejudice  of  all  creditors.  We  bad  discussed  this  point  In  on 
Junto,  where  I  was  on  the  side  of  an  addition,  being  persuaded  that  the  fir* 
small  sum  struck  in  1723  had  done  much  good  by  Increasing  the  trade  employ- 
ment and  number  of  inhabitants  In  the  province,  since  I  now  see  all  the  oU 
houses  inhabited  and  many  new  ones  building,  whereas  I  remembered  well  Ibit 
when  I  first  walked  about  the  streets  of  Philadelphia,  eating  my  roll.  I  san- ton* 
of  the  houses  In  Walnut  Street,  between  Second  and  Front  Streets,  with  bilk  m 
their  doors,  "  To  he  Let " ;  and  many  likewise  In  Chestnut  Street  and  othw 
streets,  which  made  me  then  think  the  Inhabitants  of  tbe  city  were  deserusf 
It  one  after  another. 

Our  debates  possessed  me  so  fully  of  the  subject  that  I  wrote  and  printed  u 
anonymous  pamphlet  on  it  entitled  "Tile  Nature  and  Necessity  of  a  PsMf 
Currency,"  It  was  well  received  by  the  common  people  In  gttierul ;  but  tbe  rtt 
men  disliked  It,  for  It  increased  and  strengthened  the  clamor  for  more  monef; 
and  they,  happening  to  have  no  writers  among  them  that  were  able  to  answw 
It,  their  opposition  slackened  and  the  point  was  carried  by  «  majority  In  tM 

My   friends   there   who  conceived   I   had  been   of   some   servira, 
thought  fit  to  reward  me  by  employing  me  in  printing  the  mow* 
a  very  profitable  job  and  a  great  help  to  me.     This  was  anotJ 
advantage  gained  by  my  being  able  to  write. 

The  utility  of  this  currency  became  by  time  and  experience  so  evident  ■ 
never  afterwards  to  be  much  disputed ;  so  that  It  grew  soon  to  55,000  pnui 
and  In  1739  to  80,000  pounds,  since  which  it  arise  during  the  war  to  "■— * 
of  350,000  pounds,  trade,  building,  and  inhabitants  all  the  while 
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It  is  said  that  Thomas  Edison  gave  about  as  much  attention  to 
t**  study  of  money  as  to  science  and  invention.  With  your  permis- 
ion  I  would  like  to  quote  from  an  interview  given  by  Mr.  Edison  on 
iis  inspection  of  Muscle  Shoals  [reading] : 

If  the  currency  is  Issued,  $30,000,000,  for  financing  the  finishing  constructions 
•f  Muscle  Shoals  work,  it  will  be  the  proper  thing  to  do.  Once  the  currency 
method  is  tried  In  raising  money  for  public  improvements  the  country  will  never 
.go  buck  to  the  bond  method. 

Make  It  perfectly  clear  that  I'm  not  advocating  any  changes  in  the  banks  and 
banking.  Bunks  are  n  mighty  good  thing.  They  are  essential  to  the  commerce 
of  the  country.  It  is  the  money  broker,  the  money  profiteer,  the  private  banker. 
that  I  oppose.  They  gain  their  power  through  a  fictitious  and  fnlae  value  given 
to  gold.    Gold  Is  a  relic  of  Julius  Caesar,  and  interest  is  an  Invention  of  satan. 

Gold  is  intrinsically  of  less  utility  than  most  metals.  The  probable  reason 
why  It  is  retained  as  the  basis  of  money  Is  that  it  is  easy  to  control.  And  It  Is 
the  control  of  money  that  constitutes  the  money  question.  It  Is  the  control 
at  money  (hat  Is  the  root  of  all  evil. 

Gold  and  money  are  separate  things,  you  see.  Gold  is  the  trick  mechanism 
by  which  you  can  control  money. 

Gold  is  not  money  until  the  people  of  the  United  States,  and  other  nations. 
pat  their  stamp  of  approval  on  It.  It  Is  not  the  gold  that  makes  the  dollar. 
It  is  the  dollar  that  mokes  the  gold.  Take  the  dollar  out  of  the  gold  and  leave 
It  merely  yellow  metal,  and  it  sinks  In  value.  Gold  la  established  by  law,  Just 
as  silver  was,  and  gold  could  be  disestablished,  demonltized  by  law,  Just  as 
silver  was.  When  silver  was  demonetized  the  former  so-called  dollar  became 
worth  about  50  cents. 

On  Monday  the  United  States  Supreme  Court  decided  that  the 
Congress  had  not  the  right  to  delegate  power  to  individuals  to  create 
codes  and  regulate  business.  How  can  we  reconcile  the  delegation  of 
the  constitutional  powers  of  Congress  to  private  individuals  of  the 
greatest  privilege  of  all  to  create  and  regulate  the  value  of  money  ? 

In  conclusion,  I  do  not  believe  our  trouble  is  one  of  over-production, 
but  it  is  rather  of  underconsumption  and  mal-distxibution  due  to  an 
antiquated  banking  and  currency  system.  I  believe  the  real  road  to 
prosperity  is  a  full  agricultural  and  industrial  production — lower 
tariffs  and  expansion  of  world  trade.  Yet  I  do  not  believe  that  these 
can  be  attained  without  a  modern  central  bank,  a  bank  not  dominated 
by  politicians  or  private  or  selfish  interests,  hut  a  bank  run  in  the 
interest  of  the  country — a  banking  and  currency  system  that  is  in 
accordance  with  the  Constitution,  that  Congress  has  the  right  to  coin 
and  regulate  the  value  of  money. 

For  these  reasons  I  favor  the  prompt  passage  of  a  central  banking 
bill  having  the  underlying  principles  of  the  Nye-Sweeney  banking 
bill. 

Senator  Btji.ki.ey.  Do  you  feel  that  if  we  should  elect  directors  of 
the  bank  in  the-  same  way  we  elect  Senators,  we  could  keep  it  free 
from  politics  just  the  same  as  we  always  do  in  the  Senate? 

Mr.  Hahkjss.  Senator,  I  would  rather  take  a  chance  on  that  than 
what  we  have. 

Senator  Bolkijsy.  I  just  wanted  to  make  sure  that  that  would 
insure  being  kept  free  from  politics. 

Mr.  Hamuss.  I  believe  the  Senators  and  Congressmen  on  the  whole 
have  done  a  pretty  good  job. 

Senator  Bt.ilki.ey.  Yes ;  and  never  have  been  affected  by  any  politi- 
cal consideration  at  all  ? 
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Mr.  Harriss.  I  expect  at  times  they  have,  Senator.  But  these  i 
would  be  elected  for  long  terms,  for  12  years,  and  I  think  the*  w 
be  more  independent  of  the  popular  cry  than  you  gentlemen  hen. 

Senator  Byrnes.  You  are  in  favor,  I  judge,  of  the  election  of  m 
bers  at  the  time  that  Representatives  are  elected  ? 

Mr.  Harriss.  Yes,  sir ;  for  a  period  of  12  years. 

Senator  Bulkley.  And  the  issue  of  currency  would  be  comroiui 
that  central  bank  ? 

Mr.  Harriss.  I  should  think  they  should  have  full  control  < 
both  the  issuance  of  currency  and  the  contraction  of  it. 

Senator  Bulkley.  Would  that  be  a  constitutional  delegatii 
power,  inasmuch  as  the  Constitution  reposed  that  right  in  Con; 

Mr.  Harriss.  I  am  not  a  lawyer,  but  it  would  seem  to  me  far 
constitutional  than  what  we  have  now.  It  is  now  in  private  I 
This  would  be  a  Government-owned  bank. 

Senator  Bulkley.  We  have  got  it  in  private  hands  now,  yoi 

Mr.  Harriss.  It  is  dominated  by  them. 

Senator  Bulklet.  Not  under  the  control  of  Congress? 

Mr.  Harriss.  I  do  not  think  so,  Senator. 

Senator  Bankhead.  At  least,  you  think  they  are  not  controlb 

Mr.  Harriss.  I  think  it  has  been  run  and  dominated  prett 
by  the  Federal  Reserve  Bank  of  New  York. 

Senator  Bankhead.  On  a  credit  system  by  private  banks  ¥ 

Mr.  Harriss.  Yes;  but  I  think  the  great  question  is  the  con* 
the  expansion  and  contraction  of  the  currency.  That  is  the  : 
mental. 

Senator  Glass.  We  are  obliged  to  you. 

(Witness  withdrew  from  the  committee  table.) 

Senator  Byrnes.  Is  Mr.  Kennedy  here? 

Mr.  Kennedy.  Yes,  sir. 

STATEMENT  OF  EDWARD  E.  KENNEDY,  SECRETARY   NAT. 
FARMERS  UNION,  KANKAKEE,  ILL. 

Senator  Glass.  Please  give  your  name,  address,  and  ocoupai 
the  official  reporter. 

Mr.  Kennedy.  Mr.  Chairman  and  gentleman  of  the  committ 
name  is  Edward  E.  Kennedy;  I  am  secretary  of  the  Ni 
Farmers  Union;  my  home  is  at  Kankakee,  III. 

I  want  tu  bring  to  the  committee  the  viewpoint  of  the  farn 
represented  by  our  organization  with  respect  to  the  Xye-St 
banking  bill.  I  do  not  come  before  this  committee  as  a  bj 
expert,  but  one,  rather,  who  represents  an  industry  that  ha, 
persecuted  by  the  system  that  has  made  possible  the  deflat 
American  agriculture  beginning  in  11)20. 

At  that  time  I  was  living  on  an  Iowa  farm.  I  was  opera 
farm  of  about  335  acres,  feeding  about  4  loads  of  cattle  even 
and  also  about  2  loads  of  hogs  for  market.  In  li*20,  when  t 
nation  was  put  on  by  the  Federal  Reserve  Board,  I  owed  a  loca 
about  $13,500,  and  I  had  hoped  and  expected,  in  carrying  . 
.farming  operations,  to  be  able  to  repay  that  debt  in  the  same  V 
dollars  thai  the  debt  was  contracted  in.  By  the  end  of  1921 
compelled  to  pay,  insofar  as  I  could,  the  debt  with  3  bushels  o 
for  every  1  for  which  I  had  contracted,  and  300  pounds  of  p 
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O  pounds  of  beef  for  every  1 ;  and,  of  course,  it  was  impossible, 
**der  those  circumstances,  to  make  the  payments.  That  was  the 
*>dition  not  only  of  one  but  the  condition  of  thousands  and  hun- 
^*eds  of  thousands — yes — and  millions  of  fanners  throughout  the 
*\ited  States. 

X  want  to  bring  to  the  attention  of  the  committee  the  fact,  if  I 
n*y,  that  one  of  the  major  changes  in  the  agricultural  industry 
H*ce  1920  has  been  the  almost  continuous  decline  in  the  value  of 
*ad  and  buildings,  farm  implements,  and  livestock,  from  1920  down 
0  1934. 

:  Going  back  to  1910,  the  value  of  all  farm  property  increased 
irom  $41,354,000,000  in  1910  to  $78,436,000,000  in  1920,  or  an  increase 
■ft  about  90  percent. 

During  that  period  when  the  value  of  farm  property  increased 
about  90  percent,  the  mortgage  indebtedness  of  the  farms  of  the 
United  States  increased  from  $3,320,000,000  in  1910  to  $7,857,- 
r00,000  in  1920,  and  in  1930  the  mortgage  indebtedness  had  risen  to 
59,241,390,000,  or  very  nearly  300  percent. 

From  1920  to  1933  the  value  of  farm  property  decreased  to 
135,812,000,000,  or  a  decline  to  $42,626,000,000,  or  over  54  percent. 

At  the  beginning  of  1934  the  total  value  of  all  farm  property 
jvas  $37,027,000,000,  or  3  percent  higher  than  on  January  1,  1933; 
ind  this  1934  figure  is  still  10  percent,  or  $4,327,000,000  lower  than 
■he  value  of  farm  property  in  1910.  This  notwithstanding  the  fact 
,hat  our  total  mortgage  debt  as  of  1930  was  approximately  300 
percent  higher  than  1910. 

The  agricultural  mortgage  debt  has  decreased  from  1930  down  to 
[934  approximately  8^  Dillion  dollars.  This,  of  course,  is  not  be- 
;ause  the  farmer  has  been  able  to  pay  his  debts;  he  has  not  been 
ible  to  pay  thejn.  This  decline  in  the  mortgage  debt  is  because  of 
foreclosure,  bankruptcy,  and  surrender  of  farm  property. 

Taking  another  angle  of  the  deflation  of  farm  values  which  come 
within  the  figures  I  have  given  you,  the  value  of  all  livestock  on 
iwner-operated  farms  dropped  from  $8,815,000,000  in  1919  to  $3,072,- 
KH),000  in  1934.  The  value  of  farm  machinery  on  the  owner-operated 
Farms  dropped  from  $3,156,000,000  in  1919  to  $2,300,000,000  in  1934. 
This  represents  a  loss  on  owner-operated  farms  of  $5,743,000,000  in 
;he  value  of  livestock  and  over  $856,000,000  in  the  value  of  farm 
Machinery  and  equipment  from  1919  to  1934. 

In  support  of  the  principle  of  the  Nye-Sweeney  bill,  that  the  Gov- 
trnment  of  the  United  States  should  own  the  facilities  that  provide 
;he  currency  and  credit  for  the  American  people,  I  want  to  cite  to 
roll  an  instance  that  happened  in  1920.  On  May  23,  1922,  Congress- 
nan  Phillip  Swing,  of  California,  in  the  House  of  Representatives, 
lad  this  to  say  [reading]  : 

Mr.  Chairmau  and  gentlemen  of  the  committee,  this  proposal  to  add  an 
idditlonal  number  to  the  Federal  lteserve  is  here  because  there  is  an  urgent 
teed  thut  agriculture  and  lt«  Interests  be  heard  by  the  Hoard.  I  cannot  undcr- 
tand  huw  men  can  continue  to  deny  that  the  deflation  adopted  by  the  Federal 
leserve  Board  was  deliberately  aimed  at  the  farmers  of  this  country.  I  was 
ireseut  at  a  meeting  of  the  bankers  of  southern  California,  when  W.  A.  Day, 
hen  the  deputy  governor  of  the  Federal  Reserve  Bank  of  San  Francisco,  spoke 
r>r  the  Federal  Ilt'serve  hank  and  delivered  the  message  which  Ik?  said  he  was 
ent  to  deliver.  He  told  the  banker*  there  assembled  that  they  were  not  to 
md  to  any  furmer  any  money  for  the  purpose  of  enabling  the  farmer  to  bold 
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any  of  his  crops  beyond  harvest  time.    If  they  did,  he  said,  the  FrienllBjj 
serve  bank  would  refuse  to  rediscount  a  single  piece  of  paper  taken  oil  ■All1' e 
transaction.     He  declared  that  all  the  fanners  should  sell  all  of  their  cnpMJft'l" 
harvest  time  unless  they  had  money  of  their  own  to  finance  themselves.  nM   \    v 
Federal  Reserve  bank  would  do  nothing  toward  helping  the  farmers  hold  «„{    . 
any  of  their  crop,  no  matter  what  the  condition  of  the  market.  I,      , 

Mr.  Cooper  of  Wisconsin  Interrupted  Congressman  Swing  and  said.  "TJHhJ™ 
gentleman  from  California  hear  that?  "    Mr.  Swing  answered,  "  I  did.   I  Malls*' 
I  was  the  only  person  present  that  was  not  a  banker.     This  was,  In  a  «J.**lt!ni 
dentlal  advice  given  by  the  Federal  Reserve  bank  for  the  guidance  of  ttieKMSllv1L.ji 
banks,  many  of  whom  were  members."    One  of  the  bankers  asked  Mr.  Dtyflll 
question :  "  If  you  say  to  us  we  cannot  loan  the  farmers  money  to  hold  OTHtl?1** 
whom  may  we  loitn  money  to  bold  crops  until  they  can  be  taken  up  by  the  nflnW 
in  an  orderly  way  according  to  the  demand  of  the  consumers?  "     "  Oh  ",  saMfclfr: 
Day,  "of  course,  we  will  have  to  loan  money  to  middlemen  to  take  up  the  oil  [ ' 
and  hold  it  until  the  market  Is  ready  for  It."  V 

It    is   beyond   question   that   the   deflation   began    on    the  Mo,|v, 
day  of  May  1920,  at  the  meeting  of  the  Federal  Reserve  Board.  whiA  l^ 
not  only  brought  about  the  deflation  that  we  are  still  in  but  it  wasfints ; 
applied  to  the  farming  sections  of  America,  and  the  deflation  bat  I 
down  the  value  of  farm  products,  bore  down  the  value  of  farm  lands,  1 
and  the  banks  of  the  country  foreclosed  on  the  farms  and  the  farmed 
lost  their  homes  and  it  destroyed  buying  power,  and  it  has  progt* 
sively  increased  unemployment  until  today  we  have  eleven  and  a  niH 
million  people  unemployed  in  the  United  States. 

It  is  the  belief  of  the  Farmers  Union  that  the  principles  of  the  Nn- 
Sweeney  bill  should  be  enacted  into  law  to  place  the  ownership  oi 
the  central  banks  and  the  control  of  the  currencv  and  credit  of  tht 
United  States  that  is  used  as  the  economic  lifeblood  of  the  Natioo 
out  of  the  hands  of  those  who  use  it  for  profit  and  put  it  into  th* 
hands  of  the  Government,  where  it  can  be  used  for  service  to  main- 
tain equitable  and  just  price  levels;  price  levels  that  are  not  Alien- 
ating from  year  to  year  and  from  month  to  month  to  increase  arl 
multiply  the  debts  of  the  farmers  who  are  unable  to  pay  their  nWi- 
gations  on  the  basis  that  they  contract  them.  It  is  forthat  reas>:; 
that  the  National  Farmers  Union,  not  only  at  its  last  convention  fort 
at  previous  conventions,  has  endorsed  whole-heartedly  and  unani- 
mously the  principle  of  a  central  bank  owned  by  the  Government  ■ ' 
the  United  States.     We  are  supporting  the  Nye-Sweenev  hill. 

We  believe,  and  I  think  it  is  generally  accepted,  that  deflation  •<: 
contraction  of  credit,  the  withdrawal  of  currency — particular!? 
credit  money  which  is  being  used  as  a  medium  of  exchange- — has  bw 
taken  down  from  around  $ 22 .000,000,000  to  around  $ir>,000(MYn'i-\ 
That  is  a  loss  of  $7,000,000,000  in  the  means  by  which  wealth  fil- 
iates and  the  exchange  of  goods  is  carried  on  and  commodities  ar* 
distributed.  We  believe  that  that  power  has  been  so  great  in  thf 
hands  of  private  bankers  or  Federal  Reserve  banks  to  have  oVitrtivrJ 
agriculture  and  employment  by  destroying  money,  and  even-on* 
also  agrees  that  if  we  were  to  expand  the  currency  sufficient lv  t»  '!■' 
the  money  business  of  the  Nation,  we  would  again  bring  price  lev.!- 
back  so  that  the  American  farmer  would  have  an  income  from  ill* 
products  of  bis  farm  enough  higher  and  far  above  his  debt  level  an.l 
the  level  of  his  fixed  charges  so  that  he  could  go  into  the  market  ar. : 
buy  the  products  of  the  now  idle  labor;  the  power  of  the  Fcli-ni 
Reserve  banks  is  too  great  a  power  to  rest  in  the  hands  of  private 
individuals  or  private  corporations,  because  the   welfare  and  th<- 
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^surity  of  126  million  people  depend  on  having  a  sufficient  medium 
C  exchange  to  distribute  the  goods  and  services  that  the  American 
Sfcople  produce. 

I  want  to  say  just  one  thing  more  in  connection  with  this  matter, 
:r*d  that  is  that  if  the  situation  that  has  obtained  here  for  the  last 
«r  6  years  particularly  continues,  if  the  situation  is  that  the  Federal 
»«serve  banks  and  our  present  banking  system  cannot  expand  the 
fcr-edit  and  make  it  available  to  agriculture,  make  it  available  to  small 
'Xisinesses,  make  it  available  to  the  people  who  must  depend  upon 
production,  must  depend  upon  their  labor  for  a  living — if  they  can- 
not under  the  present  system  expand  the  credit,  expand  the  currency, 
ien  the  system  has  failed. 

On  the  other  hand,  if  it  is  because  they  do  not  want  to  do  it, 
secause  they  are  afraid  that  they  cannot  make  loans  to  the  farmer — 
which  they  cannot,  because  the  farmer  is  not  receiving  a  price  that 
(overs  his  cost  of  production  and  he  is  not  getting  enough  above  the 
debt  level  to  make  him  a  good  credit  risk — if  that  is  the  situation, 
either  that  they  cannot  or  they  will  not  provide  a  medium  of 
exchange,  and  they  have  a  monopoly  on  the  control  of  the  volume 
of  currency  and  controlling  the  volume  of  credit — if  they  cannot  or 
if  they  will  not  do  this,  then  the  Government  ought  to  take  over  the 
Federal  Reserve  System  and  operate  it  under  the  provisions  and 
nnder  the  principles  of  the  Nye-Sweeney  bill. 

Senator  Glass.  The  committee  is  obliged  to  you. 

We  will  adjourn  now  until  10:30  tomorrow  morning. 

(Whereupon,  at  4:20  p.  m.,  an  adjournment  was  taken  until  to- 
morrow, Thursday,  May  30, 1835,  at  10:30  a.  m.) 
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thubbday,  hat  30,  1936 

United  States  Senate, 
Subcommittee  of  the  Committee  on 

Banking  and  Currency, 

Washington,  D.  C. 
The  subcommittee  met,  pursuant  to  adjournment  on  Wednesday, 
May  29,  1935,  in  room  301,  Senate  Office  Building,  at  10:30  a.  m., 
Senator  Carter  Glass  presiding. 

Present:  Senators  Glass  (chairman  of  the  subcommittee),  Bulkier, 
Byrnes,  Townsend,  and  Couzens. 

Also  present:  Senator  Fletcher  of  Florida  and  Senator  Norbeck  of 
South  Dakota. 

Senator  Glass.  The  subcommittee  will  come  to  order.  Before  we 
start  the  hearing,  at  the  request  of  Senator  McAdoo,  who  cannot  be 
present  this  morning,  I  would  like  to  put  a  telegram  into  the  record 
from  Mr.  A.  P.  Giannini  protesting  against  the  proposed  one-eighth 
assessment  for  insurance  of  deposits. 

(The  telegram  referred  to  and  submitted  by  Senator  Glass  is  here 
printed  in  full  as  follows:) 

San  Francisco,  Calif.,  May  S9,  19S5. 
Hon.  Wii.  G.  McAdoo,- 

Care  of  Vera  Ward,  Apartment  516,  Albans  Tomer*. 
I  am  heartily  in  favor  of  the  reduction  of  the  assessment  rate  for  deposit  insur- 
ance as  covered  in  title  1  of  the  banking  bill  from  one-eighth  to  one-sixteenth  of 
1  percent.  The  one-eighth  percent  rate  was  written  into  the  bill  by  the  House 
and  constitutes  a  very  substantial  increase  over  what  the  Federal  Deposit  Insur- 
ance Corporation,  who  should  know  best  about  these  matters,  had  recommended. 
I  consider  the  one-eighth  percent  an  unjustifiable  burden  to  place  upon  the  earn- 
ings of  banks  at  this  time. 

A.  P.  Giannini. 

Senator  Glass.  I  also  place  in  the  record,  at  the  request  of  Senator 
Fletcher,  a  letter  from  former  Senator  Owen  of  Oklahoma,  suggesting 
an  amendment  to  the  pending  bill. 

(The  letter  referred  to  and  submitted  by  Senator  Glass  is  here 
printed  in  full  as  follows:) 

Washington,  D.  C,  May  S9,  19S5. 
Hon.  Duncan  U.  Fletcher, 

Chairman  Committee  on  Banking  and  Currency, 

United  State*  Senate. 

My  Dear  Senator  Fletcher:  The  Supreme  Court  decision  of  Monday,  May 
27,  on  the  National  Recovery  Act  makes  it  important  that  the  powers  granted  to 
the  Federal  Reserve  Board  by  the  proposed  Banking  Act  of  1935  submitted  by 
you  should  have  a  clear  mandate  instructing  the  Federal  Reserve  Board  as  to 
what  executive  use  shall  be  made  of  the  powers  granted. 

While  the  purpose  of  the  act  is  generally  understood,  as  a  matter  of  surmise  or 
conjecture,  there  is  need  of  a  plain  declaration  of  the  policy  and  the  purpose  for 
which  such  great  powers  are  now  proposed  to  be  conveyed  to  the  Federal  Reserve 
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I  submit  for  your  consideration  a  declaration  of  such  purposes  and 
mandate  as  follows: 

"It  is  the  purpose  of  the  Federal  Reserve  Act  as  herein  amended,  to 
the  value  of  money;  to  furnish  the  people  at  all  times  with  a  Bupply  i 
credit  and  currency,  adequate  for  the  acievement  and  maintenance  of 
business  activity  and  employment;  to  create  conditions  conducive  to  the 
tion  of  the  value  of  property,  labor  and  services  and  to  the  restoration  to 
of  governmental  revenues,  thus  enabling  the  Government,  without  public 
to  establish  and  maintain  a  balanced  budget;  therefter  to  establish  and  msinttai 
dollar  of  uniform,  permanent  debt-paying  purchasing  power  by  regulating  U* 
supply  of  money  and  credit. 

"The  Federal  Reserve  Board  and  the  Federal  Reserve  banks  shall  ukm 
powers  granted  to  them  to  make  effective  the  purposes  herein  set  forth." 

There  is  no  mandate  in  the  bill  introduced  in  the  Senate,  and  the  mandril 
inserted  in  the  House  could  easily  be  interpreted  as  an  instruction  of  Conpw 
not  to  expand  credit  but  to  establish  "business  stability"  on  the  present  depnana 
level  with  20,000,000  people  on  relief  and  a  hundred  million  people  in  diatraa. 

The  officials  of  the  Federal  Reserve  Board  have  been  advising  tb,e  President,  ini 
did  so  in  my  present,  "that  the  banks  have  more  than  ample  credit"  or  moan 
with  which  to  furnish  the  business  interests  of  the  country  with  needed  capniL 
It  is  true  that  the  banks  have  excess  of  over  2  billions  and  could  expand  Iw 
20  billions  without  violating  the  laws  which  limit  loans.  The  banks  could  restart 
the  working  capital  destroyed  by  them  when  they  contracted  private  loam  H 
billions.  The  banks  could  furnish  the  working  capital  to  private  business 
prises,  but  the  banks  prefer  to  lend  their  credit*  to  the  United  States  »_ 
Government  bonds  rather  than  to  private  industry  at  higher  rates  of  intemt 
The  fact  that  the  banks  could  supply  capital  but  refuse  effectually  closes  this 
door  of  relief  until  the  fear  of  the  banks  to  loan  and  of  business  men  to  borrows 
removed.  This  fear  can  be  removed  most  speedily  by  a  clear-cut  declaration  d 
policy  and  purpose  by  the  Government  of  the  United  States  through  the  mandak 
which  I  submit  to  you.  Upon  the  passage  of  such  a  mandate  the  confidences! 
the  banks  and  of  business  men  would  be  greatly  stimulated  and  would  incrc*M 
day  by  day  because  it  is  perfectly  obvious  that  under  this  mandate  working 
capital  destroyed  by  the  banks  would  be  soon  replaced  either  by  the  Resero 
banks  or  by  the  member  banks  themselves. 

The  Reserve   Roard  could  expand  the  bank  deposits  by   purchasing 

Federal,  State,  and  municipal,  and  other  sound  bankable  assets  to  the  extent 
necessary  to  restore  the  working  capital  destroyed  bv  this  depression.  Tbet 
could  restore  the  demand  and  time  deposits  very  rapidly  by  buying  such  bondi 
and  sound  assets. 

I  respectfully  request  you  to  submit  this  suggestion   to   the   Committee  o 
Banking  and  Currency  of  the  Senate  for  its  consideration. 
Yours  faitlifully, 

Robert  Owes. 

Senator  Glass.  Mr.  Willard  Hamilton,  president  of  the  Florid: 
Bankers  Association,  will  please  take  the  stand. 

STATEMENT    OF    WILLARD    HAMILTON,     PRESIDENT     FLORIDA 
BANKERS'  ASSOCIATION,  ORLANDO,  FLA. 

Mr.  Hamilton".  Mr.  Chairman  and  gentlemen  of  the  committee. 
since  coming  here  from  Florida  I  have  developed  a  little  hoarsciie*.-, 
and  Mr.  Andrews  of  Pensticola  has  agreed  to  read  my  remarks. 

Senator  Glass.  Very  well.     That  will  he  satisfactory,  sir. 

(Mr.  James  \V.  Andrews,  cashier,  American  National  Bank, 
Pensacola,  Fla.,  read  the  statement  of  Mr.  Hamilton  as  follows:! 

Mr.  Chairman  and  members  of  the  committee,  in  ap]>earing  liefore  your  (vtp- 
mittec  in  behalf  of  the  Florida  Bankers  Association  on  the  1935  hanking  lull,  I 
wish  to  state  that  while  our  committee  is  a  small  one  it  is  truly  representatiie  iJ 
the  bankers  of  all  sections  of  Florida.  Mr.  J.  W.  Andrews  is  cashier  of  tbr 
American  National  Bank  of  Peusacola  and  represents  the  banks  of  northwett 
Florida.  Mr.  G.  E.  Lewis  is  president  of  the  Lewis  State  Bank  of  Tallaliasw 
and  represents  the  banks  of  north  central  Florida.      Mr.  George  A  vent  is  president 
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T  the  Florida  National  Bank  of  Jacksonville,  and  Mr.  Rodgere  represents  the 
^■•nks  of  northeast  Florida.  Mr.  H.  B.  Oliver  is  vine  president  of  the  First 
National  Ba^ik  of  Miami  and  represents  the  east  coast.  Mr.  C.  D.  Dyal  is 
■Resident  of  the  Florida  National  Bank  of  St.  Petersburg  and  represents  the  west 
*Oast,  and  myself,  Willard  Hamilton,  president  of  the  Florida  Bank  at  Orlando, 
bid  president  of  the  Florida  Bankers  Association. 

While  I  am  well  aware  of  the  volume  of  testimony  that  has  been  presented  to 
your  committee,  I  would  like  to  comment  briefly  on  title  I  of  the  bill. 

The  proposed  bill  which  you  have  under  consideration  is  of  the  utmost  im- 
portance to  country  bankers.  It  is  the  opinion  of  Florida  bankers  that  the 
assessment  of  one-eighth  of  1  percent  on  total  deposits  at  this  time  would  be 
ruinous  to  many  banks,  particularly  in  view  of  the  fact  that  the  majority  of 
Florida  banks  have  made  less  net  earnings  to  date  in  1935  than  they  did  in  a 
similar  period  in  1 934,  which  period  was  by  no  means  a  prosperous  one  for  Florida 
banks.  Due  to  this  lower  earning  ratio,  the  payment  of  one-eighth  of  1  percent 
Into  the  Federal  Deposit  Insurance  Corporation  would,  in  my  opinion,  be  a 
•train  on  practically  all  banks.  In  addition  to  the  above  facta,  banks  are  faced 
with  further  declining  earnings  for  the  balance  of  193S. 

To  Illustrate,  I  would  mention  a  specific  case  of  one  small  bank  in  Florida 
whose  average  deposits  are  $4,000,000,  upon  which  the  assessment  would  amount 
to  $6,000  per  year  or  6  percent  upon  the  capital  of  that  particular  bank. 

I  strongly  urge  that  you  gentlemen  consider  these  facts  and  if  any  assessments 
are  written  into  the  bill,  that  it  will  not  be  in  excess  of  one-sixteenth  of  1  percent 
on  the  total  deposits. 

Mr.  Rodgers,  who  is  president  of  the  Florida  Bar  Association,  as  well  as  a 
director  and  member  of  the  executive  committee  of  one  of  Jacksonville's  largest 
banks,  would  like,  with  your  kind  permission,  to  comment  briefly  on  title  II. 

Gentlemen,  I  thank  you. 

The  statement  is  signed  by  Willard  Hamilton,  president,  Florida 
Bankers  Association. 

Senator  Bulkley.  Has  not  business  generally  been  better  in 
Florida  this  year  than  last  year? 

Mr.  Hamilton.  Generally  speaking;  yes. 

Senator  Bulkley.  To  what  do  you  attribute  the  reduced  earnings 
of  banks? 

Mr.  Hamilton.  I  would  say,  principally  the  lower  interest  rate  on 
Government  securities. 

Senator  Glass.  The  committee  is  obliged  to  you,  Mr.  Hamilton. 

(The  witness  withdrew  from  the  committee  table.) 

STATEMENT  OF  W.  H.  ROGERS,  PRESIDENT  FLORIDA  BAR  ASSO- 
CIATION, AND  MEMBER  OF  THE  EXECUTIVE  COMMITTEE  OF 
THE  FLORIDA  NATIONAL  BANK,  JACKSONVILLE,  FLA. 

Senator  Glass.  Please  give  your  name,  Mr.  Rogers,  and  your  posi- 
tion, to  the  official  reporter. 

Mr.  Rogers.  My  name  is  William  H.  Rogers,  of  Jacksonville, 
Fla. ;  director  and  member  of  the  executive  committee  of  the  Florida 
National  Bank,  and  president  of  the  Florida  State  Bar  Assocaition. 

Senator  Glass.  You  understand,  Mr.  Rogers,  the  pending  bills, 
and  we  will  be  very  glad  to  hear  anything  you  have  to  say. 

Mr.  Rogers.  I  appreciate  your  courtesy  in  giving  us  a  few  minutes 
for  the  presentation  of  our  views  at  this  late  stage  in  your  hearings. 
I  shall  confine  my  remarks  to  title  II  of  the  pending  bill.  I  do  not 
come  before  you  as  a  technical  banking  expert  nor  as  one  who  is 
letter  perfect  in  the  language  of  this  bill.  I  have  read  the  bill,  how- 
ever, and  heard  it  widely  discussed  in  my  state  and  have  read  in  the 
newspapers  a  substantial  number  of  the  statements  with  regard  to 
the  bill  which  have  been  made  before  your  committee  and  elsewhere. 
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I  come  before  you  as  one  of  a  delegation  which  has  been  of 
requested  to  appear  here  by  the  executive  committee  of  the  Fiorii 
Bankers  Association  to  register  grave  concern  which  has  been  aroused 
in  Florida  by  the  implications  of  this  title  as  we  have  read  it 
understood  it. 

I  realize  that  many  thorough,  able,  and  lengthy  expositions  1 
been  presented  to  your  committee.  I  will,  therefore,  not  take  yat 
time  by  attempting  to  reiterate  what  you  have  already  heard  from* 
many  sources.  We  do  feel,  however,  that  we  would  be  untrue  tooa 
responsibilities  in  Florida  if  we  did  not  go  on  record  with  this  commit- 
tee in  protest  against  the  passage  of  this  vitally  important  legislation, 
without  the  most  careful  consideration. 

As  we  understand  this  title,  it  undertakes  to  alter  radically  bankag 

fractice  as  it  has  grown  up  in  this  country  over  a  long  period  of  yam. 
t  not  only  changes  private  banking  practice  but  greatly  alters  tin 
relationships  of  the  private  banks  and  the  Federal  Reserve  banks  to 
the  Federal  Reserve  System. 

As  I  recall,  the  Federal  Reserve  System  was  established  some  20 
years  ago  on  the  basis  of  recommendations  of  a  very  capable 
sion  which  gave  years  of  study  to  American  banking  needs.  On  the 
basis  of  the  recommendations  of  this  commission,  Congress  gave  sin- 
ful and  deliberate  consideration  to  the  proposals  advanced  and 
opportunity  was  given  for  a  Nation-wide  discussion. 

Senator  Bthnes.  Do  you  refer  to  the  Aldrich-Vreeland  Commis- 
sion? 

Mr.  Rogers.  Yes,  sir. 

As  a  result,  it  was  decided  by  the  Congress  that  we  did  not  need  in 
this  vast  country  a  central  banking  system,  but  rather  a  regional 
banking  system  in  touch  with  local  requirements  and  conditions. 

As  I  read  the  proposed  bill,  it  does  not  merely  modify  the  Federal 
Reserve  Act  as  we  have  known  it  for  the  past  20  years.  It  substanti- 
ally repeals  the  Federal  Reserve  Act  as  we  know  it  and,  for  all  practical 
purposes,  establishes  a  central  bank  under  another  name. 

I  may  say  that  this  statement  was  prepared  before  Mr.  Owen  D. 
Young  appeared  before  your  committee  yesterday. 

Let  me  enlarge  on  this  very  briefly.  The  bill  before  the  Senate 
would  lessen  the  authority  of  the  governors  of  the  Federal  Reserve 
Banks  by  making  their  selection  subject  to  the  approval  of  the  Federal 
Reserve  Board  every  year.  I  think  it  is  fair  to  say  that  the  Federal 
Reserve  governors  would  not  have  the  courage  and  independence  of 
action  which  they  now  enjoy  if  they  should  owe  their  positions  to  the 
favor  of  the  Federal  Reserve  Board.  In  the  next  place,  tliis  bill  would 
give  to  the  Federal  Reserve  Board  unlimited  power  to  raise  and  lower 
reserves,  absolute  power  to  fix  rediscount  rates,  and  the  tremendous 
power  to  compel  the  Federal  Reserve  banks  to  buy  Government 
securities  in  any  amount,  whether  they  individually  desired  to  do  so  er 
not.  Under  the  hill  as  it  is  written,  the  Federal  Reserve  governors 
would,  of  course,  be  consulted,  but  if  their  judgment  differed  from  that 
of  the  Board,  they  would  have  no  choice  but  to  carry  out  the  Board* 
orders.  If  this  does  not  constitute,  in  substance,  a  central  banking 
system  rather  than  a  regional  system,  then  my  long  years  of  inter- 
preting legislative  language  have  been  in  vain. 

But  however  all  that  may  be,  whether  I  correctly  apprehend  the 
true  significance  of  this  bill  or  not,  at  least  I  observe  that  the  bill  is 
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~  'most  controversial  in  its  nature.     I  note  that  there  actually  exist 

directly  conflicting  viewB  as  to  its  significance  and  effect. 
*~'"    Moreover,  there  has  been  little  u  anything  in  the  presentation 
'before  Congress,  so  far  as  has  come  to  my  attention,  that  indicates 
the  existence  of  any  emergency  calling  for  the  precipitate  passage  of 
=  •  this  legislation.     It  involves  numerous  problems  vital  to  the  people 
-  of  the  country  as  a  whole.     Would  it,  therefore,  not  be  the  part  of 
>■  wisdom  to  postpone  action  on  title  II  of  the  bill  for  more  mature 
-  -  consideration  by  Congress  and  by  the  people? 
-'-      I  am  not  unfamiliar  with  the  intricacy  and  gravity  of  the  problems 
£.-.  that  must  confront  you  in  the  consideration  of  this  measure.    Only 
a  few  years  ago  I  was  privileged  to  serve  as  the  chairman  of  a  com- 
as: mission  which  revised  the  Florida  laws  of  dower,  descent,  distribution, 
-r.-  wills,  and  administration.    For  this  comparatively  simple  matter 
it  we  took  2  years'  time,  spending  more  than  6  solid  months  solely  in 
-*■  deliberation  and  drafting.     For  a  matter  as  serious  and  as  vital  to  the 
welfare  of  the  whole  country  as  this  pending  measure  undoubtedly  is, 
s-  I  respectfully  urge  that  no  less  deliberate  consideration  should  be 
zi-  given  to  it  than  was  given  to  the  Federal  Reserve  Act  in  its  original 
x  enactment. 

■*:       If,  however,  it  is  your  judgment  that  a  grave  condition  of  affairs 

•a  precludes  deliberate  action,  then  we  would  certainly  recommend  that 

the  bill  be  modified  (1)  so  that  a  substantial  number  of  the  governors 

c    of  the  Federal  Reserve  banks,  the  most  experienced,  practical  men 

in  the  System,  and  who  are  in  closer  contact  than  any  others  with 

local  needs,  should  be  members  of  the  Open-Market  Committee,  and 

i     (2)  that  Congress  should  limit  the  powers  of  the  Federal  Reserve 

Board  to  raise  or  lower  reserves  by  establishing  some  moderate  limit 

beyond  which  reserve  requirements  could  not  be  altered. 

In  making  the  foregoing  recommendations  our  delegation  in  no 
way  questions  the  motives  of  the  proponents  of  this  bill.  We  are  not 
considering  personalities  nor  any  particular  administration.  We  have 
arrived  at  these  conclusions  on  the  basis  of  what  we  regard  as  estab- 
lished American  principles  of  government,  not  lightly  to  be  changed. 
We  see  nothing  in  the  present  emergency  which  would  seem  to  us  to 
justify  establishing  in  the  permanent  law  of  the  land  an  autocratic 
centralized  control  in  Washington  of  the  money  and  credit  of  the 
people,  as  opposed  to  the  existing  system  with  its  checks  and  balances. 
Under  our  traditional  system  vitally  important  policies  are  formed, 
with  the  participation  of  the  heads  of  the  12  Federal  Reserve  banks, 
who  are  closely  in  touch  with  local  necessities  and  of  the  business 
men  who  are  the  directors  of  those  local  banks  in  every  section  of  the 
country. 

Senator  Glass.  Do  any  members  of  the  committee  desire  to  ask 
any  questions  of  Mr.  Rogers? 

Senator  Townsend.  How  many  banks  have  you  in  Florida? 
Mr.  Rogers.  I  think  I  will  have  to  ask  Mr.  Hamilton  to  answer 
that. 

Mr.  Hamilton.  Two  hundred  and  forty. 

Senator  Townsend.  Do  you  think  you  represent  the  sentiment  of 
most  of  those  banks? 

Mr.  Hamilton.  I  think,  undoubtedly,  in  all  sections  of  the  State. 
Senator  Glass.  You  prefer  a  statutory  reserve,  flexible,  as  I  under- 
stand it,  to  the  power  conferred  by  this  bill  on  the  Federal  Reserve 
Board  to  raise  or  lower  reserves  as  they  may  please? 
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Mr.  Rogers.  My  idea  was  that  there  ought  to  be  a  limit,  so 
in  some  administration  we  would  not  have  an  unwarranted  change. 

Senator  Glass.  Do  you  concur  with  the  preceding  witness  aate 
the  proposed  assessment  on  banks  for  insurance  deposit  purposes? 

Mr.  Rogers.  I  am  not  right  in  the  midst  of  banking  insofar  uii 
comes  to  detailed  management,  but  my  knowledge  and  informtia 
of  our  Florida  banks  is  that  the  vast  majority  of  them  are  not  ablate 
pay  dividends,  are  not  making  more  than  their  fixed  charge-offs;Mi 
it  seems  to  me  that  if  the  present  fund  is  sufficient  for  the  proof 
moment,  it  might  be  very  advisable  to  go  lightly  on  the  banks  at  tk 
moment.  Perhaps  in  more  prosperous  times  the  charge  could  at 
raised  on  a  sliding  scale. 

Senator  Glass.  What  is  the  attitude,  if  you  know  it,  of  the  Florid* 
Bankers  Association  as  to  compelling  the  insured  banks  to  beam 
members  of  the  Federal  Reserve  System  by  July  1,  1937? 

Mr.  Rogers.  I  do  not  think  I  can  answer  that,  Senator,  for 
banks  generally. 

Senator  Couzens.  Do  we  have  any  more  witnesses  here  represent- 
ing  Florida  banks? 

Senator  Glass.  No.  I  will  ask  you,  Mr.  Hamilton,  if  you 
had  sufficient  contact  with  the  bankers  of  Florida  to  know  what 
attitude  is  on  that  particular  question. 

Mr.  Hamilton.  I  should  say  that  they  would  desire  to  have  a  litUe 
longer  time;  that  is,  most  of  the  State  banks. 

Senator  Glass.  The  committee  is  obliged  to  you,  Mr.  Rogers. 

(The  witness  withdrew  from  the  committee  table.) 

STATEMENT  OF  MORTON  BODFISH,  EXECUTIVE  VICE  PRESTDHT 
UNITED  STATES  BUILDING  AND  LOAN  LEAGUE  AND  ASSISTAIT 
PROFESSOR  OF  ECONOMICS  AT  NORTHWESTERN   UNIVERSITI 

Senator  Glass.  Give  your  name  and  address  to  the  official  reporter, 
please. 

Mr.  Bodfish.  My  name  is  Morton  Bodfish.  I  am  executive  viw 
president  of  the  United  States  Building  and  Loan  League,  which  b 
the  national  organization  of  savings,  building,  and  loan  associations. 
I  am  also  an  assistant  professor  of  economics  at  Northwestern  Univer- 
sity and  was  a  member  of  the  original  Home  Loan  Bank  Board. 

My  statement,  Mr.  Chairman  and  gentlemen  of  the  committee, 
deals  entirely  with  sections  206  and  210  of  the  bill.  These  sections 
have  a  bearing  on  the  real-estate  mortgage  credit  policies  of  the  banks. 
We  are  naturally  somewhat  interested  in  those  policies,  as  they  not 
only  affect  our  institutions  in  a  competitive  sense,  but  we  feel  that 
the  mortgage  lending  policies  that  are  sponsored  by  the  Federal 
Reserve  System  have  a  real  bearing  on  the  ycar-in  and  year-out 
soundness  of  our  banking  system. 

It  is  universally  agreed  that  both  the  banking  system  and  the  mort- 
gage credit  system  in  the  United  States  need  study  and  perfection, 
m  light  of  the  recent  credit  collapse.  Much  progress  has  boon  mad* 
through  the  insurance  of  deposits  and  savings  accounts,  elimination 
of  security  affiliates,  and  the  establishment  by  State  and  Federal  la* 
of  restrictive  general  policies  for  the  operation  of  both  types  of  insti- 
tutions. 

I  refer  to  banking  institutions  and  mortgage  credit  institutions. 
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Outstanding  in  the  recasting  of  credit  systems  in  the  country  has 
been  the  policy  that  short-term  or  commercial  credit  institutions 
should  not  engage  in  long-term  mortgage  or  capital  credit  activities. 
This  sound  principle  has  been  observed  elsewhere  and  explains  in 
some  part  the  stability  enjoyed  by  the  banking  structure  of  other 
countries,  notably  Great  Britain  and  Sweden.    Section  210  of  the 

Sroposed  Banking  Act  of  1935,  supplemented  by  section  206,  proposes 
>  continue  and  encourage  the  mortgage  activities  by  banks  which 
violated  the  above-mentioned  banking  principle,  and  which,  in  the 
judgment  of  many  of  us,  was  a  factor  in  the  recent  over-expansion  and 
collapse  of  credit.  This  over-expansion  in  long-term  credits  led  to 
numerous  failures  in  the  banking  field,  and  to  a  discouraging  freezing 
in  the  mortgage  credit  field.  Economic  historians  will  certainly  record 
the  banking  failures  as  the  major  factor  causing  unprecedented  price 
declines,  rapid  credit  liquidation,  business  failures,  and  acute  general 
depression.  Everything  practicable  should  be  done  to  prevent  a  re- 
currence of  these  conditions. 

Mortgages  have  always  played  a  dominant  role  in  the  banking 
difficulties  in  this  country.  It  is  generally  felt  that  the  failure  of  State 
bank  guarantee  systems  was  largely  the  result  of  real-estate  mortgage 
-lending  activities  on  the  part  of  the  less  experienced  bankers,  particu- 
larly in  farm  mortgages.  The  dramatic  bank  failures  of  the  recent 
depression  in  Detroit  and  Chicago  and  many  other  localities  were  con- 
vincing evidence  that  extensive  mortgage  lending  was  not  sound 
banking.  The  depression  experience  clearly  indicates  that  a  bank 
failure  leads  to  loss  of  confidence  and  difficulty  in  other  types  of 
financial  institutions. 

The  banks  are  adversely  affected  when  savings  or  investment  insti- 
tutions encounter  difficulty.  It  would  therefore  seem  proper  that 
public  policy  should  more  and  more  restrict  the  activities  of  savings 
institutions — such  as  building  and  loan  associations,  savings  banks 
and  insurance  companies — to  those  which  have  been  proved  by  ex- 
perience to  be  appropriate  and  safe,  while  at  the  same  time  drawing 
similar  rigorous  statutory;  limits  about  the  field  of  activity  of  com- 
mercial banking  institutions.  While  examples  of  the  satisfactory 
results  of  such  a  policy  in  foreign  countries  could  be  cited,  it  is  neces- 
sary only  to  point  to  the  New  England  territory,  where  the  separation 
of  commercial  banking  from  savings  banking  is  considered  "theoreti- 
cally desirable"  and  is  largely  carried  out.  There  we  have  had  a 
comparatively  stronger  and  more  stable  financial  structure  than  in 
other  parts  of  the  country.  The  concept  of  division  of  labor  or  spe- 
cialization is  as  useful,  as  sound,  and  as  vital  in  the  field  of  finance  as 
it  is  in  the  field  of  industry  and  trade.     A  great  and  sound  step  in 

Jiublic  policy  was  taken  in  the  divorcement  of  security  merchandising 
rom  commercial  banking.  It  is  the  judgment  of  many  that  equally 
compelling  logic  and  experience  call  for  similar  action  in  separating 
banking  from  long-term  mortgage  credits. 

The  primary  function  of  the  national  banking  structure  has  been  to 
serve  the  commercial  credit  needs  of  the  Nation.  Many  thoughtful 
bankers  and  observers  doubted  the  wisdom  of  the  so-called  "Mc- 
Fadden  Act",  which  substantially  accelerated  the  participation  of 
national  bank's  in  the  mortgage  field.  The  records  from  1920  up  to 
the  beginning  of  the  recent  banking  difficulties  indicate  a  sweeping 
expansion  in  mortgage  loans.    A  question  again  arises  as  to  whether 

».™=.Google 


908  BANKING   ACT   OF    1933 

the  country  and  its  financial  structure  would  not  be  in  a  better  poMtn 
if  we  developed  strong  but  entirely  separate  managements,  director- 
ates, and  trustees,  each  functioning  in  individual  lines  of  finsncal 
activity.  Commercial  banking  ana  mortgage  financing;  seem  to  be 
distinct  and  different,  and  specialization  rather  than  department-start 
activity  should  be  encouraged  as  a  matter  of  public  policy.  Conuns- 
cial  banks  deal  primarily  with  manufacturers,  jobbers,  retailers,  at 
men  who  own  business  and  business  institutions.  The  problem  d 
mortgage  credits  is  quite  different,  dealing  with  a  more  personal  ritk, 
an  entirely  different  repayment  arrangement,  a  different  field  of  law 
and  business  practice,  and  an  entirely  different  type  of  security. 

Following  this  thought  further,  it  would  seem  that,  if  banking  insti- 
tutions of  the  country  are  to  be  encouraged  to  make  longer  torn 
investments,  then  the  most  needed  public  service  which  they  en 
render  and  which  they  are  best,  if  not  exclusively,  equipped  to  rentier, 
is  that  of  capital  loans  to  large  and  small  businesses.  I  have  in  mini 
here  financing  running  from  1  to  3  or  possibly  even  to  5  years.  Th» 
is  a  field  unserved  by  private  capital  at  the  present  time  and  one  mat 
appropriate  than  long-term  mortgages  for  the  employment  of  demand 
or  time  deposits  of  essentially  commercial  banking  institutions.  Such 
loans  offer  a  profitable  outlet,  and  recent  investigation  has  clearly 
indicated  the  need  of  such  intermediate  credit  for  business. 

Senator  Glass.  Right  on  that  point,  do  you  mean  loans  merely  to 
the  capital  structure,  or  capital  working  loans? 

Mr.  Bodfish.  Mr.  Chairman,  I  am  thinking  more  of  working  capi- 
tal loans  that  do  not  meet  the  requirements  of  60  days,  00  days  or 
even  6  months  liquidation.  I  was  very  impressed  some  time  ago 
by  a  study  that  was  made  in  the  Department  of  Commerce  in 
which  they  interrogated,  through  the  mails,  some  16,000  or  18,000 
small  business  men,  and  the  study  seemed  to  develop  this  one  rather 
striking  fact:  that  prior  to  the  banking  crisis  and  the  resulting  strict 
supervision  we  have  had  since  then,  these  small  businesses  were  sup- 
plied with  advances  that  would  run  anywhere  from  1  to  2  years  as  a 
practical  matter.  Sometimes  they  are  on  Bhorter-term  notes,  yes,  but 
there  was  a  renewal  policy  and  the  like.  That  study  developed  thai 
that  kind  of  accommodation  where  there  seemed  to  be  any  possibility 
that  it  would  not  bo  liquidated  in  90  days  or  6  months  was  not  avail- 
able. So  my  thought  was  that  if  we  are  going  to  stretch  any  into 
the  capital  field  it  would  be  better  to  encourage  the  banks  a  little 
more  along  that  line  than  real-estate  purposes. 

Senator  Glass.  I  asked  you  the  question  because  Governor  Black, 
when  he  was  before  the  Banking  and  Currency  Committee  on  the 

Question  of  direct  loans  to  industries  in  certain  exigencies,  drew  a 
larp  distinction  between  loans  to  working  capital  and  loans  to  set  up 
new  enterprises. 

Mr.  Bodfish.  May  I  continue? 

Senator  Glass.  Yes. 

Mr.  Bodfish.  Some  of  us  have  given  considerable  studv  to  the 
problem  of  building  a  mortgage  credit  structure  which  would  better 
serve  the  needs  of  property  ownership,  and  at  the  same  time  resist 
the  acute  conditions  recently  experienced.  A  very  cornerstone  of 
this  thinking  was  the  common-sense  proposition  that,  if  long-term. 
nonliquid  mortgage  loans  are  to  be  safely  made,  they  must  flow  from 
long-term  savings  or  investment  capital,  rather  than  from  funds  of 
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"depositors  who  expected  money  od  demand  or,  at  most,  on  short 
^notice. 

The  Banking  Act  of  1933  moved  in  the  direction  of  restricting 
:: -banking  institutions  to  commercial  credit  activities — sort  of  a  gen- 
I'wral  admonition  about  going  too  far  in  the  real-estate  field— while  at 
i  the  same  time  a  long-term  mortgage  credit  system  was  being  devel- 
r4>ped  through  Federal  and  State  legislation  affecting  building  and  loan 
'associations  and  other  types  of  long-term,  trustee,  or  savings  insti- 
-"tntions. 

There  I  refer,  of  course,  to  the  Federal  Home  Loan  Bank  Act,  and 
••'the  Home  Owners'  Loan  Act  of  1933,  in  connection  with  which  we 
uhave  had  a  great  deal  of  State  legislation  also  in  the  last  2  or  3  years, 
3  and,  of  course,  title  IV  of  the  new  National  Housing  Act. 
:  The  program  was  varied  and  sound,  and  it  is  believed  that  the  in- 
strumentalities for  furnishing  adequate  home  mortgage  credit  have 
r  been  created.  They  will  function  adequately  at  such  time  as  rcal- 
1  estate  prices,  employment,  and  other  conditions  urge  citizens  to  use 
ii  credit  extensively  for  the  building  or  buying  of  homes.  There  is 
statistical  evidence  of  doubled  lending  activity  today  on  the  part  of 
i  the  trustee  institutions.  It  is  my  considered  judgment  that  the  Con- 
i  gress  might  better  encourage  and  aid  those  institutions  to  greater 
activity  than  to  desert  a  sound  banking  principle  in  regard  to  mort- 
gage lending  to  employ  temporarily  idle  banking  capital. 

Commercial  banking  institutions  have  large  sums  today  at  interest 
coats  ranging  from  nothing  to  2  percent.  These  funds  are  piled  up  for 
three  reasons:  (1)  because  the  public  feels  their  funds  to  be  safe,  as  a 
result  of  the  confidence  established  through  the  F.  D.  I.  C;  (2)  be- 
cause of  the  universal  feeling  on  the  part  ofthe  public  that  their  funds 
are  available  on  demand  or  when  they  want  them;  and  (3)  because  of 
the  small  present  demand  for  ordinary  commercial  or  business  credits. 
It  is  emphasized  that  institutions  which  cannot  directly  or  impliedly 

Sromise  immediate  availability  ore  not  receiving  a  very  substnatial 
ow  of  savings  regardless  of  rate.  These  fimds  m  commercial  banks 
which  are  obviously  demand  fimds  in  the  minds  of  the  public  must  be 
bo  husbanded  and  employed  that  the  bank  can  respond  to  any  demand 
should  less  favorable  circumstances  develop.  If  such  deposits  bought 
at  demand  prices  are  invested  in  real-estate  mortgages  in  large 
amounts,  the  residt  is  not  only  a  perilous  and  deceptive  Danking  struc- 
ture, but  also  a  situation  in  which  the  savings  or  long-term  investment 
institutions  are  unfairly  placed  at  a  distinct  disadvantage  in  carrying 
out  their  normal  functions. 

It  is  possible  under  the  proposed  Banking  Act  of  1935  that  a  sub- 
stantial portion  of  the  20  billions  of  dollars  of  real-estate  mortgages 
now  held  by  savings,  building  and  loan  associations,  insurance  com- 
canies,  and  savings  banks  might  temporarily  at  least  be  transferred 
to  the  commercial  banking  structure.  It  is  questionable  whether  the 
savings,  building  and  loan  association,  the  savings  banks,  or  the  insur- 
ance companies  can  function  or  expand  in  face  of  competition  for 
prime  mortgage  investments  from  commercial  banking  institutions 
whose  cost  of  capital  is  today  2  percent  or  less. 

Through  the  F.  D.  I.  C.  the  Government  of  the  United  States  has 
assumed  a  moral  obligation  to  the  bank  depositors  of  this  country. 
The  Congress  and  the  Government  must  either  make  certain  that 
safe  and  Bound  management  policies  are  followed  in  the  insured  bunks, 
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or  face  the  alternative  of  paying  off  the  depositors  in  cash.  It 
frightening  to  speculate  on  the  amount  of  money  and  the  burden  m 
the  public  credit  which  would  be  caused  by  a  future  real-estitt 
deflation  of  only  one-half  the  intensity  of  the  recent  one,  if  the  bankine; 
structure  should  acquire  the  bulk  of  the  long-term  mortages.  Its 
not  adequate  to  merely  provide  loan  facilities  on  such  long-ton 
assets  in  order  to  meet  withdrawal  demands  of  depositors.  In  the 
next  credit  or  real  estate  deflation  period,  we  would  find  our  bankiig 
system  substantially  weakened  by  long-term,  nonliquid  real-esttt* 
investments,  and  we  would  ultimately  nave  to  rebuild  a  sound  ad 
separate  mortgage-credit  system,  either  through  encouraging  print* 
or  cooperative  enterprise,  or  through  direct  Government  intervention. 

Again,  the  rates  which  depositors  have  accepted  for  commerdil 
bank  savings  convincingly  suggest  that  they  expect  to  get  thar 
money,  either  upon  demand  or  upon  too  short  notice  to  justify  its 
investment  in  long-term  real-estate  mortgages.  It  is  no  real  solution 
merely  to  transfer  long-term  frozen  assets  from  a  primary  lending 
institution  to  another  institution,  even  though  it  be  a  reserve  institu- 
tion,  especially  in  times  of  Nation-wide  credit  stringency.  Rail- 
estate  loans  by  their  very  nature  do  not  have  and  will  not  have  u 
organized  market  or  market  liquidity. 

At  the  time  of  the  consideration  of  the  National  Housing  Act,  I 
ventured  to  state  the  opinion  neither  legislation  nor  insurance  arrange- 
ments could  make  long-term  mortgages  so  attractive  or  so  liquid 
that  they  could  find  a  cash  market  at  practically  face  value  in  times 
of  money  stringency.  I  still  tliink  this  observation  is  sound,  and  yet 
to  be  disproved.  I  believe  we  can  so  reconstruct  our  financial  arr&ngt- 
ments  that  the  Government,  either  directly  or  through  the  FedCTtl 
Reserve  System,  need  not  assume  this  responsibility. 

While  admitting  that  the  United  States  is  over-banked,  both  in 
numbers  and  in  dollars — incidentally  I  looked'  up  the  per  capita  com- 
mercial deposits  and  And  they  are  practically  twice  those  per  cspiu 
of  commercial  banks  in  Great  Britain,  substantially  in  excess  of  those 
in  Canada,  and  the  ratio  runs  from  two  times  on  up,  while  we  hive 
comparatively  much  lower  per  capita  assets  in  long-term  savings  or 
investment  institutions,  while  admitting  that  the  United  States 
is  over-banked,  both  in  numbers  and  in  dollars,  it  would  seem  unwise 
to  embark  upon  any  program  which  would  discourage  the  sound 
but  effective  functioning  of  the  thrift  and  savings  organizations. 
There  is  much  public  and  private  good  in  providing  savings  institu- 
tions in  which  the  middle  classes,  and  the  persons  in  the  humbler 
walks  of  life,  may  be  encouraged  and  rewarded  in  the  form  of  4-per- 
cent rates  on  their  systematic  or  accumulated  savings.  Such  insti- 
tutions have  rendered  great  public  service  in  the  past,  and  have 
supplied  most  of  the  real-estate  credit  for  homes  and  residential 
properties,  and  their  work  should  be  strongly  supported  and  encour- 
aged. The  proposed  legislation  will  have  an  adverse  effect  on  the 
long-term  development  of  the  savings  institutions  and  conflict  with 
the  Federal  Home  Loan  Bank  Board  program  sponsored  by  the  Gov- 
ernment. From  the  point  of  view  of  Government,  the  jurisdiction 
and  leadership  of  the  Federal  Reserve  Board  should  not  be  expanded 
into  the  field  of  mortgage  credits,  which  is  the  important  and  prime 
responsibility  of  the  Federal  Home  Loan  Bank  Board. 
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t      A  commercial  bank  best  serves  its  community  by  giving  it  unin- 
'  terrupted  banking  service  and  furnishing  credit  to  those  types  of 
business  activity  for  which  the  bank  is  intended  and  equipped. 

Commercial  banks  have  never  made  any  consequential  volume  of 
i  construction  loans  in  this  country  other  than  short-term  advances 
to  construction  companies  and  reliable  builders. 

The  point  1  am  making  there  is  that  in  the  main,  construction  loans 
are  made  by  savings  institutions  and  by  private  mortgage  operations 
direct  and  do  not  find  their  way  into  the  banking  system  until  they 
become  matured  and  seasoned  paper.  The  reason  I  make  that  point 
is  that  one  of  the  arguments  made,  rather  effectively,  I  think,  for  the 
extension  of  those  mortgage-lending  powers  in  banks,  is  that  the  con- 
struction activity  is  greatly  needed  now  and  credit  is  the  only  thing 
that  is  holding  it  back.  I  do  not  believe  an  expansion  of  commercial 
banking  and  mortgage  lending  powers  is  the  answer  to  construction 
credit. 

Building  activity  has  not  been  deterred  for  lack  of  reasonable  safe 
credit.  The  price  of  present  properties  in  relation  to  costs  of  con- 
struction, vacancies,  unemployment,  and  general  unwillingness  to 
incur  debts  on  the  part  of  prudent  citizens  and  conservative  businesses 
explain  the  lack  of  volume  of  construction  at  the  present  time.  Of 
course,  there  are  speculative  builders  and  others  who  would  build 
office  building  upon  office  building  and  hotel  upon  hotel,  and  apart- 
ment upon  apartment  if  the  now  regretted  100  percent  mortgage 
credit  of  1927-29  were  available.  Certainly  this  is  not  the  type  of 
credit  that  banks  or  any  other  type  of  financial  institution  should  be 
encouraged  to  extend  even  in  the  interests  of  more  construction. 

It  is  a  recognized  phenomenon  of  the  business  cycle  that,  following 
the  crisis-depression  stage,  idle  funds  accumulate  until  low  interest  or 
complete  lack  of  earnings  tempt  them  into  the  field  of  long-term  or 
capital  investments.  Historically,  a  large  portion  of  these  funds 
have  been  needed  in  the  ordinary  financing  of  business  when  recovery 
really  commences.  It  would  seem  to  be  short-sighted  public  policy  to 
press  bank  funds  into  real  estate  credits  under  such  conditions. 

Furthermore,  the  savings  institutions  of  the  country  are  able  to 
meet  current  mortgage  demands.  Today  two-thirds  of  the  building 
and  loan  associations  are  actively  making  mortgage  loans.  In  addi- 
tion to  the  associations,  insurance  companies  have  reentered  the  mort- 
gage market  and  savings  bank  participation  is  increasing  in  the  section 
of  the  country  which  tney  serve.  The  problem  of  these  institutions  is 
to  obtain  sound  mortgage  risks.  The  activity  and  the  difficulty  of 
obtaining  good  loans  are  attested  by  active  advertising  for  loans  except 
in  a  few  areas,  mortgage  recordations  and  lowering  interest  rates  and 
loan  terms  which  are  a  direct  evidence  of  a  developing  competitive 
drive  for  prime  mortgage  business.  In  my  judgment,  another  6 
months  will  see  the  doubling  of  this  evidence  and  activity. 

So  far  as  building  and  loan  associations  are  concerned,  cash  on  hand, 
improved  mortgage  collections,  increased  savings  and  the  resources  of 
State  and  Federal  Reserve  arrangements  put  them  in  a  position  to 
lend  a  billion  dollars  in  the  coming  12  months.  These  institutions 
loaned  over  half  a  billion  dollars  in  1934.  Their  resources,  together 
with  those  of  other  specialized  mortgage  lenders,  should  adequately 
take  care  of  the  mortgage  need, 
mass— 35— er  2 se 
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I  refer,  of  course,  to  the  residential  field.  I  have  no  opinions  or 
solutions  as  to  the  large  unit  mortgage  credit  regarding  hotels,  mi- 
estate  bond  operations,  and  the  like. 

One  of  the  pressing  arguments  to  liberalize  the  power  of  commerail 
banks  to  make  real-estate  loans  falls  when  one  looks  at  present  restric- 
tions and  finds  that,  if  they  would,  without  any  change  in  the  act, 
the  commercial  banks  are  authorized  to  make  an  additional  thnc 
billion  dollars  of  such  loans.  These  loans  are  not  limited  to  5  yean 
but  include  any  long-term  loans  insured  under  title  II  of  the  National 
Housing  Act.  Tins  indicates,  to  my  mind,  at  least,  that  prudent 
bank  managements  are  not  making  any  volume  of  real-estate  loans, 
and  present  authorizations  are  ample  for  them  to  more  than  double 
their  volume  if  they  consider  it  sound  banking  policy. 

While  necessary  and  useful  at  one  time,  the  principal  pressure  for 
Government  loans— the  argument  that  is  made  is  that  the  only  reason 
this  should  be  done  is  because  of  pressure  upon  Government  lending 
instrumentalities — in  the  farm  and  home  field  is  a  result  of  the  un- 
usually favorable  terms  offered  by  the  Government  agencies  rather 
than  a  clear-cut  shortage  of  mortgage  credit  for  sound  risks.  Cer- 
tainly, neither  banks  nor  any  other  lending  institutions  should  b* 
expected  to  substitute  for  the  mortgage-relief  activities  of  the  H.  0. 
L.  C.  and  the  F.  C.  A.,  where  unusual  risks  were  taken  for  reasons  of 
broad  public  policy. 

The  whole  trend  in  mortgage  practice  is  toward  long-term  obliga- 
tions ranging  from  12  to  20  years.  This  is  sound,  as  it  provides  for 
repayment  of  the  entire  indebtedness  in  an  orderly  way  and  within 
the  income  or  capacity  of  the  average  citizen.  These  mortgages  and 
all  other  mortgages,  regardless  of  their  legal  terms  or  conditions,  are 
essentially  long-term  frozen  paper  which  can  only  be  liquidated 
slowly  and  over  an  extended  period  of  time.  It  does  not  seem  thai 
discount  arrangements  or  other  devices  can  be  developed  which  will 
safely  permit  the  investment  of  anything  but  long-term  funds  in 
such  securities.  The  distinction  between  long- and  short-term  credits 
is  essentially  practical  and  real.  The  alteration  of  the  Federal 
Reserve  System  to  better  handle  stress  or  emergency  situations  should 
not  lead  us  to  broad  alterations  which  would  encourage  unwise 
banking. 

It  should  be  recalled  that  when  the  F.  D.  I.  C.  insures  deposits  it  is 
insuring  not  only  ultimate  solvency  but  it  is  guaranteeing  to  a  numer- 
ous group  of  creditors  that  it  will  pay  them  on  extremely  short  notice 
in  case  of  a  bank  closing  because  of  inability  to  meet  demand  deposits 
or  general  withdrawals. 

It  seems  to  me  that  past  experience  indicates  that  publicly  known 
borrowing  under  such  circumstances  does  not  solve  the  situation  in 
stress  periods.  The  real  solution  is  a  contract  or  arrangement  with 
those  supplying  the  capital  that  they  cannot  withdraw  all  their  funds 
except  through  orderly  liquidation  of  the  long-term  securities  in  which 
they  are  invested.  This  is  the  essence  of  the  savings,  building  and 
loan  associations  and  cooperative  bank  plan  of  operation.  If  there  is 
a  lesson  to  be  learned  by  English  experience  which  is  so  often  referred 
to  by  public  leaders  in  the  present  day,  it  is  one  of  no  mortgages  in 
the  commercial  banking  structure  and  broad  encouragement  of  the 
so-called  "building  socioty  movement."  The  active  construction  and 
favorable  interest  rates  on  mortgages  which  prevail  in  England  at  the 
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present  time  are  attributable  to  a  strong  and  virile  development  of 
savings,  building  and  loan  associations,  ft  would  seem  wise  to  follow 
or  pattern  after  that  experience  rather  than  encourage  or  risk  a  repe- 
tition of  our  own  recent  experience  in  the  banking  ana  mortgage  credit 
field. 

Therefore,  Mr.  Chairman,  we  urge  the  committee  to  seriously  con- 
sider the  proposal  which  is  made  in  this  bill  to  further  broaden  and 
encourage  the  participation  of  the  commercial  banking  structure  of 
this  country  in  real-estate  mortgage  credit. 

That  completes  my  statement. 

Senator  Glabb.  We  are  very  much  obliged  to  you. 

The  subcommittee  will  adjourn,  now,  until  tomorrow  morning  at 
10:30  o'clock. 

(Whereupon,  at  11:30  a.  m.,  the  subcommittee  adjourned  until 
tomorrow,  Friday,  May  31,  1935,  at  10:30  a.  m.) 
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friday,  mat  31,  1035 

United  States  Senate, 
Subcommittee  of  the  Committee  on 

Banking  and  Cubbenct, 

Washington,  D.  C. 
The  subcommittee  met,  pursuant  to  adjournment  on  Thursday, 
May  30,  1935,  in  room  301,  Senate  Office  Building,  at  10:30  a.  m., 
Senator  Carter  Glass  presiding. 

Present:  Senators  Glass  (chairman  of  the  subcommittee),  Bulkley, 
McAdoo,  Townsend,  and  Couzens. 

Senator  Glass.  Mr.  Vanderlip,  please  take  the  chair  in  front  of 
the  official  reporter. 

STATEMENT    OF    FRANK    A.   VANDERLIP,    FORMER    PRESIDENT 
NATIONAL  CITY  BANK,  NEW  YORK 

Senator  Glass.  Mr.  Vanderlip,  you  testified  before  the  House 
Committee,  and  we  have  your  testimony  there  available  in  print,  and 
would  not  ask  you  to  repeat  that,  but  it  has  occurred  to  some  of  us 
that  since  the  House  acted  on  the  bill  you  might  desire  to  make  some 
supplemental  statement  to  the  committee.  We  shall  be  very  glad  to 
hear  from  you. 

Mr.  Vanderlip.  I  dictated  after  breakfast  this  morning,  without 
the  aid  of  a  lawyer  or  an  economist,  just  a  very  brief  summary  of  my 
views.  I  thought  if  you  cared  to  have  me  do  ao,  I  would  present 
that,  and  then  you  can  question  me  or  I  can  develop  points. 

Senator  Glass.  Very  well,  sir. 

Mr.  Vanderlip.  Congress  has  been  advised  by  high  financial 
authority  to  set  up  a  commission  to  Btudy  monetary  legislation  and 
go  home,  in  the  interests  of  recovery.  I  do  not  agree  with  that  view. 
Congress  has  already  shown  signs  enough  of  abdicating.  The  Con- 
stitution has  put  specific  obligations  upon  Congress.  The  Supreme 
Court  has  clearly  reminded  Congress  that  it  cannot  delegate  its 
obligations.  It  is  time  for  Congress  to  buckle  down  to  business  and 
pass,  not  a  bill  that  someone  else  has  written  for  it,  but  a  measure 
it  will  devise  out  of  its  own  understanding.  I  am  afraid  it  will  not 
get  much  help  from  economists,  from  bankers,  or  from  any  other 
class.    This  is  a  job  that  Congress  has  got  to  do  for  itself. 

The  trouble  with  the  measure  that  you  now  have  before  you  is 
much  deeper  than  the  objections  which  bankers  have  belatedly  been 
raising.  These  banker  objections  were  first  raised  before  you  weeks 
after  the  measure  was  presented.  They  are  sound  in  themselves  when 
they  raise  questions  of  political  control,  when  they  point  to  the  fact 
that  this  measure  implements  the  means  of  inflation,  when  they 
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demonstrate  that  the  bill  will  lead  the  Reserve  System  further  into 
illiquid!  ty.  The  banks  are  stuffed  today  with  12  billions  of  Govern- 
ment bonds,  and  this  bill  creates  a  political  power  which  can  compel 
them  to  add  to  that  illiquid  load. 

The  fundamental  misconception  of  the  measure  is  that  it  puts  the 
Government  into  banking,  instead  of  taking  the  currency  out  of 
banking.  The  regulation  of  currency  is  a  Government  function,  not 
a  banking  perquisite. 

This  bill  sets  up  the  theory  and  the  method  of  a  managed  currency. 
With  the  theory,  and  with  the  necessity  for  currency  management, 
I  am  in  accord.  But  this  bill  creates  a  mechanism  political  in  ill 
character,  when  it  should  be  as  nonpolitical  as  the  Supreme  Court 
The  open-market  operations  necessary  to  a  regulated  currency  at 
improperly  made  a  factor  in  our  credit-banking  machinery.  Under 
it,  commercial  banks  are  compelled  by  a  political  body  to  manipulate 
their  portfolios  in  accordance  with  the  view  of  that  body  instead  of 
in  accordance  with  the  credit  needs  of  the  communities  they  serve. 

If  you  are  going  to  regulate  the  value  of  money — and  I  believe  yos 
must — how  are  you  going  to  do  it?    First,  you  must  have  a  measure 
of  value.    Recent  history  is  replete  with  illustrations  of  the  fluctuating 
value  of  gold.    Gold  no  longer  moves  from  one  country  to  another 
answer  to  the  balances  of  foreign  trade. 

Look  at  the  news  in  today's  papers.  The  Bank  of  France  in  5  davt 
loses  5,000,000,000  francs,  $325,000,000  of  gold,  not  in  the  slightest 
degree  in  answer  to  foreign-trade  balances,  but  wholly  as  the  result  of 
speculative  movements  and  panic  pressure.  The  monetary  base  of 
the  French  currency  is  seriously  attacked,  and  the  results  may  be  of 
the  gravest  political  and  social  importance.  We  see  here  the  stability 
of  government  itself  tlireatened  by  deflation.  Deflation  may  be  a 
dangerous  as  inflation — and  both  are  supremely  dangerous. 

It  is  the  first  duty  of  Congress  to  pass  a  constitutional  measure. 
My  opinion  is  that  the  bill  before  you  is  unconstitutional  in  that  it 
passes  to  a  political  body  both  the  executive  powers  of  currency 
management  and  the  policy  as  well.  It  sets  no  limit  on  the  range  of 
value  that  regulation  may  create.  Congressman  Spence  on  May  i 
presented  the  reasoning  as  to  the  unconstitutionality  of  this  measure 
with  great  force.  I  myself  urged  it  to  the  House  Banking  and  Cur- 
rency Committee  and  to  Governor  Fxicles,  and  I  urge  you  to  consider 
this  phase. 

I  believe  title  II  should  be  fundamentally  rewritten.  Congress 
should  mandate  the  objective  in  regulating  the  currency.  Congress 
cannot  delegate  policy;  it  can  only  delegate  the  executive  adminis- 
tration of  a  policy.  Inevitably  this  means  that  the  only  true  measure 
of  value,  a  price  index,  should  be  adopted  by  Congress  as  the  guide, 
and  a  dollar  having  stable  value  measured  by  a  definite  price  level 
should  bo  the  objective. 

By  this  means  you  can  create  an  effective  barrier  against  run-away 
inflation,  and  without  danger  of  run-away  inflation  you  can  raise 
prices  to  a  level  where  it  is  possible  to  meet  debts  that  were  created 
at  a  higher  price  level,  The  Supreme  Court  having  declared  a  gen- 
eral farm-mortgage  moratorium  as  unconstitutional,  there  is  no  other 
way  left  except  through  currency  action  to  meet  the  situation  of  the 
bcleagured  mortgaged  farmer. 
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That  covers  briefly  the  main  points  that  I  would  elaborate  if  you 
care  to  have  them  elaborated.  I  believe  the  measure  is  unconstitu- 
tional. 1  have  been  saying  that  for  weeks.  I  believe  it  is  unconsti- 
tutional because  the  policy  management  is  delegated,  and  I  think 
that  is  improper.  It  is  delegated  to  at  least  a  semipolitical  body,  and 
I  think  that  is  unwise. 

Senator  Couzenb.  Would  it  make  any  difference  as  to  what  kind 
of  a  body  it  was? 

Mr.  Vanderlip.  No.  It  should  be  an  absolute  mandate  as  to 
policy. 

Senator  Glass.  Mr.  Vanderlip,  would  you  prefer  to  have  the 
Congress  write  in  the  statute  the  reserve  requirements,  whether  they 
be  flexible  or  whether  they  be  stationary,  or  should  that  be  delegated 
to  what  you  term  this  "politically  appointed  body"? 

Mr.  Vanderlip.  You  have  already  passed  a  measure  which  per- 
mits the  Board  to  change  those  reserve  requirements.  I  believe  if 
you  are  going  to  have  a  stable  value  to  the  dollar  it  is  necessary  to 
have  the  power  to  change  the  reserve  requirements,  because  an  expan- 
sion of  bank-credit  currency  or  buying  medium  could  run  away  with 
the  situation,  and  the  banks  are  in  a  position  now  where,  if  there  were 
a.  demand,  with  $2,300,000,000  of  surplus  reserves,  they  could  inflate 
the  credit  terrifically. 

Senator  Glass.  Yes. 

Mr.  Vanderlip.  So  Congress  might  well  put  limits  on  it,  if  it  chose, 
but  I  should  think  a  nonpohtical  body  charged  with  the  responsibility 
of  regulating  the  currency,  so  as  to  maintain  a  price  level,  might  be 
left  free  to  change  those  reserves. 

Senator  Glass.  What  would  you  call  a  nonpohtical  body? 

Mr.  Vanderlip.  A  body  organized  as  nearly  as  possible  along  the 
lines  of  the  Supreme  Court — a  body  appointed  for  life.  Perhaps  their 
terms  should  terminate  at  some  advanced  age,  but  they  should  not 
be  removable  by  the  President,  and  should  not  be  subject  to  political 
pressure,  and  certainly  not  subject  to  business  pressure. 

Senator  Glass.  Would  have  the  Secretary  of  the  Treasury  and  the 
Comptroller  of  the  Currency  on  such  a  board? 

Mr.  Vanderlip.  Most  emphatically  not. 

Senator  Glass.  You  would  want  to  see  the  members  of  a  board 
such  as  you  describe  men  of  large  experience  with  an  understanding 
both  of  the  philosophy  and  the  technique  of  banking? 

Mr.  Vanderlip.  Yes,  sir;  large  experience  and  great  integrity. 

Senator  Glass.  And  courage. 

Mr.  Vanderlip.  Distinctly  courage.  The  qualifications,  in  a 
3ense,  are  the  same  as  the  qualifications  for  the  Supreme  Court — a 
knowledge  of  banking  and  currency  instead  of  a  knowledge  of  law, 
but  men  of  irreproachable  character,  of  deep  understanding,  and  of 
courage  and  integrity. 

Senator  Couzens.  Do  you  have  any  particular  number  in  mind? 

Mr.  Vanderlip.  I  have  thought  five  would  be  sufficient.  That 
has  nothing  to  do  with  the  philosophy  of  the  idea. 

Senator  Couzens.  No.  Then  you  would  remove  any  of  the  12 
Federal  Reserve  Banks  from  any  connection  or  influence  with  the 
board. 
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Mr.  Vanderlip.  I  would  cut  the  whole  currency  function  outa 
the  banks,  and  on  the  other  hand  I  would  not  have  the  open-muM 
operations  necessary  in  regulating  the  currency  inflicted  on  the  bub. 
I  would  have  the  Federal  Reserve  System  returned  to  what  it  m 
originally  organized  (or. 

Senator  Glass.  The  open-market  provision  was  never  intended* 
be  used  as  it  has  been  used. 

Mr.  Vanderlip.  Never, 

Senator  Townsend.  Woidd  you  put  the  open-market  transaction 
in  this  commission? 

Mr.  Vanderlip.  Yes,  sir;  so  far  as  the  regulation  of  the  cuttchj 
is  concerned.  Of  course,  the  banks,  in  the  ordinary  course  of  tint 
business,  will  have  certain  open-market  operations,  but  they  shod! 
not  have  the  objective  of  regulating  the  currency,  the  responsibilk 
nor  the  opportunity. 

Senator  Glass.  Should  they  have  the  objective  of  financing  tb 
deficits  of  the  Government? 

Mr.  Vanderlip.  They  should  distinctly  be  protected  from  pre— 
to  do  that.  The  deficits  of  the  Government  should  be  financed  fw 
the  investment  funds,  not  from  demand  deposits. 

Senator  Glass.  And  by  taxation. 

Mr.  Vanderlip.  Most  assuredly  by  taxation,  and  mainly.  I  that 
this  bill  will  further  unsettle  confidence  in  the  liquidity  of  the  hanks 
I  do  not  approve  of  the  long-term  real-estate  mortgages  being  injedd 
into  bank  portfolios.  I  do  not  approve  of  what  somebody  may  d 
a  sound  security  being  rediscountable,  and  a  basis  for  currency  wne- 
The  thing  is  absurd. 

Senator  Couzens.  I  do  not  quite  understand  how  you  wwH 
operate  this  board  to  regulate  the  purchasing  power  of  the  dollar. 

Mr.  Vanderlip.  I  would  give  to  this  board — I  have  called  it » 
monetary  authority — the  exclusive  power  of  currency  issue.    Ther 
would,  in  the  first  instance,  take  over  all  the  gold  and  all  the  silver.  I 
am  sorry  there  is  silver  to  take  over,  but  it  is  there  and  has  got  to  t* 
provided  for.     They  would  issue  their  circulating  notes.     Their  other 
powers  are  all  in  this  bill.     First,  they  should  be  able  to  buy  and  «J 
in  a  free  open  market,  gold  and  silver  bullion,  just  as  is  being  doneo 
England  today,  and  will  continue,  in  my  opinion,  to  be  done  fori 
great  while  to  come.     The  talk  of  England  stabilizing   to  gold  ■ 
"moonshine",  I  believe.     Then,  having  taken  the  right  of  curreM? 
issue  away  from  the  Federal  Reserve  banks,  but  wanting  them  towfr 
tinue  to  be  able  to -rediscount  for  member  banks,  I  would  have  ft 
obligatory  upon  the  authoritv  to  rediscount  for  Federal  Reserve  banb, 
with  their  signature,  the  rediscounts  they  had  in  their  portfolio  fwa 
member  banks.     That  would  enable  them  to  go  on  in  the  function  fct 
which  the  bank  was  organized,  ability  to  rediscount  proper  paper- 
not  merely  sound  paper,  but  short-time  paper,  self-liquidating  papte, 
I  believe.    Then,  the  other  powers  would  be  to  buy  and  seD  short* 
term  Treasury  paper,  having  not  over  a  year  to  run,  bankers'  accept 
ances,  and  foreign  exchange.     The  balance  sheet  would  be  the  sun"1 
thing.    There  could  never  be  more  than  one  item  on  the  lial 
side — the  notes  outstanding.     On  the  other  side  there  would  beg 
and   silver,    Federal   Reserve   rediscounts,   short-term    Govemra 
bonds,  bankers'  acceptances,  and  foreign  exchange.     Those  ara  I 
levers  by  which  you  could  manage  the  currency. 
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Senator  Couzens.  The  manipulation  of  those  would  be  the  method 
liat  you  would  use  to  maintain  the  purchasing  power  of  the  dollar, 
b  that  correct? 

Mr.  Vanderlip.  Yes,  sir.  Whenever  current  prices  were  below 
ibe  mandated  level  they  would  have  to  manipulate  by  increasing  the 
Mirrency,  or  any  of  these  methods;  but,  so  much  more  important 
»  me,  whenever  prices  got  above  that  mandated  level  they  would 
lave  to  restrict  the  currency. 

Senator  Bulkley.  Mr.  Vanderlip,  how  rapidly  do  you  think  you 
son  get  an  effect  on  prices  by  those  manipulations? 

Mr.  Vanderlip.  Very  rapidly,  because  this  manipulation  includes 
the  making  of  the  price  of  gold.  You  make  the  price  of  gold  in 
dollars 

Senator  Bulkley.  But  we  did  change  the  price  of  gold,  and  did 
Qot  get  a  very  prompt  effect  on  prices. 

Mr.  Vanderlip.  We  got  quite  a  prompt  effect  on  the  basic  com- 
modities, and  there  is  a  very  important  point.  It  must  be  the  basic 
commodity  price  index  that  is  used.  If  you  take  the  general  com- 
modity price  index  of  784  articles,  it  moves  too  slowly. 

Senator  Bulkley.  Excuse  me  right  there.  Would  you  ignore  that 
general  list  of  784  articles? 

Mr.  Vanderlip.  Yes,  sir.  It  would  follow  slowly,  and  not  always 
accurately,  but  I  would  manage  it  on  the  basis  of  about  35  basic 
commodities  having  a  world  market,  and  there  you  will  eventually 
get  stability  of  the  exchanges.  England  is  doing  that  today.  It  is 
really  managing  the  pound  according  to  the  Bank  of  England  basic 
commodity  index,  and  is  keeping  the  domestic  prices  level.  There  is  a 
third  of  the  commercial  world  m  the  sterling  area  now.  If  we  came 
into  the  same  theory  of  management  of  our  currency,  against  a  similar 
price  index,  there  would  be  the  way  open  for  stabilization.  You  can- 
not have  stabilization  between  countries  that  have  budget  deficits, 
or  that  have  not  the  exports  to  balance  their  imports,  and  so  forth. 
You  would  settle,  under  this  plan,  international  balances  with  gold, 
just  as  we  have  always  settled  them,  but  you  would  have  to  buy  the 
gold  in  the  open  market.  To  me  it  is  so  proved  that  it  can  be  done, 
by  what  England  has  done,  that  it  seems  to  me  almost  axiomatic. 

Senator  Couzens.  Do  you  think  that  we  can  postpone  dealing  with 
title  II  until  later,  until  we  go  further  into  this  matter,  or  do  you  think 
the  circumstances  are  such  that  it  needs  to  be  treated  with  now? 

Mr.  Vanderlip.  You  certainly  can  postpone  it  rather  than  pass  a 
bad  title  II.  There  can  be  no  question  of  that — and  this  is  a  bad 
title  II. 

Senator  Glass.  Mr.  Vanderlip,  Dr.  Miller  in  his  testimony 
before  the  committee  made  a  suggestion  to  which  I  would  like  to 
draw  your  attention  and  with  respect  to  which  I  should  like  to  ask 
for  your  comment.  He  suggested  that  this  central  board  that  we 
speak  of  in  this  bill,  or  that  is  spoken  of  in  this  bill,  or  the  central 
monetary  board  that  you  advocate,  should  be  designated  or  denom- 
inated "a  board  of  governors  of  the  Federal  Reserve  System";  that 
instead  of  having  a  governor  appointed  by  the  President  or  designated 
by  the  President,  the  Board  itself  should  be  a  board  of  governors  of 
the  Federal  Reserve  Banking  System,  with  statuory  authority  to 
select  its  own  chairman  to  preside  over  its  deliberations.  What 
would  you  say  as  to  that? 
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Mr.  Vanderlip.  It  seems  to  me  that  misses  the  essential  point 
You  do  not  want  your  managing  board  of  a  regulated  currency  to  W 
also  the  managing  board  of  the  Federal  Reserve  Banking  System. 
That  suggestion  applied  to  the  Federal  Reserve  Board,  exclusive!? 
related  to  the  Federal  Reserve  banking,  would  be  all  right;  but  it  is 
fundamental,  it  seems  to  me,  to  take  currency  out  of  the  banks. 

Senator  Glass.  You  suggest  an  entirely  separate  and  distinct 
board  to  manage  the  currency  exclusively, 

Mr.  Vanderlip.  Yes,  sir.  That  is  its  full  duty,  and  I  suggest  thit 
its  powers  be  mandated.  That  is  the  responsibility  of  Congress;  ud 
if  it  is  not  done,  and  such  a  bill  passed,  I  believe  it  is  unconstitutional 

Senator  Bulkley.  Do  I  understand  that  you  are  advocating  doing 
as  nearly  as  we  can,  exactly  the  same  thing  England  is  doing? 

Mr.  Vanderlip.  Precisely  so.  England  is  doing  these  things  wilfc- 
out  any  law.  We  could  not  undertake  to  do  it  as  England  is  doing 
it,  because  we  have  no  such  control  over  the  banking  system.  Then 
there  are  only  really  five  banks.  And  we  have  not  the  knowledge  tint 
the  English  bankers  have,  frankly. 

Senator  Bulkley.  Who  determines  the  course  in  England  now? 

Mr.  Vanderlip.  The  Chancellor  of  the  Exchequer  in  conference 
with  the  Governor  of  the  Bank  of  England. 

Senator  Bulkley.  Just  those  two? 

Mr.  Vanderlip.  I  should  say  that  those  two  were  the  authority 
tive  voices. 

Senator  Bulkley.  And  everyone  else  follows  them  voluntarily;  s 
that  right? 

Mr.  Vanderlip.  Yes,  sir. 

Senator  Townsend.  Mr.  Vanderlip,  did  I  understand  you  to  nj 
that  you  think  this  bill,  as  it  is  now  written,  is  unconstitutional? 

Mr.  Vanderlip.  Yes,  sir.  The  bill  as  first  written  had  no  objec- 
tive at  all.  I  roared  a  good  deal  about  that,  and  whether  that  did 
any  good  or  not  I  do  not  know,  but  they  then  wrote  in  an  objective 
that  was  taken  from  the  new  Canadian  banking  act.  A  few  words 
were  changed,  to  make  it  even  less  intelligible,  and  that  is  set  up  is 
the  mandate.  Now,  the  Board  could  take  any  action  you  can  con- 
ceive of,  and  nine  Supreme  Courts  could  not  tell  whether  it  came 
within  that  mandate  or  whether  it  did  not. 

Senator  Glass.  They  could  not  even  tell  by  a  5-to-4  decision?  Mr. 
Vanderlip,  I  have  been  very  much  interested  in  your  testimony  this 
morning.  I  am  sure  all  the  committee  has,  and  we  are  greatly  obliged 
to  you  Tor  coming  down  and  giving  us  the  benefit  of  your  advice. 

I  notice  that  you  still  advocate  the  short  maturities. 

Mr.  Vanderlip.  Yes,  sir. 

Senator  Glass.  In  order  to  bring  about  liquidity.  As  I  recall,  in 
1913  you  wanted  to  have  shorter  maturities  than  we  finally  agreed  to. 

Mr.  Vanderlip.  Yes,  I  did. 

Senator  Bulkley.  Have  you  indicated  your  position  with  respect 
to  the  additional  facilities  for  real-estate  loans? 

Mr.  Vanderlip.  Yes,  sir;  in  many  speeches,  before  committees. 
and  in  letters.  Of  course,  you  have  some  banking  legislation  ahead 
of  you  sooner  or  later.  1  believe  we  must  eventually  see  that  to 
must  divide  banking,  so  that  we  have  strictly  demand  deposits  in 
commercial  banks,  and  investment  banks  that  take  care  of  these 
long-term  things.     There  is  the  greatest  need  for  some  facilities  for 
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long-term  real-estate  mortgages.  Do  not  think  that  I  am  against 
that  at  all. 

Senator  Bclkley.  But  you  are  against  mixing  it  up  with  commer- 
cial banking? 

Mr.  Vanderlip.  Tremendously  against  it.  I  know  it  will  add  to 
the  illiquidity  of  the  banks,  and  I  think  that  they  are  far  from  liquid 
today.    Let  the  banks  try  to  sell  these  Government  bonds. 

Senator  McAdoo.  You  mean  gradually  or  all  at  once? 

Mr.  Vandeblip.  Either  way. 

Senator  McAdoo.  Mr.  Yanderlip,  I  did  not  have  the  pleasure  of 
hearing  your  testimony,  I  was  unavoidably  detained.  But  on  this 
question  of  real-estate  loans,  would  you  mind  stating  briefly,  for  my 
information,  what  your  attitude  is  about  that?  As  the  law  now 
stands  national  banks  may  make  5-year  mortgage  loans  on  real 
estate. 

Senator  Glass.  Within  a  certain  limit. 

Senator  McAdoo.  Within  a  certain  limit,  of  course.  The  sugges- 
tion has  been  made  here  that  that  period  be  advanced  to  10  years,  I 
believe,  or  a  longer  time,  for  amortization  mortgage  loans,  with 
monthly  amortization  payments. 

Mr.  Vanderlip.  I  thought  the  bill  permitted  20-year  amortized 
loans  to  be  taken  into  the  banks. 

Senator  McAdoo.  I  do  not  think  so. 

Senator  Glass.  Certainly. 

Senator  McAdoo.  Twenty-year  amortized  loans? 

Senator  Glass.  Yes. 

Mr.  Vanderlip.  Twenty  years.  I  am  against  taking  them  in  at 
5  years  or  20  years,  or  any  other  date,  in  a  portfolio  against  demand 
deposits. 

Senator  McAdoo.  I  am  in  agreement  with  you  about  that,  but  I 
am  speaking,  of  course,  with  respect  to  time  and  savings  deposits, 
Do  you  make  the  same  objection  to  that?  In  California,  for  instance, 
banks  have  the  right,  under  State  law,  to  conduct  a  savings  business 
and  a  commercial  banking  business  and  a  trust  business,  all  in  one. 

They  may  do  that  now  to  a  limited  extent  under  the  Federal  char- 
ters, but  would  you  take  the  position  that  real-estate  loans  should  not 
be  made  against  the  savings  funds  of  those  banks? 

Mr.  Vanderlip.  Certainly  not. 

Senator  Bulkley.  Those  are  segregated  assets. 

Senator  McAdoo.  They  are  segregated,  of  course. 

Mr.  Vanderlip.  I  would  take  the  savings  bonks  entirely  out  of 
the  commercial  banking. 

Senator  McAdoo.  They  are  segregated,  of  course,  under  the  exist- 
ing law.     The  savings  departments  are  kept  separately. 

Senator  Townsend.  It  is  not  always  done. 

Senator  McAdoo.  I  am  speaking  of  our  State  law. 

How  long  a  time  do  you  think,  on  amortized  loans,  real-estate 
mortgages  might  run  safely  in  the  savings  departments  of  the  banks? 

Mr.  Vanderlip.  European  experience  is  20  to  30  years.  All  this 
great  house  building  going  on  in  London  today  is,  in  the  main, 
against  20-year  amortized  loans,  and  they  are  amortized  from  the 
first  week. 

Senator  McAdoo.  You  mean  they  are  weekly  payments? 

Mr.  Vanderlip.  Weekly  payments. 
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Senator  McAdoo.  Of  course,  that  makes  them  much  more  liqaid 
than  if  they  were  monthly  payments. 

Mr.  Vandehlip.  Not  very  much  more. 

Senator  McAdoo.  I  mean  to  say  it  is  a  more  continuous  inflow. 

Mr.  Vanderlip.  Yes. 

The  Chairman.  We  are  very  much  obliged  to  you,  Mr.  Vanderhp. 

Senator  Couzens.  Have  we  any  other  witnesses  this  morning? 

Senator  Glass.  I  have  asked  Mr.  James,  of  the  Federal  Reserve 
Board,  to  come  before  the  committee. 

STATEMENT  OF  GEORGE  R.  JAMES,  MEMBER   FEDERAL  RESERTI 
BOARD,  WASHINGTON,  B.  C. 

Senator  Glass.  Mr.  James,  the  committee  has  expressed  a  desire  to 
hear  something  from  other  members  of  the  Federal  Reserve  Board  u 
to  the  pending  bills  now  being  considered,  the  Senate  bill,  and  the  bill 
as  amended  by  the  House.  Since  you  are,  in  point  of  service,  one  of 
the  oldest  members  of  the  Board,  I  thought  we  would  like  very  much 
to  hear  some  comment  from  you  on  the  bill,  as  to  the  desirability  of 
immediate  legislation  of  this  description,  or  its  deferment  to  a  future 
session  of  Congress,  or  as  to  the  desirability  of  the  proposal  as  it  stands. 

Mr.  James.  Senator,  since  I  have  had  nothing  whatsoever  to  do 
with  the  preparation  of  the  bill,  I  am  somewhat  reluctant  to  offer  the 
committee  any  suggestions.  I  would  be  very  glad  to  answer  any 
questions. 

If  I  had  any  thought  to  put  in  the  record  it  would  be  an  expression 
of  a  feeling  that  I  have  that  the  public  may  be  expecting  a  great  deal 
more  from  the  banking  authority,  which  may  or  may  not  be  set  up  by 
this  bill,  than  it  is  possible  for  that  authority  to  accomplish.  I  think 
there  are  distinct  limitations  as  to  what  can  be  accomplished  through 
the  orthodox  central  banking  operations.  The  experience  of  the  last 
12  years  that  I  have  served  ou  the  Federal  Reserve  Board  indicates 
to  my  mind  that  there  are  very  distinct  limitations  as  to  what  can  be 
accomplished,  for  instance,  by  raising  the  discount  rates  or  lowering 
the  discount  rates,  or  by  open-market  operations. 

With  the  law  as  it  is  now,  it  is  perfectly  obvious  that  an  open- 
market  operation  can  be  indulged  in  by  the  Federal  Reserve  System 
so  long  as  it  is  a  case  of  buying,  and  making  money  easy  in  the  market. 
I  am  rather  at  a  loss  to  know  where  they  would  find  the  customers  if 
they  wanted  to  sell  any  appreciable  amount  of  these  securities,  in 
making;  a  reverse  movement  in  the  said  operation.  So,  I  think  it 
might  be  well  to  say  that  I  regard  the  possibility  of  control  of  prim 
and  volume  of  business  and  employment  through  open-market  oper- 
ations and  other  manipulations  of  the  currency,  as  a  very  limited 
factor  in  what  would  be  necessary  to  bring  about  the  stability  which 
I  understand  is  the  objective. 

I  am  not  in  accord  with  the  idea  of  joining  the  offices  of  Governor 
and  Federal  Reserve  agent,  or  eliminating  the  chairman  of  the  Board 
and  agent.  I  think  there  is  a  well  thought  out  and  well  defined  pur- 
pose in  the  original  act,  which  to  my  way  of  thinking,  is  very  essential 
in  the  proper  conduct  of  the  Reserve  System.  The  Federal  Reserve 
bnnks  have  two  important  functions,  as  I  sec  it.  One,  of  course— 
and  the  one  in  wluch  the  public  lias  perhaps  the  greatest  interest- 
is  the  authority  or  privilege  of  issuing  currency.     There  is  a  protec- 
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tion 'under  existing  arrangements  for  the  currency  on  behalf  of  the 
public  that  I  think  is  quite  desirable  and  fully  justified.  I  think  the 
present  law,  which  defines  eligibility,  is  quite  all  right  insofar  as  the 
kind  of  paper  that  is  to  be  used  behind  the  currency  is  concerned, 
and  it  is  in  that  connection  that  I  would  like  to  see  this  dual  set-up  in 
the  Reserve  banks.  The  collateral  behind  the  currency  is  a  special 
responsibility  of  the  chairman  and  agent  looking  after  that  side  of  it. 
The  governor  of  the  bank  is,  of  course,  the  chief  executive  of  the 
bank  when  the  bank  is  performing  its  ordinary  bank  functions,  mak- 
ing loans,  extending  credit  to  the  member  banks,  and  carrying  on 
other  activities  in  the  bank.  But,  as  I  see  it,  the  governor  is  the 
servant  or  employee  of  the  board  of  directors,  and  it  is  to  the  board 
of  directors  that  one  should  look  for  the  proper  conduct  of  any  bank. 

I  am  rather  inclined  to  believe  that  the  proposal  to  limit  the  terms 
of  office  of  directors  in  a  Federal  Reserve  bank  to  two  terms  of  3  years 
each  is  a  mistake.  I  never  have  seen  a  banker  that  wanted  to  change 
his  board  of  directors  every  6  years.  If  you  have  a  good  board  of 
directors,  you  had  better  keep  them.  It  takes  6  years,  and  a  lot 
longer  than  that,  to  learn  very  much  about  Federal  Reserve  banking 
and  Federal  Reserve  matters,  as  I  see  it.  At  least  it  took  me  12  years 
to  learn  what  little  I  know,  and  I  have  still  a  lot  to  learn. 

Senator  Glass.  You  can  learn  all  you  want  to  know  now  in  6 
months,  can  you  not? 

Mr.  James.  No;  I  would  not  say  that,  Senator.  I  am  nearly  70, 
and  I  have  not  begun  to  learn  all  I  want  to  know  yet. 

There  is  one  other  thing  that  I  would  like  to  advocate,  and  that  is 
that  the  smaller  banks,  what  are  known  as  the  little  country  banks, 
might  be  protected  by  a  slight  change  or  amendment  to  the  present 
Federal  Reserve  Act  which  would  allow  them  to  continue  to  collect 
exchange.  It  seems  to  me  that  the  small  country  bank  has  really 
performed  and  is  performing,  and  will  continue  to  perform,  a  service 
that  is  absolutely  essential  for  those  smaller  districts,  and  it  seems  ' 
to  me  likewise  vital  to  them  that  they  be  permitted  to  collect  their 
exchange  charges  in  order  to  live.  There  are  quite  a  few  banks  that  I 
know  of  now  that  are  making  no  loans.  They  are  performing  a  bank- 
ing service.  They  are  collecting  checks,  and  are  living  off  this  little 
exchange. 

Senator  Glass.  Does  not  that  mean,  Mr.  James,  that  they  are 
living  off  the  commerce  of  the  country  without  performing  any  par- 
ticular service  in  return? 

Mr.  James.  Senator,  I  think  perhaps  custom  has  made  it — well,  I 
might  say  justifiable,  through  long  practice.  I  do  not  mean  to  say 
that  all  banks  should  be  charging  exchange,  but  I  do  know  that  the 
city  banks  in  many  cities  charge  their  customers  when  they  deposit 
checks  on  out-of-town  banks.  They  say  that  is  an  interest  charge, 
because,  in  giving  them  immediate  credit  for  an  out-of-town  item, 
they  are  advancing  funds,  and  therefore  they  are  entitled  to  an 
interest  charge.  The  little  country  bank  has  not  any  such  chance, 
and  in  the  Federal  Reserve  System 

Senator  Glass.  He  has  not  any  such  ingenuity  to  evade  the  law, 
either,  has  he? 

Mr.  James.  I  would  not  like  to  answer  that  question,  if  you  please. 
But  it  has  been  advocated  among  some  of  the  men  in  the  Federal 
Reserve  System  that  I  have  talked  to  about  this  matter.    It  is  one 
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that  has  been  heavily  on  my  mind  for  the  last  10  years,  at  least — (bit 
the  charge  might  well  be  passed  on  to  the  customer,  to  the  depositing 
customer,  as  a  service  charge.  But,  as  you  know,  throughout  tin 
South,  at  any  rate,  for  the  last  100  years  or  more  it  has  been  custonurr 
for  the  city  merchant  to  take  care  of  the  exchange  charges  when  they 
came  to  him,  and  I  assume  that  he  is  able  to  pass  that  charge  on  to  the 
consuming  public  somewhere.  He  usually  does,  in  the  conduct  of  bk 
business. 

Senator  Glass.  I  recall  very  distinctly  when  we  passed  the  Fedeni 
Keserve  Act  that  the  chairman  of  the  Ways  and  Means  Committee 
of  the  House  complained  that  the  bank  in  bis  town,  hi  which  he  wit 
interested,  got  90  percent  of  its  profits  out  of  charging  exchange  for 
collections. 

Mr.  James.  I  think,  Senator,  I  could  find  you  any  number  of  banks 
which,  if  denied  the  exchange  charge,  would  fail  to  show  any  profit. 
They  would  just  be  sunk.  That  is  the  trouble,  as  I  see  it,  with  the 
little  bank  today.  I  am  not  talking  about  the  large  bank.  If  my 
suggestion  amounts  to  anything,  it  would  be  to  the  effect  that  banks 
having  bank  deposits,  due  to  Dank  accounts,  be  exempt  from  the 
prohibition  against  exchange  charges. 

Senator  Glass.  You  know  the  existing  law,  Mr.  James,  authorizes 
the  Board  to  permit  the  banks  to  charge  the  cost  of  collecting  checks, 
and  in  20  years  you  have  not  been  able  to  find  an  actuary  who  could 
even  estimate  what  the  cost  is.  In  other  words,  if  a  bank  in  my  town, 
I  being  a  newspaper  publisher,  for  example,  had  100  checks  which 
were  given  me  for  the  subscription  price  of  my  paper,  and  it  would 
cost  that  bank,  perhaps,  10  cents  in  postage  to  collect  these  checks, 
why  should  they  be  permitted  to  charge  %5  cents  on  each  of  the 
100  checks? 

Mr.  James.  I  think  Senator,  the  law  itself,  as  it  now  reads,  puts 
a  limitation  on  it,  so  far  as  the  law  is  concerned.  May  I  read  that 
section  of  the  law? 

Senator  Glass.  Yes. 

Mr.  James  (reading): 

Provided  further,  That  nothing  in  this  or  any  other  section  of  this  act  shall  be 
construed  as  prohibiting  a  member  or  nonmember  bank  from  making  reasonable 
charges,  to  be  determined  and  regulated  by  the  Federal  Reserve  Board,  but  in 
no  case  to  exceed  10  cents  per  100  dollars  or  fraction  thereof,  based  on  the 
total  of  checks  and  drafts  presented  at  any  one  time,  for  collection  or  payment  of 
checks  and  drafts  and  remission  therefor,  by  exchange  or  otherwise;  but  do  such 
charges  shall  be  made  against  the  Federal  Reserve  banks. 

Senator  Glass.  That  is  an  amendment  to  the  law.  That  was  not 
the  original  provision  of  the  law.  At  the  time  we  undertook  to  put 
a  stop  to  this  imposition  of  at  least  $200,000,000  upon  the  commerce 
of  the  country,  we  permitted  the  banks  to  charge  the  actual  cost,  and 
the  actual  cost  was  so  inconsequential  that  we  were  never  able  to  get 
an  actuary  who  could  estimate  what  it  was. 

Mr.  James.  My  suggestion  was  that  the  law  as  now  written  be 
amended  by  adding  the  following: 
except  by  banks  which  have  no  balances  due  to  other  banks. 

Senator  Couzens.  May  I  ask  you  if  you  have  studied  title  II  of 
the  bill?  i 

Mr.  James.  Yes. : 
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ij<     Senator  Couzens.  Have  you  reached  any  conclusion  as  to  im- 
>, mediate  action  on  it?    Do  you  think  the  consideration  of  title  II  is 
-r  necessary  at  this  time? 
,,      Mr.  James.  No. 

mr      Senator  Couzens.  You  have  not  reached  any  conclusion? 
r       Mr.  James.  I  do  not  think  it  is  necessary. 

,.      Senator  Glass.  Mr.  James,  you  stated  at  the  outset  that  you  had 
~  nothing  to  do  with  the  preparation  of  the  bill.    Do  you  know  of  any 
j  member  of  the  Board,  except  the  Governor,  who  did  have  anything 
i,  to  do  with  the  preparation  of  the  bill? 
-,,      Mr.  James.  No. 

Z      Senator  Glass.  You  did  not  see  the  hill  until  it  was  printed  and 
~  eent  up. 

Mr.  James.  No. 

Senator  Couzenb.  Have  you  studied  it  since  it  has  been  printed? 
,vr      Mr.  Jahes.  Yes. 

Senator   Couzens.  Have  you   reached   any   conclusions  about  it 
^  that  you  would  care  to  state  to  the  committee? 

Mr.  Jahes.  I  have  felt  all  along  that 

Senator  McAdoo.  You  are  speaking  of  title  II  now? 
Senator  Couzens.  Yes. 
,       Mr.  Jaueb.  I  have  felt  all  along  that  the  provisions  which  are 
■    seemingly  the  objective  of  the  bill,  are  already  provided.     It  may  be 
.    that  it  might  have  needed  some  minor  clarification  in  one  or  two  parts 
of  the  act  as  amended  heretofore,  but  so  far  as  needed  authority  for 
carrying  out  the  functions  of  the  Federal  Reserve  System  is  con- 
cerned, I  do  not  really  feel  that  there  is  any  great  need  for  additional 
legislation  at  this  time. 

Senator  Glass.  Have  you  discovered  anything  in  the  proposed 
legislation  to  get  us  out  of  the  depression  that  may  not  be  done  under 
existing  law? 

Mr.  Jahes.  No,  sir.  I  have  a  feeling,  Senator,  that  the  Federal 
Reserve  System  has  been  very  much  maligned  by  many  writers  and 
many  speakers,  who  seem  to  attribute  our  economic  evils  and  ills 
to  a  failure  on  the  part  of  the  Federal  Reserve  System.  As  I  see  it, 
the  Federal  Reserve  System  has  functioned  100  percent,  and  if  the 
bankers  had  not  stepped  off  the  reservation,  so  to  speak,  and  gotten 
out  of  the  realm  of  banking  into  promotion  and  the  creating  of  deposit 
liability  against  prices  rather  than  values,  we  never  would  have  had 
quite  as  much  trouble  as  we  have  had. 

Senator  Glass.  The  Federal  Reserve  System  has  been  prepared, 
and  has  bad  a  willingness,  has  it  not,  to  do  business  with  anybody 
that  wanted  to  do  business  with  the  System? 

Mr.  James.  Yes;  anybody  that  was  qualified  to  do  it.  As  I  see  it, 
the  creation  of  the  Federal  Reserve  System  was  for  the  purpose  of 
providing  adequate  currency  and  a  reservoir  of  credit  to  meet  the 
needs  of  agriculture,  industry,  and  commerce.  There  never  has  been 
one  minute  since  I  have  been  a  member  of  the  Federal  Reserve  Board, 
over  12  years,  that  the  Federal  Reserve  System  was  not  right  there 
to  do  that  very  thing,  and  did  do  that  very  thing. 

Senator  Couzens.  But  they  did  not  have  any  authority  to  prevent 
the  run-away  market  in  investment  securities  during  the  period  from 
1927  on. 
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Mr.  James.  There,  Senator,  I  think  that  might  be  a  debttaU* 
question,  as  to  whether  they  had  the  authority  or  not.  They  did  ml 
exercise  it,  if  they  had  it. 

Senator  Glass.  But  they  have  it  under  the  Banking  Act  of  1333. 

Mr.  James.  They  have  it  under  the  Banking  Act  of  1933,  at  1 
read  it,  yes. 

Senator  McAdoo.  What  is  the  chief  function  the  Board  can  pe- 
form  under  the  Banking  Act  of  1933,  which  you  think  will  enable  it 
to  control  speculation,  for  instance,  or  the  unwise  investments  W 
those  banks? 

Mr.  James.  It  would  have  been  possible  for  the  Board  to  havegme 
further  than  it  did  in  the  early  part  of  1929,  when  it  advised  the  pubfic 
if  you  recall,  that  banks  were  not  within  their  prerogatives  when  ther 
were  discounting  at  the  Federal  Reserve  Bank  and  lending  their 
money  in  the  calf  market.  The  warning  was,  as  far  as  the  Board  frit, 
under  the  law,  it  could  go. 

Senator  McAdoo.  You  have  not  answered  my  question,  but  in  vie* 
of  your  answer  I  want  to  ask  if  you  think  that  by  the  use  of  the  dis- 
count rate  alone  you  could  have  materially  affected  that  speculative 
situation. 

Mr.  James.  No,  sir;  you  could  not. 

Senator  Glass.  But  under  the  Banking  Act  of  1933  you  have 
plete  control  of  that  situation? 

Mr.  James.  Absolutely. 

Senator  Glass.  Of  the  member  banks  as  well  as  the  Federal  Reserre 
hanks? 

Mr.  James.  That  is  right.  That  is  as  I  interpret  the  law.  I  tm 
no  lawyer. 

Senator  McAdoo.  Are  you  speaking  particularly  of  the  power  con- 
ferred by  that  act  on  the  Federal  Reserve  Hoard  to  decrease  or  increase 
the  reserve  requirements  of  the  member  banks? 

Mr.  James.  Yes;  and  more  direct  action,  Senator,  if  you  please. 

Senator  Glass.  That  act  not  only  authorizes,  but  it  makes  it  man- 
datory upon  Federal  Reserve  banks  to  keep  themselves  apprised  of 
the  transactions  of  member  banks  in  speculative  investments,  and  to 
report  iiny  member  bank  which,  in  its  judgment,  exceeds  the  bounds 
of  prudence,  and  authorizes  the  Board  to  suspend  any  offending  bank 
from  the  facilities  of  the  Federal  Reserve  System. 

Mr.  Jamks.  That  is  my  interpretation  of  the  net,  exactly.  Senator. 

Senator  Couzens.  In  view  of  the  act  of  1933  existing  at  the  present 
time,  you  do  not  think  there  is  any  necessity  for  title  II?  Is  that  a 
correct  statement  of  your  view? 

Mr.  James.  In  the  main,  yes.    There  are  some  other  features. 

Senator  Couzens.  What  are  the  other  features?  You  put  in  t 
qualification  that  disturbs  me.     "In  the  main",  you  said. 

Mr.  James.  There  are  certain  things  that  we  were  talking  about  in 
the  beginning.     There  are  some  minor  adjustments  necessary. 

Senator  McAdoo.  The  Senator  asks  what  those  are.  What  are  the 
minor  adjustments  to  which  you  refer?     Can  you  specify? 

Mr.  James.  The  one  that  we  were  just  talking  about  a  few  moments 
ago. 

Senator  Townsknd.  That  is  not  in  the  act  now? 

Mr.  James.  No;  that  is  true. 
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'i      Senator  Townsend.  Is  there  anything  in  title  II  that  you  think 
""©light  to  be  put  into  law  at  this  time? 

Sir.  Jambs.  Not  of  necessity  or  urgency;  no_.  . 

:i     Senator  Coueens.  Do  you  think  that  there  is  or  is  going  to  be  any 
i  general  public  sentiment  for  a  central  bank? 

Mr.  James.  I  do  not  just  get  your  question,  Senator. 
•v.     Senator  Couzens.  I  Bay,  do  you  understand  that  there  is  any  senti- 
r_  snent  or  do  you  know  of  any  sentiment  anywhere  generally  throughout 
-i  the  country  for  the  establishment  of  a  central  bank? 

Mr.  James.  Why,  yes. 
I?:      Senator  Glass.  Among  intelligent  people? 

st;      Mr.  Jamks.  Well,  now,  Senator 

r-r     Senator  Glass.  When  I  say  "intelligent  people",  I  mean  people 
,-k  who  are  acquainted  with  the  philosophy  and  technique  of  banking, 
/j      Mr.  James.  I  can  see  no  justification  for  a  central  bank — if  I  may 
be  regarded  as  reasonably  intelligent.     I  think  we  have  got  the  facih- 
::  ties  here,  if  we  merely  exercise  them  within  the  realm  of  common 
*  sense.    There  is  no  trouble  about  getting  along  with  them. 
;.t      Senator  Glass.  I  take  it  from  your  testimony,  Mr.  James — and  if 
I  am  mistaken,  I  would  like  you  to  point  it  out— that  you  advocate 
a  measure  of  local  self-government  that  now  is  possessed  by  the 
■  regional  Reserve  banks? 
Mr.  James.  Yes. 

Senator  Couzens.  You  do  not  believe  that  it  is  desirable  to  have 
a  central  authority  in  Washington  which  can  control  open-market 
operations? 

Mr.  James.  I  think  we  have  that  now,  Senator. 
Senator  Ooozens.  That  has  not  been  the  testimony.     The  testi- 
mony has  been  that  a  decision  of  the  Open  Market  Operations  Com- 
mittee, or  whatever  it  may  be  called,  is  not  mandatory  upon  the  12 
banks.    Is  that  true? 

Mr.  James.  As  far  as  being  mandatory  is  concerned,  that  may  be 
true;  but  I  am  judging  from  my  own  experience;  and  knowing  the 
open-market  committee  and  how  it  has  operated  in  the  past  I  should 
say  that  the  Federal  Reserve  Board  has  a  dominating  influence. 

Senator  Couzexs.  Do  you  know  of  any  instances  where  the  com- 
mittee's action  was  not  adhered  to  or  was  defied? 
Mr.  James.  Oh,  yes. 

Senator  Couzens.  Then  it  has  not  been  a  dominating  influence  on 
those  occasions,  has  it? 

Mr.  James.  I  do  not  get  you  exactly,  Senator. 
Senator  Couzens.  I  say,  it  has  not  dominated  in  those  cases  where 
there  has  been  resistance  on  the  part  of  anyone  of  the  12  banks? 

Mr.  James.  I  do  not  know  that  there  has  ever  been  the  kind  of 
resistance  that  you  speak  of.  The  committee  has  recommended 
certain  things  in  the  past  that  the  Board  did  not  agree  with,  and 
because  of  the  failure  to  agree  the  recommendations  of  the  com- 
mittee were  not  carried  out. 

Senator  McAooo.  Suppose,  on  the  other  hand,  that  the  Board's 
view,  if  carried  out,  would  have  been  beneficial  to  the  country;  then 
the  Board  was  powerless  to  enforce  it? 

Mr.  James.  Well,  experience  has  shown,  Senator,  that  the  Board 
has,  with  the  committee,  always  attempted  to  reach  agreements 
before  action  was  taken. 
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Senator  McAdoo.  But  in  case  of  disagreement,  and  assuming  tbal 
the  Board's  position  which  caused  the  disagreement,  if  cameo  in* 
effect  would  have  been  of  benefit  to  the  country,  no  authority  not 
exists  in  the  Board  to  enforce  its  view  or  views.  That  is  correct,! 
it  not? 

Mr.  James.  That  is  a  correct  statement. 

Senator  Bulkley.  Has  the  policy  declared  by  the  Board  arnn 
prevailed? 

Mr.  James.  Yes. 

Senator  Bulkley.  Always? 

Mr.  James.  Tes. 

Senator  Glass.  Does  not  the  law  textually  provide  that  op* 
market  operations  shall  be  carried  on  only  under  rules  and  regulation 
adopted  by  the  Board? 

Mr.  James.  That  is  right. 

Senator  Glass.  The  only  reservation  at  all  being  that  any  indi- 
vidual regional  bank  may,  if  it  pleases,  upon  written  notice  to  tin 
Board,  decline  to  engage  in  a  specific  open-market  operation? 

Mr.  James.  In  that  case,  Senator,  if  the  Board  chose  to  do  so i 
became  absolutely  essential  to  carry  out  the  policy,  the  Board  ha 
the  authority  to  request  or  direct  a  particular  reserve  bank  to  reds- 
count  for  some  other  bank.    That  provision  is  there. 

Senator  McAdoo.  Mr.  James,  there  seems  to  be  an  idea  which 

Erevails  in  many  quarters  that  if  the  Federal  Reserve  Board  should 
ave  the  concentrated  authority  to  deal  with  certain  things  it  could 
probably  prevent  catastrophes  like  the  panic  of  1929.  For  instant*, 
if  endowed  with  absolute  power  over  rediscount  rates,  regardless  of 
the  views  of  the  various  Federal  Reserve  banks.  That  is  one.  Second, 
through  open-market  operations  in  which  the  Board  would  ban 
absolute  power  to  prescribe  and  require  the  performance  of  its  policy 
by  all  the  Federal  Reserve  banks.  And,  third,  the  question  of  reserve. 
Do  you  think  that  if  the  Board  had  absolute  power  over  those  thiw 
things  it  could,  for  instance,  have  prevented  the  great  speculatkt 
wave  with  the  resulting  panic  of  1929? 

Mr.  James.  No,  sir. 

Senator  McAdoo.  You  do  not? 

Mr.  James.  No,  sir. 

Senator  McAdoo.  To  what  extent  do  you  tliink  it  could  have  been 
an  influence  and  perhaps  have  mitigated  the  asperity  of  the  catas- 
trophe? 

Mr.  James.  Through  the  exercise  of  the  powers  you  have  mentioned, 
none  at  all.  But  under  the  Bank  Act  of  1933  they  certainly  haw 
authority  to  stop  the  use  of  a  lot  of  bank  credit  in  the  market. 

Senator  McAdoo.  I  just  wanted  to  bring  out  that  point. 

Senator  Glass.  You  have  testified  that  there  has  been  no  serious 
friction  between  the  Board  and  the  Open  Market  Committee.  \Vhj 
should  it  now  be  assumed  that  hereafter  there  is  to  be  very  serious 
friction  and  disagreement  between  the  Board  and  the  Open  Markfl 
Committee? 

Mr.  Jam ks.  That  possibility  does  not  appeal  to  me  at  all,  Senator 

Senator  Couzens.  Have  you  any  record  of  any  interference  in  t!i'- 
deliberations  of  the  Board  by  any  public  officials  or  bankers? 

Mr.  James.  If  you  mean  persuasive  influence,  rather  than  inter- 
ference, I  should  say  yes. 
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Senator  Couzens.  Which  is  the  more  undesirable,  persuasive 
Influence  or  interference,  as  you  interpret  "interference"? 

Mr.  James.  Whichever  happens  to  be  the  most  effective  if  you  are 
against  it,  Senator. 

Senator  McAdoo.  Do  you  mean  persuasive  influence  with  a  club 
or  with  a  "big  stick",  for  instance? 

Mr.  James.  They  never  used  any  club  on  me,  Senator;  I  will 
say  that. 

Senator  McAdoo.  Might  the  persuasive  influence  to  which  you 
refer  have  been  accompanied  by  a  big  stick  in  the  background? 

Mr.  James.  If  they  had  a  stick  they  kept  it  pretty  well  hidden. 
I  did  not  see  it  when  they  came  in. 

Senator  McAdoo.  Perhaps  you  possessed  the  degree  of  intelligence 
required  to  be  a  member  of  the  Board. 

Mr.  James.  I  do  not  know  about  that. 

Senator  Couzenb.  Mr.  Miller  testified  that  the  activities  of  the 
Board  have  been  on  a  number  of  occasions  affected  by  governmental 
and  banking  influence. 

Mr.  James.  I  think  that  might  reasonably  be  said  to  be  correct. 
I  do  not  mean  to  say  by  that  that  there  was  any  big  stick,  or  any- 
thing of  that  kind,  but  there  was  perhaps  persuasive  influence  that 
modified  the  views  of  some  of  the  Board  members. 

Senator  McAdoo.  The  bigger  the  man  who  undertook  to  exercise 
that  persuasive  influence,  the  more  effective  it  was? 

Mr.  James.  It  would  not  have  made  any  difference  to  some  of  us. 

Senator  Glass.  On  one  occasion  the  President  of  the  United  States 
publicly  announced  that  speculative  investment  on  the  stock  exchange 
was  not  unreasonable  and  need  not  produce  any  apprehension. 

Mr.  James.  Was  it  not  just  a  little  while  after  that  that  the  Board 
made  its  pronouncement  of  warning? 

Senator  Glass.  I  think  so. 

Mr.  James.  Yes,  sir. 
-  Senator  McAdoo.  That  would  be  a  warning  to  the  President  of  the 
United  States  as  well  as  any  others? 

Mr.  James.  The  trouble  is  that  they  would  not  listen.  You  can 
lead  a  horse  to  water  but  you  cannot  make  him  drink. 

Senator  Glass.  Dr.  Miller,  when  he  was  before  the  committee, 
suggested  that  the  Federal  Reserve  Board  be  denominated  in  the 
statute  the  Board  of  Governors  of  the  Federal  Reserve  System,  with 
authority  to  select  its  own  chairman;  the  implication  being  that  that 
would  put  every  member  of  the  Board  on  an  equal  footing  with  every 
other  member,  instead  of  having  a  Governor  designated  by  the 
President,  and  a  Vice  Governor.  What  would  you  say  as  to  that 
suggestion? 

Mr.  James.  Out  of  my  experience  I  should  say  that  it  would  be 
more  or  less  immaterial.  I  have  not  found  that  the  Governor 
appointed  by  the  President  and  confirmed  by  the  Senate 

Senate  McAdoo.  He  is  not  confirmed  bv  the  Senate  as  Governor, 
is  he? 

Senator  G'odzens.  Yes. 

Senator  McAdoo.  Then  the  law  has  been  changed  as  to  that. 

Senator  Glass.  No;  the  law  has  not  been  changed.  He  is  con- 
firmed by  the  Senate  but  he  is  not  appointed  by  and  with  the  advice 
and  consent  of  the  Senate. 
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Senator  McAdoo.  That  is  what  I  am  getting  at.  As  it  standi 
today,  the  Governor,  as  a  member  of  the  Reserve  Board,  is  confirmed 
by  the  Senate,  but  he  is  designated  Governor  by  the  President  slut 
and  the  Senate  has  nothing  to  do  with  that. 

Senator  Cottzens.  Oh,  yes;  it  has. 

Senator  McAdoo.  He  is  confirmed  as  a  member  of  the  Board,  bj 
the  Senate. 

Senator  Couzens.  He  was  confirmed  as  Governor,  though.  Eogna 
Meyer  was  so  confirmed. 

Mr.  James.  As  a  member  of  the  Board,  however,  not  as  Govern*. 
What  I  have  in  mind  is  that  as  to  the  particular  members  todn, 
insofar  as  carrying  on  the  work  of  the  Board  is  concerned,  one  hattM 
same  standing  as  another;  and  the  fact  that  the  President  should  bi 
the  man  chosen  to  pick  out  the  gentleman  who  is  to  ait  at  the  heed 
of  the  table  and  do  most  of  the  public  relations  work  is  not  objec- 
tionable to  me.  It  does  not  make  very  much  difference  which  on 
of  them  is  chosen  for  that  particular  job,  because  that  is  all  he  don; 
and  I  think  perhaps  he  is  a  little  bit  handicapped  because  of  the 
numerous  duties  and  interruptions  that  come  to  him  from  tune  to 
time,  preventing  him  from  giving  the  amount  of  thoughtful  consid- 
eration to  those  problems  that  perhaps  some  of  the  other  membra 
of  the  Board  are  able  to  give.  One  suggestion  that  I  understand  mj 
colleague  recommended  is  that  the  Secretary  and  the  Comptroller, 
the  ex-officio  members,  be  eliminated  from  the  Board;  and  I  think 
that  would  be  a  good  move  if  for  no  other  reason  than  in  the  12  years 
I  have  been  a  member  of  the  Board  neither  of  these  officers  has  hid 
the  time  to  give  to  the  consideration  of  problems  of  the  Federal 
Reserve  Board  and  to  become  acquainted  with  what  they  were  and 
what  the  responsibilities  were.  It  is  very  rarely  that  they  attend 
meetings.  I  do  not  like  a  divided  responsibility,  if  I  can  help  it.  1 
think  the  ones  that  are  carrying  the  responsibility  ought  to  have  the 
authority  to  do  the  act. 

Senator  McAdoo.  Their  function  as  ex-officio  members  apparently 
is  restricted  to  their  appearance  at  meetings  of  the  Board  when  you 
have  some  important  question  of  policy  to  decide  and  where  tin 
vote.    That  is  about  the  way  it  works  out  in  practice,  is  it  not? 

Mr.  James.  That  is  practically  the  way  it  works,  Senator. 

Senator  McAdoo.  I  recall  that  when  I  was  Secretary  of  the  Treas- 
ury, as  chairman  of  the  Board  I  was  able  to  attend  in  the  beginning 
almost  every  meeting,  and  was  glad  to  attend.  It  was  in  the  forma- 
tive  period  and  it  was  very  important  to  know  everybody's  mind  upon 
the  problems.  But  afterwards  when  the  European  war  broke  out 
and  we  became  more  and  more  involved  in  big  questions  that  were 
brought  to  the  country,  I  found  it  impossible  to  attend  the  meetings 
of  the  Board.  I  think  it  is  a  legitimate  and  very  reasonable  objection 
that  these  ex-officio  officers  who  have  very  extensive  duties  to  perform 
outside  of  the  Board  have  not  the  time  to  devote  to  the  business  of  in* 
Board,  and  therefore  it  would  not  seem  to  me  necessary  at  all  that  tb« 
should  be  members. 

Mr.  James.  It  is  that  thought  that  is  in  my  mind  when  I  state  tb»i 
it  would  be  well  to  leave  thera  off — not  because  they  have  used  an* 
influence  as  far  as  I  am  concerned,  one  way  or  the  other,  but  becio* 
in  matters  of  this  kind  it  seems  to  me  essential  that  all  the  members 
he  thoroughly  posted  and  know  about  the  problems. 
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Senator  McAdoo.  It  is  not  a  question  of  the  personality  of  the  men; 
it  is  a  question  merely  as  to  whether  or  not  they  can  perform  any 
useful  service  as  members  of  the  Board  because  of  their  official 
character. 

Mr.  James.  That  is  it.  The  control  of  economic  forces  sufficient 
to  prevent  the  speculative  debacle  that  we  went  through  would  have 
covered  a  long  period  of  time.  If  by  monetary  control,  through  some 
body  like  the  Federal  Reserve  Board,  if  any  action  could  have  been 
taken,  we  would  have  had  to  start  back  in  1908.  It  is  for  that  reason, 
largely,  the  length  of  time  involved,  that  I  have  reached  the  conclusion 
that  a  managed  currency  or  economy  can  never  successfully  operate, 
for  the  reason  that  the  authority  which  creates  the  management 
would  never  let  it  function,  regardless  of  what  that  authority  that 
created  the  management  may  have  been. 

Senator  McAdoo.  You  do  not  think  there  are  any  prescient  minds 
in  the  country  that  can  do  the  impossible? 

Mr.  Jambs.  No;  I  do  not. 

Senator  Bclklet.  Do  you  mean  that  you  cannot  conceive  of  a 
board  being  set  up  that  would  be  quite  independent  of  some  other 
authorito? 

Mr.  James.  No;  because  if  they  were  sufficiently  potent  in  exer- 
cising their  authority,  the  authority  which  created  them  would  step 
in  and  interfere  before  they  had  functioned  through. 

Senator  McAdoo.  You  mean  that  Congress  would  likely  do  that? 

Mr.  James.  In  the  case  of  the  United  States,  yes.  If  it  were  in  a 
monarchy,  it  would  be  the  monarch.  That  is  what  happened  with 
John  Law.     He  did  a  very  good  job,  as  I  see  the  story. 

Senator  McAdoo.  He  was  beheaded  after  that. 

Mr.  James.  Along  came  a  high-pressure  salesman  with  a  diamond, 
if  you  recall,  and  it  was  the  diamond  that  upset  the  apple  cart.  When 
the  old  Regent  felt  that  he  ought  to  have  that  diamond,  and  there  was 
jo  provision  in  the  budget  with  which  to  buy  it,  he  gave  an  order 
>n  John  Law  to  go  and  get  the  money  and  Law  turned  the  check 
jack. 

Senator  Glass.  We  are  very  much  obliged  to  you. 

The  subcommittee  will  recess  until  10:30  o'clock  next  Monday 
morning. 

(Whereupon,  at  11:55  a.  m.,  a  recess  was  taken  until  Monday, 
June  3,  1935,  at  10:30  a.  m.) 
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monday,  june  8,  103b 

United  States  Senate, 
Subcommittee  or  the  Committee 

on  Banking  and  Currency, 

Washington,  D.  C. 
The  subcommittee  met,  pursuant  to  adjournment  on  Friday,  May 
,  1935,  in  room  301,  Senate  Office  Building,  at  10:30  a.  m.,  Senator 
irter  Glass,  presiding. 

Present:    Senators  Glass  (chairman  of  the  subcommittee),  Byrnes, 
ulkley,  Towasend,  and  Couzens. 
Present  also:  Senator  Peter  Norbeck  of  South  Dakota. 
Senator  Glass.  Will    Mr.    Langford,    president    of   the   Georgia 
tinkers  Association,  take  the  witness  chair,  please? 

TATEHENT   OF   H.    GRADY   LANGFORD,    PRESIDENT    GEORGIA 
BANKERS  ASSOCIATION,  ATLANTA,  OA. 

Senator  Glass.  Please  Btate  your  name  and  whom  you  represent. 

Mr.  Langford.  My  name  is  H.  Grady  Langford,  president  of  the 
enrgia  Bankers  Association,  Atlanta,  Ga. 

This  statement  is  presented  in  obedience  to  the  wishes  of  the  recent 
i rty  fourth  annual  convention  of  the  Georgia  Bankers'  Association, 
>ting  unanimously  to  request  the  privilege  of  filing  its  views  with 
dut  body.  The  association  is  represented  here  by  two  former 
residents — -W.  S.  Elliott,  vice  president  Bank  of  Canton,  Ga., 
obert  F.  Maddox,  a  director  of  the  First  National  Bank  of  Atlanta; 
<f  its  present  president,  H.  Grady  Langford,  who  is  now  addressing 
ju;  by  its  vice  president,  Lee  S.  Trimble,  vice  president  of  the 
eorgia  Railroad  Bank  &,  Trust  Co.  of  Augusta;  by  its  secretary 
Paynes  McFadden;  likewise  attending  in  company  with  the  com- 
ittee  named  is  R.  E.  Gormley,  superintendent  of  banks  of  Georgia, 
id  James  S.  Peters,  president  Bank  of  Manchester,  Ga.,  also  a  former 
resident  of  the  Georgia  Bankers'  Association. 

From  this  enumeration  you  will  see  that  every  class  of  banks  is 
■presented  with  due  regard  to  size  and  location.  I  am  president  of 
le  Bank  of  Meansville,  Ga.,  which  has  capital  of  $25,000  and  is 
cated  in  a  town  of  300  inhabitants. 

There  are  224  State  banks  in  Georgia,  of  which  25  are  members  of 
le  Federal  Reserve  System,  and  there  are  58  national  banks  in  the 
tate. 

With  the  permission  of  your  committee  I  now  wish  to  request  Mr. 
7.  S.  Elliott,  who  is  chairman  of  our  legislative  committee,  to  present 
ir  testimony  in  the  form  of  a  prepared  statement. 

(The  witness  withdrew  from  the  committee  table.) 
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STATEMENT  OF  W.  S.  ELLIOTT,  VICE  PRESIDENT  AND  CABHOJ 
BANK    OF   CANTON,    AND    CHAIRMAN   OF   THE    LEGISLATmlw 
COMMITTEE  OF  THE  GEORGIA  BANKERS  ASSOCIATION,  Ut  |v 
TON,  GEORGIA 

Senator  Glass.  Please  state  your  name,  address  and  occupatia  I 
for  the  record.  ■ 

Mr.  Elliott.  W.  S.  Elliott;  vice  president  and  cashier,  Banks' 
Canton,  Ga.,  and  chairman  of  the  legislative  committee  erf  tb 
Georgia  Bankers  Association. 

We  approve  the  proposal  to  continue  the  Federal  Deposit  Tnsumo 
Corporation  beyond  July  1,  1935,  with  a  maximum  insurance  foraij 
one  depositor  of  $5,000,  as  proposed  in  the  original  bill  introduced ■ 
the  Senate.  We  are  opposed,  however,  to  placing  the  assessment 
against,  total  deposit  liability  at  one  eighth  of  1  percent,  and  maknt 
the  collection  thereof  mandatory,  as  provided  in  the  bill  wMa 
recently  passed  the  House  of  Representatives.  This  assessment  is  art 
only  unnecessary,  in  view  of  the  requirements  of  the  F.  D.  I.  C,  m 
shown  by  the  record  since  it  was  organized,  but  the  collection  of  tb 
amount  will  work  a  definite  and  serious  hardship  on  contributa| 
banks.  The  dearth  of  safe,  profitable  loans,  the  low  rate  of  invert- 
ment  yield  and  the  rising  cost  of  operation  under  the  recovery  pit- 
gram — these  factors  have  made  it  difficult,  if  not  impossible,  for  tin 
average  bank  to  earn  any  sort  of  return  upon  its  capital  funds.  Ac- 
cording to  figures  compiled  by  the  Federal  Deposit  Insurance  Corpora- 
tion, undivided  profits  of  approximately  14,000  insured  banks  showed 
no  increase  during  the  last  half  of  the  calendar  year  1934,  but  regie 
tered  a  decline  of  $651,000.  On  June  30,  1934,  the  figures  were  $470,- 
668,000,  while  on  December  31,  1934,  they  stood  at  $470,017,000, 
while  the  combined  surplus  of  the  same  banks  declined  $47,330,000 
during  the  same  period.  Reserves  against  contingencies,  and  so  fortk 
declined  during  the  last  half  of  1934  in  the  sum  of  $77,039,000, 
according  to  the  same  report.  Relatively  few  banks  are  paying 
dividends  on  their  common  stock.  The  charge  of  one  eighth  of  1 
percent  upon  total  deposit  liabilities  will  be  a  real  burden,  at  this 
time.  It  is  respectfully  suggested  that  one  sixteenth  would  be  ade- 
quate and  fair  to  the  banks;  if  a  higher  figure  should  be  insisted  upon, 
it  is  felt  that  one  twelfth,  as  proposed  in  the  original  bill,  would  be 
more  than  sufficient  and  that  discretionary  power  should  be  vested 
in  the  corporation  to  collect  only  a  portion  of  the  annual  amount. 
Eventually,  a  better  plan  of  assessment  may  be  worked  out,  equitable 
so  far  as  the  banks  are  concerned  and  based  upon  some  sort  of  actuarial 
figures.  Until  the  necessity  for  a  larger  assessment  is  clearly  apparent, 
it  is  suggested  that  the  amount  be  held  to  the  lower  figures. 

Compulsory  membership  in  the  Federal  Reserve  System — We 
oppose  the  requirement  in  the  Senate  bill  (S.  1715)  that  Federal 
Reserve  membership  be  required  of  all  banks  who  continue  in  the 
F.  D.  1.  C.  after  Julv  1, 1937.  This  provision  was  stricken  from  tfae 
original  bill  by  the  House  Committee  on  Banking  and  Currency,  and 
the  bill  was  passed  by  the  House  with  that  provision  omitted.  We 
respectfully  urge  upon  your  committee  that  compulsory  member- 
ship provision  be  not  included  in  the  bill  when  reported  to  the  Senate. 
It  is  impracticable  for  many  small  banks  to  comply  with  the  require- 
ments of  Federal  Reserve  membership,  especially  because  of  capital 
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tructure  and  for  other  reasons  which  it  is  not  necessary  to  mention 
lere.  Moreover,  joining  the  Federal  Reserve  System  will  entail  a 
lubetantial  loss  in  exchange  on  checks  which  is  an  important  item  of 
ncome  for  many  small  banks  and  in  some  cases  would  result  in  closure 
►f  the  banks,  should  this  income  be  taken  away,  as  it  will  be  if  the 
>anks  join  the  system  and  are  forced  to  remit  at  par.  These  small 
mnks  perform  valuable  services  in  their  respective  communities 
nany  of  them,  yes,  most  of  them,  have  been  conducted  along  sound 
ines  for  many  years.  Few  of  the  persons  connected  with  their 
nanagement  entered  into  the  speculative  orgy  that  was  such  a  potent 
'actor  in  the  embarrassment  of  some  of  our  larger  business  institutions. 
rhe  small  bank  has  played  an  important  part  in  the  development  of 
Imerica  during  the  past  75  years  and  its  record  compares  most 
favorably  with  that  of  other  financial  organizations.  According  to 
the  summary  gotten  out  by  the  F.  D.  I.  C,  as  of  December  31, 1934, 
there  were  1,250  insured  banks,  not  members  of  the  Federal  Reserve 
System,  with  capital  of  $100,000  or  less;  2,613  with  capital  over 
1100,000  but  not  over  $250,000;  1,781  with  capital  over  $250,000  but 
not  over  $500,000.  This  means  a  total  of  5,644  nonmember  insured 
banks  with  a  capital  not  exceeding  $500,000,  out  of  a  total  of  7,682 
insured  nonmember  banks.  These  banks  have  reasons  for  not  enter- 
ing the  Federal  Reserve  System;  they  have  compelling  reasons  which 
have  kept  such  a  large  number  of  them  out  of  the  system.  In  our 
own  State  of  Georgia  the  toal  number  of  insured  banks  is  260,  of  which 
68  are  national  banks,  25  State  bank  members  of  the  Federal  Reserve 
System,  while  177  insured  banks  are  not  members  of  the  Federal 
Reserve  System.  We  feel,  Mr.  Chairman,  that  it  is  not  right  to  force 
these  banks  into  the  Federal  Reserve  System  against  their  will  and 
better  judgment.  They  are  doing  very  well  outside  the  system. 
They  have  carried  on  for  many  yean,  most  of  them  outside  the  Sys- 
tem. 

Senator  Bulkxi  y.  What  are  the  compelling  reasons  that  keep  them 
out  of  the  system? 

Mr.  Elliott.  One  of  the  reasons,  as  I  just  stated,  is  the  fact  that 
they  would  lose  the  exchange  on  their  checks  if  they  joined  the 
Federal  Reserve  System. 

Senator  Bulkley.  Are  there  some  other  reasons  also? 

Mr.  Elliott.  There  is  one  other  thing;  the  capital  requirements. 
The  capital  requirements  would  be  higher  in  the  Federal  Reserve 
System.  There  are  other  reasons  that  a  small  bank  cannot  take 
advantage  of  some  of  the  benefits  of  the  Federal  Reserve  System  as 
the  larger  banks  can  who  have  large  pay  rolls  and  can  ship  out  to 
Federal  Reserve  banks  free  of  charge,  and  the  little  bank  has  few 
calls  of  that  kind.  Consequently  it  is  not  able  to  use  the  benefits  of 
the  system  as  now  constituted,  like  the  larger  banks  can  do.  Those 
are  some  of  the  reasons  that  keep  the  smaller  banks  from  joining  the 
Federal  Reserve  System. 

Senator  Bulkley.  Do  many  of  the  bunks  have  a  capitalization  too 
small  to  go  into  the  Federal  Reserve  System? 

Mr.  Elliott.  A  great  many  of  them  have  capital  as  low  as  $15,000. 
We  have  quite  a  number  of  banks  in  our  own  State  with  only  $15,000 
capital. 

Certainly  we  should  not  force  them  to  join  when,  according  to  some 
of  those  high  in  official  circles,  our  federalized  system  of  banks  is  yet 
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so  far  short  of  perfection.  The  Federal  Reserve  System  should  not 
be  built  up  by  forcing  banks  to  join;  rather  should  the  building 
process  start  from  the  inside  of  the  system,  and  Buch  changes  made 
as  will  cause  membership  in  the  system  to  be  attractive  to  bub 
now  on  the  outside.  Many  national  banks  and  State  member  bub 
would  welcome  liberalizing  changes  which  would  make  their  on 
membership  more  tolerable.  It  is  significant  that  only  980  Sttu 
hanks,  out  of  more  than  8,600  insured  State  banks  are  memben  of 
the  Federal  Reserve  System. 

It  should  be  pointed  out  that  forcing  7,600  nonmember  in 
banks  to  join  the  Federal  Reserve  System  as  proposed  in  the  of 
banking  bill  could  easily  cause  such  a  large  number  of  closures  i 
consequent  burden  upon  the  F.  D.  I.  C.  as  would  seriously  imperil  tin 
Federal  insurance  system  itself. 

Title  II  of  the  banking  bill — with  the  great  mass  of  testimony  which 
has  been  given  to  your  committee  in  opposition  to  the  enactment  4 
title  II  of  the  pending  bill  Georgia  banks  are  in  substantial  accord. 
We  are  concerned,  as  all  banks  in  the  Nation  must  be  concerned,  <n 
the  centralization  ideas  and  the  political  implications  contained 
title  II.  We  feel  that  the  Federal  Reserve  banks  should  be  permitted 
to  preserve  their  regional  characteristics  and  the  directors  thereof 
should  be  permitted  to  elect  local  men  as  their  officers  without  diet*- 
tion  from  the  Federal  Reserve  Board;  that  Federal  Reserve  bub 
should  have  the  right  to  decide  as  to  their  participation  in  open-market 
transactions;  that  they  should  have  a  right  to  their  own  judgment  in 
the  determination  of  rediscount  rates  affecting  their  own  tenitorr; 
and  that  the  Federal  Reserve  Board  should  not  be  given  the  unlimited 
power  to  raise  or  lower  the  reserve  ratio  as  proposed  in  the  pending 
legislation. 

Unified  banking  as  the  goal — title  I  of  the  banking  bill  is  filled  with 
provisions  which  point  toward  the  supplanting  of  State  control  of 
St  ate -chartered  institutions  and  substituting  Federal  control  and 
regulation  for  all  banks.  Requiring  the  rendering  and  publication 
of  reports  to  the  F.  D.  I.  C. ;  giving  the  F.  D.  I.  C.  powe r  to  fix  fidelity 
and  burglary  and  robbery  coverage  for  all  insured  banks,  thus  doing 
what  State  banking  departments  have  been  doing  well  as  a  rule;  giving 
F.  T>.  I.  C.  power  to  impose  penalties  upon  noncomplying  banks,  son* 
of  which  run  as  high  as  $100 — these  provisions  duplicate  or  exceed 
the  powers  now  exercised  by  State  supervisory  authorities  and  subject 
the  State  bank  to  double  trouble  and  expense  in  connection  with 
matters  of  routine  regulation.  No  doubt  the  regulatory  offices  of  the 
F.  D.  I.  C.  will  be  increased  from  time  to  time,  until  the  State  depart- 
ments of  banking  will  be  completely  overshadowed,  and  State  bank; 
will  be  driven,  as  a  matter  of  self-defense,  to  acquiesce  in  the  abolish- 
ment, of  their  own  State  banking  departments.  This  will  be  unfor- 
tunate,  in  our  opinion.  The  time  is  not  ripe  for  the  abolishment  of 
the  dual  system  of  banking.  Even  if  we  should  admit  that  all  banking 
would  better  be  directed  from  Washington  (which  we  do  not  admit' 
the  time  is  not  ripe  for  closing  down  all  State-chartered  institution- 
Under  authority  contained  in  title  I  State  banks  who  are  member?  of 
the  Federal  Reserve  System  may  be  required  to  make  three  sets  of 
reports  and  submit  to  three  examining  agencies — namely,  St*« 
banking  department,  Federal  Reserve  Board,  and  F.  D.  I.  C* 
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Many  bankers  see  in  the  liberalizing  of  loans  on  real  estate  a  source 
of  danger,  and  a  signboard  pointing  toward  inflation.  This  will  be 
true  if  banks  take  full  advantage  of  the  possibilities  offered  in  title 
II  of  the  bill  and  expand  real-estate  lending  unduly.  It  is  not 
believed,  however,  that  commercial  banks  will  be  in  any  hurry  to 
load  their  portfolios  with  real-estate  paper,  notwithstanding  the 
possibility  of  passing  it  on  to  the  Federal  Reserve  System.  Today 
many  banks  are  holding  real  estate  which  was  once  the  basis  for  some 
of  their  loans;  others  have  real-estate  paper  which  they  have  had  to 
charge  down  materially  to  the  detriment  of  their  surplus  and  profits. 
A  couple  of  years  ago  Federal  supervising  authorities  viewed  real- 
estate  loans  in  a  bank  as  something  to  be  eliminated.  It  will  require 
a  good  deal  of  persuasion,  in  our  opinion,  to  place  many  real-estate 
loans  in  commercial  banks;  but,  to  say  the  least,  the  great  encourage- 
ment given  to  this  type  of  nonliquid  paper  is  not  calculated  to  em- 
phasize conservatism  as  a  feature  of  this  bill. 

On  behalf  of  the  bankers  of  Georgia  and  of  the  members  of  our 
committee,  Mr.  Chairman,  we  desire  to  express  to  you  our  apprecia- 
tion of  the  opportunity  given  us  this  morning  to  present  our  views 
on  this  legislation.  The  superintendent  of  banks  of  the  State  of 
Georgia,  Mr.  R.  E.  Gormley,  is  present  with  out  committee  and  has 
some  figures  relating  to  the  earnings,  and  so  forth,  of  State  banks  in 
Georgia  which  may  be  of  some  interest  to  the  Banking  and  Currency 
Committee.  With  your  permission,  Mr.  Chairman,  I  will  ask  Mr. 
Gormley  to  present  his  statement  at  this  time. 

Senator  Glass.  Would  it  be  satisfactory  for  him  to  present  his 
statement  for  the  record?  We  have  a  good  many  witnesses  to  be 
heard,  and  we  want  to  close  the  hearings;  at  least  the  committee  does. 

Mr.  Elliott.  That  would  be  agreeable  with  me. 

Senator  Glass.  Just  hand  Mr.  Gormley's  statement  to  the  official 
reporter. 

(The  statement  of  R.  E.  Gormley,  of  Atlanta,  Ga.,  referred  to  and 
sbmitted  by  Mr.  Elliott,  is  here  printed  in  full  as  follows:) 

Statement  op  Stjpt.  R.  E.  Gormley,  Atlanta,  Ga. 

I  speak  in  behalf  of  224  State  banks  in  Georgia.  Twenty-five  of  these  bunks  are 
members  of  the  Federal  Reserve  System.  I  appear  before  you  more  specifically 
Id  the  interest  of  the  other  199  nonmember  banks,  and  to  urge  the  Senate  bill  he 
amended  to  conform  to  the  House  bill,  as  amended  by  the  House  Banking  and 
Currency  Committee,  by  striking  subsection  (y)  of  paragraph  2a,  requiring 
Federal  Reserve  membership  after  July  1,  1937,  in  order  to  retain  membership 
in  the  Federal  Deposit  Insurance  Corporation  and  that  a  more  equitable  premium 
rate  for  insurance  be  fixed. 

The  199  nonmember  banks  referred  to  have  capital  stocks  totaling  $8,746,000. 
Their  gross  earnings  in  1934  were  $3,650,000,  of  which  $513,000  was  received 
from  exchange.  Their  net  earnings  before  charge-offs  in  1934  was  $728,000. 
Membership  in  the  Federal  Reserve  System  will  eliminate  practically  all  of  the 
revenue  now  received  from  exchange.  Based  on  figures  of  1934  the  net  income  of 
199  nonmember  hanks  would  be  reduced  in  case  of  enforced  membership  in  the 
Federal  Reserve  Svstem  to  less  than  $250,000,  or  a  net  return,  before  charge-offs, 
on  invested  capital  of  $8,746,000  of  about  3  percent. 

These  nonmember  banks  have  loans  to  Georgia  agriculture  and  industry 
totaling  S.l 0,000,000.  These  batiks  are  performing  a  necessary  exchange  service 
in  the  rural  districts,  and  arc  and  will  in  the  future  afford  the  fairest  and  most 
intelligent  distribution  of  credit  passible  to  the  rural  communities.  The  total 
deposit  of  the  nonmember  banks  is  $67,000,000.  Based  on  a  one-eighth  of  1 
percent  rate,  the  per  annum  cost  of  insurance  to  these  banks  will  approximate 
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$84,000.  With  enforced  Federal  Reserve  membership  and  deducting  the  sorts! 
insurance  at  the  rate  of  one-eighth  of  1  percent,  the  net  income  of  nonmenbt 
banks  in  Georgia  would  in  1934  hare  been  reduced  to  approximately  SI  50,006  a 
invested  capital  of  over  $8,000,000.  The  earnings  of  these  banks  in  1S34  wm 
better  than  in  the  three  preceding  years. 

Senator  Glass.  Is  Mr.  Stern  here? 
Mr.  Stern.  Yes,  sir. 

STATEMENT    OF    J.    DAVID    STERN,     EDITOR,     PHLLADEIPB1 
RECORD,  PHILADELPHIA,  PA. 

Senator  Glass.  The  subcommittee  has  been  advised  that  you  d»- 
sire  to  be  heard  on  the  pending  bank  bills,  and  we  will  be  very  gbd 
to  hear  what  you  have  to  say. 

Mr.  Stern.  Thank  you  very  much,  Senator. 

Credit  is  the  coin  of  today. 

Therefore,  control  of  credit  is  as  inherent  a  function  of  sovereignty 
as  control  of  coinage.  That  is  the  reason  I  am  for  the  Ecclesoffl, 
which  gives  the  Federal  Reserve  Board,  appointed  by  the  Preside* 
of  the  United  States,  control  of  the  credit  volume  of  the  Nation. 

It  would  be  as  absurd  for  the  Government  to  grant  private  citizm 
the  right  to  coin  money  as  to  allow  the  bankers  to  continue  to  dictate 
the  credit  policy  of  the  Federal  Reserve  System.  This  politics] 
paradox  has  come  upon  us  as  gradually  as  the  substitution  of  awf" 
for  cash  currency  since  the  Civd  War. 

Quoting  from  Woodward  and  Rose — 

In  1860  cash  in  circulation  was  $9.76  per  capita,  demand  bank  deposits  $9.85 
almost  even.     In  1880  cash  per  capita,  $13.96;  deposits,  $44.30.      In  1900  aA. 
$17.10;  deposits,  Sill. 57.     In  1930  cash,  $29.76;  deposits,  $486.57,  or  16  t  ' 

But  these  figures  do  not  tell  the  whole  story.  Before  the  Civil 
War  checking  accounts  were  used  only  by  large  concerns  for  major 
transactions  and  had  comparatively  slow  velocity,  while  cash  currency 
bore  most  of  the  burden  of  the  usual  business  and  household  trans- 
actions. 

Today  bank  deposits  or  credit  dollars  represent  85  percent  of  oar 
medium  of  exchange.  Cash  currency  is  merely  a  supplementary 
medium  of  exchange.  The  control  of  the  purchasing  power  of  ti< 
dollar  depends  upon  the  volume  and  velocity  of  bank  credit  in  relatioD 
to  the  volume  of  trade. 

Since  credit  volume  and  velocity  control  the  value  of  the  dollar,  it 
follows  that  credit  volume  and  velocity  also  control  the  value  of  the 
cash  dollar,  no  matter  what  may  be  its  monetary  base.  This  has  been 
proven  again  and  again  as  the  futility  of  the  Warren  and  Fisher 
schemes  of  varying  the  gold  content  of  the  dollar  has  become  » 
apparent. 

The  Constitution  reserves  to  the  Federal  Government  the  right  to 
coin  money  and  "to  regulate  the  value  thereof."  The  Government 
cannot  fulfill  this  function  of  regulating  the  value  of  the  cash  dollar 
unless  it  controls  the  volume  and  velocity  of  the  credit  dollar,  which 
is  the  intent  and  purpose  of  the  banking  bill  of  1935. 

The  12  regional  banks  of  the  Federal  Reserve  System  afford  a  credit 
reservoir  for  the  Nation.  By  varying  their  discount  rate,  as  well  as  by 
open-market  operations  in  Government  securities,  they  can  vary  the 
credit  level  in  the  nonmember  as  well  as  in  the  member  banks  of  tr> 
Nation.     Here  we  have  a  system  with  12  intake  and  12  outlet  vakes    , 
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to  the  reservoir.  If  6  of  the  regional  banks  open  their  intake  valves 
and  the  other  6  regional  banks  open  their  outlet  valves,  they  neutralize 
each  others'  efforts  and  defeat  the  very  purpose  for  which  the  Federal 
Reserve  System  was  created. 

Therefore,  central  control  of  the  open-market  transactions  and  re- 
discount policies  is  essential  to  credit  control  and  stabilization  of  the 
purchasing  power  of  the  dollar  at  any  agreed  credit  level. 

This  great  economic  crisis  is  the  test  of  efficiency  of  democracy.  If 
we  continue  with  an  irrational  system  because  we  haven't  awakened 
to  the  obvious  fact  that  credit  dollars  have  displaced  cash  dollars, 
democracy  is  doomed. 

History  bears  witness  to  the  persistence  of  old  errors  and  the  bitter- 
ness with  which  the  victims  of  those  old  errors  denounced  anyone  who 
tried  to  correct  them. 

Copernicus  and  Galileo  are  conspicuous  examples.  Pasteur  was 
laughed  off  the  platform  when  he  attacked  spontaneous  generation. 
Today  we  have  with  us  the  advocates  of  the  gold  standard.  What 
makes  their  disillusionment  more  difficult  is  that  their  error  is  not 
so  old.  The  gold  standard  did  work  and  gold  did  control  the  value 
of  monetary  units  when  cash  currency  was  the  main  medium  of 
exchange.  It  was  only  when  a  great  credit  structure  gradually  grew 
atop  the  gold  base  that  the  gold  base  became  relatively  unimportant 
in  the  price  equation. 

Persistency  of  error  is  based  on  a  natural  psychological  tendency. 
The  believer  refuses  to  see  anything  which  contradicts  his  preferred 
belief. 

Thus  man  had  seen  the  masts  of  ships  appear  above  the  horizon 
before  the  hull,  and  he  had  seen  the  curved  shadow  of  the  earth  on 
the  moon  for  thousands  of  years  before  he  accepted  these  evidences 
of  curvature  of  the  earth. 

So  monetary  conservatives  with  gold  payments  suspended  in  every 
country  except  France,  Switzerland,  and  Holland,  and  with  France 
in  the  throes  of  an  economic  catastrophe,  refuse  to  see  any  evidence 
that  the  gold  standard  won't  work,  that  credit  control  has  taken  its 
place,  that  the  value  of  a  monetary  unit  can  be  measured  only  in 
terms  of  commodity  indices  and  that  governments,  if  they  are  to 
survive,  must  throw  off  tradition  and  "can't" — 

I  sincerely  believe  that  this  bill  is  a  great  forward  step  toward 
modernization  and  rationalization  of  our  monetary  system. 

As  far  as  I  can  discover  the  main  argument  against  this  bill  is  that 
t  places  national  credit  under  political  control. 

well,  what  of  it?  Political  control  is  certainly  safer  than  private 
mnker  control,  judging  by  past  experience. 

"Why  shouldn't  the  administration  control  national  credit  as  it 
controls  the  Army,  the  Navy,  and  the  Department  of  Justice?  Who 
vants  the  Army  placed  under  control  of  the  munition  makers  to 
ixpand  or  contract  as  it  suits  their  selfish  ends? 

They  have  private  armies  in  Europe,  but  it  hasn't  worked  out  so 
pell  for  democracy.  There's  no  more  room  for  private  control  of 
xational  credit  in  a  democracy  than  there  is  for  a  private  army. 

The  hand  that  holds  the  purse  strings  rules  the  roost.  Bankers, 
vho  can  tell  the  Government  how  many  bonds  it  can  sell,  exercise  a 
lupersovereignty  as  surely  as  the  Fascist  leader  threatens  a  sub- 
lervient  government  with  his  armed  forces. 
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Uncle  Sam,  hat  in  hand,  making  terms  with  the  bankers,  promt 
a  humiliating  spectacle — which  should  be  resented  by  every  taw 
American.     This  bill  will  cure  that. 

The  Federal  Government  should  have  as  much  right  to  say  whtt 
percentage  of  the  national  credit  it  will  take  for  its  own  use  as  it  hn 
to  say  what  percentage  of  our  individual  incomes  it  will  take  in  tit 
form  of  income  taxes. 

"Supposing  the  Government  misuses  this  great  power  over  credit, 
what  then?"  ask  the  pessimistic  conservatives. 

The  answer  is  twofold.  If  the  Government  expands  or  contracts 
credit  unwisely,  it  will  defeat  its  own  ends  by  impairing  credit  ui 
business — on  the  same  principle  that  the  Government  can  dry  up 
sources  of  taxes  by  overtaxation. 

Just  as  the  power  to  tax  is  the  power  to  destroy,  so  the  power  I* 
expand  or  contract  credit  is  the  power  to  avoid  or  create 
chaos. 

But  if  costly  mistakes  in  credit  control  are  to  be  made,  it  is  uhh 
better  that  they  should  be  made  by  the  Government  than  by  the 
bankers.  At  least  we  could  vote  the  bungling  Government  out  of 
office. 

We  can't  do  that  with  the  bankers.  The  same  bankers  who  in 
responsible  for  the  terrible  blunder  of  uncontrolled  inflation  whkl 
came  to  its  disastrous  climax  during  the  fall  of  1929,  still  control  our 
Federal  Reserve  System  and  its  credit  policy. 

What  is  more  exasperating,  they  have  the  nerve  to  come  don 
here  and  argue  against  this  bill,  the  nerve  to  tell  you  gentlemen  that 
credit  control  is  safer  in  their  hands  than  in  the  Government's. 

Such  self-assurance  is  sadder  than  it  is  funny.  It  bespeaks  in 
utter  lack  of  comprehension  of  this  great  power  and  the  responsibilin 
it  involves. 

National  credit  control  is  the  keystone  of  economic  stability.  It 
belongs  to  the  Government  of  the  people,  by  the  people,  for  uw 
people. 

(The  witness  withdrew  from  the  committee  table.) 

STATEMENT  OF  CHARLES  S.  HAMLIN,  MEMBER  FEDERAL  RESERVE 
BOARD,  WASHINGTON,  D.  C. 

Senator  Glass.  I  assume  that  you  are  familiar  with  the  pecdbi: 
proposals  for  revision  of  the  Federal  Reserve  Act,  and  the  committee 
will  be  glad  to  hear  from  you. 

\ir.  Hamlin.  Gentlemen,  I  want  to  say  that  I  am  very  glad  to  com* 
here  today  at  the  request  of  the  committee  and  to  express  my  views  on 
the  pending  legislation.  1  shall  not  try  to  go  into  the  intimate  word- 
ing of  various  amendments.  I  think  I  can  make  myself  clear  as  t" 
the  general  subject  matter. 

After  an  experience  of  21  years  in  administering  the  Federal  Reserve 
Act  I  can  only  say  that  my  respect  and  admiration  for  it  has  increase 
year  by  year.  The  great  principles  underlying  that  act,  the  discom;: 
of  commercial  paper,  the  massing  of  reserves,  the  issue  of  Federal 
Reserve  notes  and,  last  but  not  least,  open-market  power.  I  think  hsvi- 
demonstrated  to  the  country  the  necessaty  for  its  creation  and  alto- 
gether the  success  with  which  it  has  been  administered. 
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2 ,    To  my  mind,  without  the  open-market  power  the  Federal  Reserve 

■  System  would  be  purely  an  emergency  system;  but  I  shall  speak  on 
that  a  little  later. 

I  find,  however,  in  reading  the  various  speeches  and  letters  that  have 

■  j  been  written  for  and  against  the  proposed  bill  or  bills  that  there  is  a 
-  great  deal  of  hysteria.     I  find  the  air  filled  with  adjectives  of  fear — 

"  perhaps  you  might  say  hatred,  despair — and  some,  of  course,  of  com- 
,:  fort.    It  reminds  me  of  Milton: 


I  think  it  ie  the  duty  of  any  student  looking  into  this  matter  to 

i  rake  away  these  superincumbent  leaves  and  get  down  to  the  bottom 

and  find  just  what  these  proposed  changes  in  the  act  are  and  whether 

they  are  consonant  with  the  principles  of  the  act  as  originally  framed 

and  as  broadened  by  Congress. 

The  original  Federal  Reserve  Act,  as  you  all  know,  was  somewhat 
enlarged  by  the  provisions  for  advances  to  member  banks.  The  scope 
of  it  waa  enlarged  by  permitting  the  issue  of  Federal  Reserve  notes  to 
banks  on  the  pledge  of  gold  or  other  collateral,  or  both.  Therefore, 
I  think,  in  considering  whether  any  proposed  amendment  is  consonant 
with  the  principles  of  the  act,  we  must  take  the  act  as  originally 
enacted  and  as  Congress  subsequently  has  broadened  it. 

The  principal  cry  that  I  hear  throughout  the  country  is  that  this 
will  make  the  Federal  Reserve  Board  a  central  bank.  That  seems  to 
be  the  most  terrible  epithet  that  can  be  applied  to  this  proposed  legis- 
lation. I  can  remember,  back  in  1912,  I  think  it  was,  when  the 
Aldrich  Monetary  Commission  prepared  an  act  for  a  central  bank  and 
when  the  term  was  almost  a  benediction.  Now  the  words  "central 
bank"  seem  to  be  used  to  terrify  people.  It  would  almost  make  a 
mother  take  her  children  and  go  down  into  the  cellar  as  if  to  avoid  a 
zeppelin  raid. 

.Senator  Glass.  Was  it  not  so  used,  Mr.  Hamlin,  in  both  the  Demo- 
cratic National  Convention  and  the  Progressive  National  Convention, 
and  in  the  platform  written  by  Theodore  Roosevelt,  as  well  as  the 
platform  on  which  Mr.  Wilson  was  elected? 

Mr.  Hamlin.  I  am  not  very  fresh  on  that,  Senator. 

Senator  Glass.  Was  there  any  declaration  even  in  the  Republican 
platform  in  favor  of  a  central  bank? 

Mr.  Hamlin.  My  recollection  is  that  the  Democratic  National 
Convention  declared  against  a  central  bank.  As  I  understood  it, 
however,  it  was  a  direct  blow  at  the  Aldrich  monetary  plan. 

Senator  Glass.  It  declared  in  terms  against  the  Aldrich  bill  or  a 
central  bank. 

Mr.  Hamlin.  1  understood  that  to  mean  the  Aldrich  bill  or  any 
bill  like  it  which  established  an  operating  central  bank  in  Washington. 

Senator  Glass.  Or  a  central  bank.  And  the  platform  upon  which 
Mr.  Theodore  Roosevelt  was  nominated  as  a  Progressive  candidate 
declared  in  equal  terms  against  the  centralization  of  credit  in  Washing- 
ton and  against  the  proposed  Aldrich  bill. 

Mr.  Hamlin.  Well,  my  point  simply  is  that  the  words  "central 
bank' '  require  an  explanation  of  their  meaning  when  you  say  them 
as  an  epithet  or  an  argument  against  anything. 
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Senator  Glass.  We  have  been  discussing  it  ever  since  the  days  of 
Mr.  Jefferson  and  Mr.  Hamilton. 

Mr.  Hamlin.  Yes;  that  is  true. 

The  Federal  Reserve  Act  established  12  regional  banks  with  the 
Federal  Reserve  Board  as  the  supervisory,  controlling  authority.  A) 
a  matter  of  fact,  each  one  of  those  Federal  Reserve  banks  essentially  ■ 
a  central  bank  with  autonomy  of  its  own.  It  has  practically  all  the 
powers  that  any  central  bank  in  Europe  has.  In  fact,  in  1 932  Congret 
extended  the  power  so  that  the  Federal  Reserve  bank,  under  certan 
circumstances,  could  make  a  direct  loan  to  individuals.  It  seems  to 
me  that  these  banks  are  essentially  central  banks  in  their  power;  bat 
the  Federal  Reserve  Board  of  course  has  supervisory  control  over  those 
12  autonomous  banks,  but  it  has  certain  centralized  powers,  if  jw 
wish  to  call  it  that. 

You  cannot  have  control  over  12  autonomous  banks  unless  yon 
have  some  kind  of  centralized  power.  That  does  not  make  it  a  cantn! 
bank;  and  I  can  see  nothing  in  this  proposed  bill  that  would  turn  the 
Federal  Reserve  bank  into  a  central  bank. 

Senator  Glass.  You  make  no  distinction  between  12  regional 
banks  representing  business  interests  of  12  defined  territories  of  the 
United  States,  and  a  central  bank  here  in  Washington?     Is  that  so? 

Mr.  Hamlin.  No;  I  should  say  there  was  ail  the  difference  in  the 
world.  The  centralized  power  in  the  Federal  Reserve  Board  to  my 
mind  does  not  create  a  central  bank  in  any  sense  of  the  term. 

Senator  Glass.  It  does  not  now,  no;  because  it  has  a  supervisory 
power  within  the  meaning  of  the  law.  There  is  such  a  thing,  however, 
as  our  amending  the  act  so  as  to  make  it  a  central  bank. 

Mr.  Hamlin.  Well,  the  Federal  Reserve  Board  now  has  power 
not  very  much  different  from  the  central  banking  power.  It  has 
power  to  regulate  the  issue  of  Federal  Reserve  notes.  It  has  the  power 
given  by  the  act  of  1933  to  close  the  discount  window  for  abuse  of  the 
privilege.  It  has  power,  which  I  will  speak  of  in  a  few  minutes,  of 
ordering  one  Federal  Reserve  bank  to  discount  the  paper  of  another 
Federal  Reserve  bank. 

Senator  Glass.  It  has  had  that  from  the  beginning,  but  that  requires 
a  certain  number  of  votes  of  the  Board  to  do  that. 

Mr.  Hamlin.  Yes. 

Senator  Glass.  In  other  words,  it  is  a  power  that  must  be  very 
cautiously  exercised. 

Mr.  Hamlin.  Absolutely. 

Senator  Glass.  Under  the  statutory  restrictions? 

Mr.  Hamlin.  Yes.  It  has,  of  course,  as  I  have  said,  the  opec- 
market  powers  of  which  I  shall  speak  in  a  moment. 

To  my  mind,  the  opposition  against  these  proposed  bills  is  really 
based  on  a  fear  that  the  Federal  Reserve  Board  is  not  sumcieudy 
independent  to  be  trusted  with  those  powers — not  only  the  powers 
which  it  lias,  but  the  powers  which  it  is  suggested  be  added  to  it:  and 
in  my  discussion  of  these  amendments  I  shall  base  my  opinion  on  the 
understanding  that  the  Federal  Reserve  Board,  if  in  the  judgment  of 
Congress  it  is  not  sufficiently  independent,  will  be  miide  indenemieut 
and  1  believe,  if  the  people  of  this  country  felt  that  the  Federal  Un- 
serve Board,  which  I  shall  show,  I  hope,  is  independent  in  fart,  is  al* 
independent  in  law,  1  believe  that  two-thirds  of  the  opposition  to 
these  amendments  would  disappear. 
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The  point  is  raised  that  this  is  not  an  opportune  time  for  making 
changes  in  the  law,  and  that  theory  has  been  advanced  by  a  great 
any  bankers. 

I  understand  fully  how  bankers  are  fearful  of  regulations,  fear- 
ful of  power  being  applied  to  them,  and  you  can  naturally,  perhaps, 
'  sympathize  with  the  view.  But  the  question  arises,  why  should  we 
now  postpone  legislation  if  legislation  is  necessary?  I  believe  we 
ought  to  decide  these  questions  today,  because  I  think  the  Federal 
Reserve  Act  needs  some  of  the  amendments  suggested  in  this  bill.  I 
think  that  without  the  broadening  of  the  open-market  power  it  will 
destroy  thB  opportunity  of  major  policies  designed  by  the  Board. 
I  believe  that  it  is  absolutely  necessary  that  some  control  over 
reserves  be  given  to  the  Federal  Reserve  Board,  and  that  control 
was  asked  for,  I  think,  15  years  ago.  We  asked  and  almost  beseeched 
Congress  to  give  us  that  power.  I  realize  that  that  power,  under 
the  Thomas  amendment,  can  now  be  given  with  the  consent  of 
the  President  of  the  United  States;  but  it  seems  to  me  that  that  is  a 
burden  which  should  not  be  placed  upon  the  President  of  the  United 
States;  that  a  board  of  men  sworn  to  do  their  full  duty,  men  supposed 
to  be  of  good  judgment,  could  safely  be  entrusted  with  that  power. 
Any  limitation  on  that  power,  limiting  the  increase  in  reserves  by  any 
percentage  Congress  wishes,  would  be  perfectly  satisfactory,  at  least 
to  myself. 

Senator  Glass.  But  that  is  not  the  limitation  provided  in  this  bill, 
is  it? 

Mr.  Hamlin.  I  think  not,  Senator.  But  I  am  going  to  say  that  that 
is  one  of  the  things  that  I  should  be  very  glad  to  see  provided,  so  that 
there  should  be  some  reasonable  limitation. 

Various  questions  have  come  up.  The  first  amendment  that  I  want 
to  speak  of  is  the  power  given  to  the  President,  of  the  appointment  of 
the  Governor  of  the  Board. 

1  cannot  see  that  this  bill  in  anyway  is  a  radical  step  in  what  it 
does  as  to  the  power  of  the  President  to  appoint  a  Governor.  The 
President  now,  of  course,  can  designate  any  member  of  the  Board  as 
Governor,  and  from  time  to  time  can  change  that  designation.  In 
the  proposed  bill,  or  in  the  bill  of  Governor  Eccles  that  was  passed  by 
the  House,  the  President  is  given  the  power  to  appoint  from  any 
Federal  Reserve  district  a  Governor,  whether  or  not  there  is  a  member 
already  serving  from  that  district.  That  is  the  only  change  that  I 
can  see  in  that  regard. 

Then  it  is  further  provided  that  if  the  Governor  should  cease  to  be 
designated,  be  may  resign  free  from  the  2-year  limitation  on  accepting 
any  employment  in  a  member  bank. 

Senator  Glass.  Is  there  a  pressing  emergency  for  that  alteration 
in  the  law? 

Mr.  Hamlin.  I  do  not  think  that  there  is  any  pressing  emergency 
because,  as  I  say,  I  consider  that  it  is  a  very  slight  advance,  if  it  is 
at  all,  over  the  present  law.  I  think  the  provision  as  to  qualifications 
of  members  of  the  Board  should  be  looked  over  very  carefully,  and 
I  assume  that  the  Senate  committee  will  take  care  of  that.  I  think 
they  are  a  little  exclusive.  But  so  far  as  the  Governor  goes,  that 
matter  could  go  along  perfectly  well.  I  do  not  regard  that  as  one  of 
the  essentials  at  all  of  the  problems  now  before  us. 
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Next,  as  to  the  appointment  of  a  governor  by  the  local  board  ■ 
directors.  To  my  mind  that  is  a  grant  of  very  great  autonomy  k 
the  Federal  Reserve  banks.  At  the  present  time,  as  you  know,  ik- 
Federal  Reserve  Board  has  its  chairman  appointed  by  it  at  e*A 
Federal  Reserve  bank.  He  has  an  office  there,  and  an  office  for  it 
Federal  Reserve  Board.  The  chairman  presides  at  all  meetings,  ai 
we  have  two  other  directors  to  help  him  and  to  help  the  Board. 

Under  this  proposed  bill  the  chairman  is  absolutely  withdntm. 
One  of  the  class  C  directors  is  withdrawn,  and  the  governor  mar  it 
appointed  by  the  directors,  and  he  is  given  supreme  executive  author- 
ity over  the  bank.  I  think  that  is  a  tremendous  grant  of  autonoon 
to  each  Federal  Reserve  bank. 

Some  say  that  the  fact  that  the  Board  under  the  law  would  resent 
the  right  to  confirm  the  appointment  of  governor  would  make  thai 
governor,  as  one  man  said  to  me,  the  office  boy  of  the  Board.  I  cannot 
see  that  at  all.  I  do  not  care  whether  you  confirm  once  for  all  or 
once  every  2  or  3  years.  I  cannot  see  that  that  cuts  down  the  pont 
of  the  Federal  Reserve  bank  in  any  sense.  The  fact  that  the  Presutal 
has  to  have  many  of  his  appointees  confirmed  by  the  Senate  to  aj 
mind  does  not  cut  down  or  destroy  his  appointing  power.  Keiths 
would  it  make  the  officer  confirmed  the  office  boy  of  the  Senate,  lb 
Board  has  in  a  sense  power  nor  over  that  matter,  because  it  has  tbt 
absolute  power  to  fix  salaries  of  every  officer.  In  one  case  the  Board 
refused  to  fix  any  salary  of  a  governor — that  was  a  good  many  years 
ago — because  they  felt  that  on  the  whole  he  did  not  measure  up  to 
the  required  standard. 

But  I  cannot  see  anything  radical  there  except  a  radicalUy  increased 
grant  of  power  or  autonomy  to  ever  Federal  Reserve  bank. 

Then  there  is  the  matter  of  the  consolidation  of  the  Rederal  Resent 
agent  and  the  governor.  That  I  think  is  vital  in  the  sense  of  economy 
and  simplicity.  I  think  that  if  the  Federal  Reserve  agent  is  abolished 
and  the  collateral  for  Federal  Reserve  notes  done  away  with,  it  would 
save  the  System  about  $500,000  a  year.  But  that  of  course  is  not  i 
grave  emergency,  although  I  think  on  the  whole  it  would  be  a  Ten 
advisable  step. 

Senator  Townsend.  In  what  way  would  that  saving  be  brougnt 
about? 

Mr.  Hamlin.  If  the  policy  of  collateral  for  Federal  Reserve  not* 
were  abolished,  you  would  abolish  a  tremendous  amount  of  wort 
and  of  course  save  the  salaries  now  paid  to  Federal  Reserve  agentt: 
and  I  think  it  is  estimated  that  the  whole  thing  would  be  a  saving  of 
somewhere  near  half  a  million  dollars.  If  you  desire  that  exactlv  I 
can  give  it  to  you  in  extenso. 

Senator  Townsend.  You  might  furnish  it  for  the  record. 

Mr,  Hamlin.  The  question  comes  up  with  regard  to  the  op* 
market  powers.  As  I  said  at  the  beginning,  without  open  moral 
power  the  Federal  Reserve  System  is  practically  an  emergency  fl* 
tern.  It  has  to  sit  still  until  banks  come  to  it.  Through  the  exert* 
of  the  open  market  powers  it  can  go  to  the  banks  and  can  makeil 
discount  rates  effective.  What  do  you  mean  by  making  the  f 
count  rates  effective?  If  you  feel  the  discount  rate  is  too  low  ■ 
you  put  it  up,  it  does  not  follow  that  the  banks  will  impose  any  high 
rates  upon  their  individual  customers  or  in  this  cose  will  raise  ■ 
rates  to  the  individuaV  cwatomsw.    Xow^xnto  the  open  market  ai 
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1  well  bonds.  You  take  out  the  money  from  the  reserves  of  the  mem- 
'  ber  banks,  and  it  tends  to  make  them  cautious  and  it  tends  to  make 
1  them  raise  the  rates  to  their  individual  customers.  On  the  other 
;  hand,  if  you  wish  to  lower  rates,  you  do  it  because  you  wish  to  see  the 
1  benefit  of  that  reduction  percolate  through  the  country  so  that  the 
1  borrower  of  the  bank  can  get  his  money  at  a  lower  rate. 

Senator  Glass.  Did  you  ever  know  it  to  so  percolate? 

Mr.  Hamlin.  I  think,  Senator,  it  does;  yes. 

Senator  Glass.  I  have  never  known  it. 

Mr.  Hamlin.  We  have  no  uniform  discount  rate,  but  I  think  it 
does  percolate  through  the  country. 

Senator  Glass.  I  nave  been  observing  it  for  21  years  and  I  have 
never  known  it  to  percolate. 

Mr.  HAMi.r>-.  Well,  that  is  the  theory. 

It  is  an  interesting  fact  that  under  the  original  Federal  Reserve  Act 
our  counsel  advised  us  that  the  Board  had  power  to  order  the  banks 
to  buy  or  sell  securities.  As  a  matter  of  fact,  we  never  exercised  or 
tried  to  exercise  that  power,  but  went  along  and  got  together  between 
the  banks  and  the  Federal  Reserve  Board  ana  we  got  along  very 
successfully  as  a  whole.  Then  came  the  Banking  Act  of  1933  which 
specifically  gave  the  right  to  each  Federal  Reserve  bank,  through  its 
directors,  to  decline  to  participate.  As  a  sovereign  hoard  it  has  to 
enter  into  treaties  with  12  other  sovereign  bodies,  and  although  most 
of  the  time  we  were  able  to  get  together  harmoniously,  yet  from  time 
to  time  there  did  occur  clashes  where  the  policies  of  the  System  were 
sadly  interfered  with. 

Senator  Glass.  Do  you  think  a  central  board  here  would  know 
better  than  a  regional  bank  what  its  local  conditions  are  and  whether 
or  not  it  should  be  compelled  to  participate  in  an  open  market  trans- 
action? 

Mr.  Hamlin.  I  think  that  if  there  is  not  some  power,  that  is,  a  right 
to  determine  that  question,  it  would  be  very  difficult  to  agree  on  the 
carrying  out  of  any  major  policy. 

Senator  Glass.  You  have  said  that  your  counsel  advised  you  that 
you  have  had  that  power  all  along. 

Mr.  Hamlin-.  Yes;  but  of  course  that  depended  on  a  somewhat 
involved  construction  of  the  act,  and  as  a  matter  of  fact  we  did  not 
exercise  it. 

Senator  Glass.  I  should  think  it  would  be  a  very  much  involved 
construction  of  the  act. 

Senator  Bulkley.  What  are  the  instances  where  the  Federal 
Reserve  banks  refused  to  cooperate  in  tho  policy  of  the  Board? 

Mr.  Hamlin.  There  are  two  instances  that  I  wanted  to  point  out 
to  the  committee.  The  first  was  in  August  1931  when  conditions,  as 
you  all  remember,  were  very  bad.  Prices  were  dropping;  liquidating 
was  going  on,  and  the  Board  made  up  its  mind,  and  in  a  conference 
the  Federal  Reserve  Bank  of  New  York  concurred  that  a  major 
policy  was  absolutely  necessary,  and  the  open  market  committee 
were  called  together.  Governor  Meyer,  who  was  then  Governor, 
went  before  the  committee  for  2  hours  explaining  that  under  existing 
conditions  nothing  but  a  major  stroke  would  help  this  situation,  and 
perhaps  that  would  not;  but  that  it  was  vitally  important  that  the 
System  should  make  a  bold  stroke  and  buy,  say,  300  millions  or  400 
millions  of  Government  securities,  hoping  that  that  might  turn  the 
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tide.  For  2  hours  he  discussed  the  matter  with  the  governors.  Wt 
then  came  together  in  a  conference  and  we  found,  after  their  meet- 
ing by  themselves,  that  a  motion  to  amend  that  power  which  W 
been  asked  for  by  the  Governor  of  the  Federal  Reserve  Bank  of 
New  York,  cut  down  the  power  from  $300,000,000  to  $120,000,000. 
The  20  millions  was  an  unexpended  balance.  Practically  the  vote 
was  300  millions  cut  down  to  100  millions,  which  naturally  would 
destroy  the  effect  because  it  would  cease  to  he  a  major  operation. 

Senator  Glass.  Did  not  the  subsequent  purchase  of  two  and  aw- 
half  billions  of  Federal  Reserve  securities  demonstrate  the  utter 
futility  of  the  policy  which  you  proposed  to  adopt? 

Mr.  Hamlin.  I  am  not  sure  of  that,  Senator.  A  bold  stroke  of 
that  kind,  involving  three  or  four  hundred  millions  of  dollars,  one  dar, 
might  have  had  a  great  deal  of  cumulative  benefit.  No  one  can  tell. 
But  the  policy  of  the  Board  was  to  build  up  the  reserves  of  the  member 
banks  by  these  bold  strokes.  No  one  can  say  now  whether  that 
policy,  if  it  had  been  increased  intensely,  would  have  accomplished 
any  thin»:  or  not. 

Senator  Glass.  It  was  increased  in  intensity  to  the  extent  of  two 
and  a  half  billion  dollars. 

Mr.  Hamlin.  But  I  am  perfectly  satisfied  that  the  purchases  thai 
were  made  of  Government  securities  helped  to  stop  the  precipitate 
deflation  that  was  going  on,  but,  of  course,  it  cannot  be  measured. 

Senator  Glass.  The  idea  was  that  it  would  enable  the  member 
hanks  to  pay  their  indebtedness  to  the  Federal  Reserve  banks,  and 
that  thereupon  the  member  banks  would  proceed  to  liberalize  their 
own  loaning  policies.  Did  they  do  it,  or  did  they  keep  on  intense!; 
providing  liquidity? 

Mr.  Hamlin.  We  kept  on  intensely  helping  them  to  do  it,  and  that 
help  is  there  now. 

Senator  Glass.  Your  purpose  was,  as  I  understood  it  at  the  time, 
as  I  have  said,  to  enable  the  member  banks  to  pay  their  indebtedness 
to  the  Federal  Reserve  banks,  the  supposition  being  that  thereupon 
the  member  banks  would  proceed  to  loan,  and  to  loan,  and  to  loan, 
in  a  very  much  more  liberal  measure  than  had  theretofore  prevailed. 
But,  as  a  matter  of  fact  they  did  not  do  anything  of  the  kind,  and  they 
did  not  do  it  because  public  confidence  had  been  badly  impaired,  and 
every  member  bank  was  intent  upon  being  in  as  liquid  a  condition 
as  it  could  be.     Isn't  that  a  fact? 

Mr.  Hamlin.  I  think  that  is  true  in  large  measure,  Senator.  1 
know  of  no  way  that  you  can  force  a  customer  to  go  to  a  bank  tu 
borrow,  but  there  are  ways  in  which  you  can  make  it  easy  for  a 
bank  to  make  a  loan. 

Senator  Glass.  You  can  make  it  easy  for  a  customer  to  borrow 
when  you  reduce  your  discount  rate  to  \%  percent. 

Mr.  Hamlin.  Yes. 

Senator  Glass.  Which  is  perfectly  ridiculous. 

Mr.  Hamlin.  That  was  the  purpose  of  our  purchase  of  Government 
securities,  to  help  the  general  credit  situation,  that  is  to  say,  to  give 
the  borrowers  of  the  country  an  opportunity  to  get  money  at  lower, 
more  favorable  rates.  The  fact  that  that  policy  has  not  succeeded  in 
that  is  something,  of  course,  beyond  the  power  of  the  Federal  Reserve 
Board . 
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Senator  Gla&b.  I  know-  but  that  takes  us  back  to  the  immortal 
declaration  that  we  should  take  our  steps  in  the  light  of  experience. 
Was  it  Mr.  Jefferson,  or  somebody  of  that  type,  now  out  of  date,  who 
said  that? 

Mr.  Hamlin.  We  certainly  have  had  the  experience,  and  we  are 
still  having:  it. 

There  is  one  point  I  want  to  make,  that  I  trust  the  Senate  committee 
"will  not  advocate  cutting  down  the  members  of  the  Federal  Reserve 
Board  to  five.  I  think  that  is  one  of  the  propositions  which  has  been 
laid  before  it.  I  believe  that  the  appointive  members  should  rather 
be  increased  to  7,  because  with  the  new  autonomy  given  to  the 
Federal  Reserve  banks,  the  members  of  the  Board  have  got  to  increase 
-their  visits  to  those  banks  and  keep  in  closer  touch  with  them,  and 
that  will  take  up  so  much  time  that  I  should  prefer  to  see  it  increased 
to  7  rather  than  reduced  to  5.  My  pomt  is  that  somebody 
should  be  given  absolute  authority  to  determine  this  matter  of  open- 
market  policy.  Governor  Bccles  has  submitted  a  way  of  doing  that 
with  five  governors  bound  to  render  an  opinion  to  the  Board  before  the 
Board  makes  any  major  change.  I  think  that  would  work  out  very 
satisfactorily. 

Senator  Bulkley.  Before  we  get  too  far  away,  I  want  to  get  a 
better  understanding  of  that  difference  of  opinion  that  you  just  related 
between  the  Board  and  the  banks.  What  was  the  result?  Was  the 
operation  restricted  at  that  time  to  £100,000,000? 

Mr.  Hamlin.  Yes. 

Senator  Bulkley.  When  were  further  purchases  resumed  after 
that? 

Mr.  Hamlin.  Very  shortly  after  that;  but  this  was  a  major  opera- 
tion. It  was  voted  down  11  to  1  by  the  Board  of  Governors,  and  at 
that  time,  while  we  had  been  told  we  had  power,  we  had  rather  gone 
along  in  a  spirit  of  cooperation,  and  usually  that  was  perfectly 
successful.    There  was  another  instance.     I  think  it  was  in— — 

Senator  Bulkley.  Right  there,  you  accepted  the  view  that  you 
did  not  have  the  right  to  compel  them  to  make  those  purchases? 

Mr.  Hamlin.  We  acted  under  that  view,  that  it  was  a  very  doubtful 
question. 

Senator  Bulklbt.  How  was  the  matter  next  revived  after  that? 

Mr.  Hamlin.  Then,  of  course,  the  banking  bill  of  1933 

Senator  Bulkley.  Before  that,  there  were  some  considerable 
purchases,  were  there  not? 

Mr.  Hamlin.  Oh,  yes. 

Senator  Bulkley.  How  did  that  come  about? 

Mr.  Hamlin.  It  came  about  by  voluntary  cooperation. 

Senator  Bulkley.  At  the  suggestion  of  the  Board? 

Mr.  Hamlin.  We  have  our  regular  open-market  meetings,  and  we 
make  suggestions,  and  the  Governors  make  suggestions.  They  come 
together,  and  they  let  us  know  what  they  think  the  policy  should  be, 
and  the  Board,  of  course,  has  the  power  to  disapprove  it,  but  in  most 
cases  we  have  got  together  very  satisfactorily. 

Senator  Bulkley.  The  Board  simply  acquiesced  in  that 
$100,000,000  limitation  at  that  time,  and  then  revived  the  subject  a 
i  ttle  later. 

Mr.  Hamlin.  Yes.     It  was  the  best  we  could  do  at  that  time. 
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Senator  Bulkley.  What  did  you  do  next? 

Mr.  Hamlin.  The  next  clash,  I  should  say,  was  in  1933,  after   — 

Senator  Bulkley.  But  how  did  you  revive  the  question  of  getting 
more  bonds  purchased  by  the  System? 

Mr.  Hamlin.  We  got  together,  and  we  bought  from  time  to  tune. 

Senator  Bulkley.  You  say  "we  bought."  You  mean  the  Fedfnl 
Reserve  banks? 

Mr.  Hamlin.  The  Federal  Reserve  System  bought  from  time  to 
time,  as  the  result  of  a  cooperative  movement  between  the  Governon 
and  the  Board. 

Senator  Bulkley.  When  did  you  get  past  that  $100,000,000  opera- 
tion, and  go  into  a  larger  scale  of  buying? 

Mr.  Hamlin.  I  should  say  very  shortly.  1  think  it  was  in  Feb- 
ruary. We  began  and  went  right  ahead.  I  merely  cite  that  as  out 
case  where  there  was  a  conflict  of  authority,  to  show  the  necessity  of 
having  somebody  with  final  authority. 

In  1933  the  matter  came  up  again.  I  think  it  was  in  the  fall  of 
1933.  I  attended  a  meeting  at  the  Federal  Reserve  Bank  of  New 
York  of  the  executive  committee.  Governor  Harrison  reported  that 
the  Federal  Reserve  Banks  of  Boston  and  Chicago  had  passed  reso- 
lutions absolutely  declining  to  participate  in  any  further  open-market 
purchases  unless  in  cases  of  grave  emergencies,  and  the  Governor  at 
that  time  was  very  much  worked  up.  He  felt  that  we  should  go 
ahead  strongly  and  vigorously,  and  pointed  out  that  if  New  York 
did  it  alone — and  New  York,  I  think,  was  somewhat  inclined  to  do 
it — it  would  pull  its  reserve  ratio  down  to  47  percent,  leaving  the 
reserve  ratio  of  Chicago  and  Boston  at  70  percent.  The  Governor 
delivered  an  oration  worthy  of  Demosthenes.  He  nearly  drew  tear? 
to  my  eyes,  when  he  told  us  it  was  the  duty  of  the  Board  lo  force 
Boston  and  Chicago  into  line.  I  agreed  with  him  entirclv.  I  said. 
"1  don't  know  how  we  can  do  it,  but  I  will  go  back  and  see  what 
can  be  done." 

Then  he  made  a  very  interesting  suggestion,  that  the  Board  might 
be  able  to  do  that  if  New  York  were  to  tiike  practically  this  whole 
issue — the  Board  could  require  Boston  and  Chicago  to  rediscount  for 
New  York,  and  thus  equalize  on  the  reserve  ratio.  But  I  merely  cite 
that  as  an  instance  of  the  desirability  of  having  somebody  who  can 
absolutely  finally  determine  this  question. 

Senator  Glass.  Does  not  the  existing  law  authorize  the  Board  to 
make  rules  and  regulations  for  open-market  transactions? 

Mr.  Hamlin.  Yes. 

Senator  Glass.  And  is  not  the  sole  reservation  that  reservation 
that  authorizes  a  Federal  Reserve  bank,  upon  written  notice,  to  de- 
cline to  participate  in  an  open-market  operation? 

Mr.  Hamlin.  Yes;  and  the  question  arises  whether,  under  ilie 
power  to  regulate,  we  could  issue  an  order  to  the  banks  to  make 
open-market  purchases. 

Senator  Glass.  I  do  not  think  you  can.  That  is  not  regulation. 
Let  mo  ask  you  tins,  Mr.  Hamlin,  before  you  leave  that  topic  of 
increasing  the  appointive  members  of  the  Board.  Wronld  you  drop 
the  ex -officio  members  from  the  Board? 

Mr.  Hamlin.  In  my  opinion,  I  should  like  at  least  to  see  the  Secre- 
tary of  the  Treasury  retained  as  a  member  of  the  Board.  Of  course. 
Mr.  Owen  Young  has  given  sufficient  reasons  for  that,  I  think,  for  the 
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next  2  or  3  yeare,  but  beyond  that  the  Secretary  of  the  Treasury, 
""  under  the  Federal  Reserve  Act,  has  absolute,  supreme  power  over  the 
i  Federal  Reserve  banks  as  fiscal  agents,  and  he  is  a  large  depositor, 
and  it  seems  to  be  very  desirable  to  have  some  link  between  a  board, 
a-  we  will  assume,  to  be  made  absolutely  independent,  and  the  fiscal 
n  branch  of  the  administration. 

Senator  Glass.  That  is  a  pretty  broad  assumption,  is  it  not? 

Mr.  Hamlin.  That  is  a  pretty  broad  assumption,  but  I  have  always 
had  that  feeling.  I  think  the  Secretary  of  the  Treasury  should  come 
to  our  Board  and  tell  us  exactly  what  his  policies  are,  and  we  should 
exchange  views  with  him  and  know  precisely  what  he  is  doing,  and 
I  think  the  best  way  to  bring  that  about  is  to  have  him  remain  a 
member  of  the  Board. 

Senator  Townsend.  Does  the  Secretary  of  the  Treasury  do  that 
now? 

Mr.  Hamlin.  Oh,  yes.    He  consults  with  the  Board. 

Senator  Townsend.  And  outlines  his  policies? 

Mr.  Hamlin.  And  tells  us,  in  a  general  way,  his  policies. 

Senator  Glass.  How  many  meetings  has  the  present  secretary 
attended? 

Mr.  Hamlin.  I  should  say  three  or  four,  but  he  has  been  ready  at 
any  time  the  Board  has  asked  him,  to  answer  any  questions  that  he 
could.  He  has  always  been  ready  and  eager  to  come  before  the 
Board,  and  I  have  found  him  very  frank  and  square  in  all  his  relations 
with  the  Board. 

Senator  Glass.  What  have  you  to  say  of  the  suggestion  by  Doctor 
Miller  that  the  Federal  Reserve  Board  should  be  made  a  board  of 
governors  of  the  Federal  Reserve  System,  with  authority  to  select 
their  own  chairman  and  chief  executive  officers? 

Mr.  Hamlin.  I  think  that  is  a  solution  that  will  make  the  Board 
certainly  independent  in  law.  I  shall  try  to  show  in  a  moment  that 
they  have  been  independent  in  fact.  I  think  that  would  undoubtedly 
satisfy  the  people  that  the  Board  is  independent  in  law  as  well  as  in 
fact.  There  is  no  personal  feeling  about  this.  I  could  say,  if  that 
were  the  law,  that  1  should  take  pleasure,  as  the  first  Governor  ap- 
pointed by  the  President,  in  nominating  Governor  Eccles  as  the  first 
chairman  of  the  Board.  But  I  think  that  probably  would  satisfy  the 
people  that  we  have  an  independent  Board  in  law  as  well  as  in  fact. 

Senator  Glass.  What  people  would  it  satisfy? 

Mr.  Hamlin.  I  think  the  people  of  the  United  States. 

Senator  Glass.  I  do  not  agree  with  you. 

Mr.  Hamlin.  There  is  another  reason  why  I  think  that  the  present 
is  the  time  for  bringing  about  some  amendments  in  this  law,  and  that 
is  broadening  the  eligibility  features  of  the  law.  We  have  had  com- 
plaints and  protests  and  earnest  requests  from  all  over  the  country 
that  some  types  of  what  you  call  finance  paper  should  be  made  eligible. 
I  have  always  felt  that  under  the  original  Federal  Reserve  Act  it 
would  be  possible  to  construe  the  act  so  as  to  admit  certain  types  of 
finance  paper,  but  the  Board  never  has  been  able  to  agree  on  that 
proposition.  It  came  up  first  with  cotton  factors'  paper,  and  for 
years  that  matter  was  before  us.  The  cotton  factor  borrows  from  the 
bank,  and  gives  his  note.  The  bank  pays  him  the  money,  and  he 
devotes  every  dollar  of  that  money  to  the  business  of  raising  and  pro- 
ducing cotton,  and  yet  his  note  cannot  be  presented  to  a  Federal 
Reserve  bank  for  rediscount. 
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Senator  Glass.  You  mean  under  the  decision  of  the  Board  it  en- 
not  he? 

Mr.  Hamlin.  Yes.  In  1923  we  appealed  to  Congress,  and  Congroa 
changed  the  law,  and  made  cotton  factors'  paper  eligible.  It  seen 
to  me  that  same  principle  could  be  well  extended  to  other  forms  of 
paper.  Take  installment  paper,  which  has  turned  out  to  be,  I  thiak 
very  good,  sound  paper.  The  individual  purchasers  could  give  that 
notes  to  a  bank.  That  would  be  eligible,  but  the  practice  is,  to  satt 
trouble,  to  go  to  a  finance  company,  and  the  finance  company  grm 
them  the  money  and  gives  its  note  to  the  bank  with  these  other  not* 
as  collateral,  and  the  bank  cannot  rediscount  that  with  the  FedenI 
Reserve  Bank.  It  seems  to  me,  on  the  principle  of  cotton  facton' 
paper,  which  we  must  take  now,  as  a  broadening  of  the  scope  of  tlw 
Federal  Reserve  Act,  much  of  that  paper  could  be  made  eligible. 

Senator  Glass.  What  is  excluded  from  your  definition  of  eligible 
paper?  You  are  given  complete  power  to  define  the  eligibility  of 
paper  within  the  law.  What  is  excluded  from  your  definition  of 
eligible  paper,  except  investment  securities  and  notes  executed  tor 
purchasing  and  carrying  speculative  stocks? 

Mr.  Hamlin.  Well,  we  have  had  to  define  that  as  broadly  as  m 
couldj  but  we  have  had  to  rule,  in  a  great  many  cases,  against  the 
eligibility  of  paper. 

Senator  Glass.  You  mean  you  have  ruled? 

Mr.  Hamlin.  We  have  ruled,  and  I  think  now  it  is  perfectly  salt 
to  give  the  Board  the  power  to  broaden  slightly  the  eligibility  feature* 
of  the  law,  founding  that  opinion  on  the  cotton  factors'  decision, 
which  Congress  finally  settled. 

Senator  Glass.  And  to  make  it  without  limitation,  as  this  bill  does, 
and  not  to  apply  to  the  commerce  and  industry  and  the  agricultural 
interests  of  the  country? 

Mr.  Hamlin.  Any  limitation,  of  course,  which  Congress  saw  fit 
to  place  upon  that  power  would  be  reasonable.  I  am  not  arguing 
as  to  that,  but  the  power,  perhaps  subject  to  reasonable  limitations, 
should  be  given  to  this  Board,  which  I  assume,  now,  is  an  independent 
Board. 

Senator  Bulkxey.  Do  you  favor  any  limitation  other  than  sound 
assets? 

Mr.  Hamlin.  No.  The  Federal  Reserve  Board  years  ago  asked 
Congress — I  can  almost  say  begged  Congress — to  give  it  the  power 
to  buy  the  sound  assets  of  any  bank  in  trouble.  This  bill  would 
simply  permit  a  loan  on  the  sound  assets.  Fifteen  years  ago  we  were 
willing  to  take  the  risk  of  buying  the  sound  assets  to  help  the  bank.  I 
believe  that  that  is  a  proper  provision  in  this  proposed  bill.  You 
could  put  in  any  limitation  on  it  that  you  deemed  advisable,  but  the 
subject-matter,  I  think,  is  sound  and  reasonable. 

Senator  Couzenb.  Under  what  construction  of  the  law  did  you 
decline  to  take  this  so-called  "finance  paper"— the  installment  paper 
you  refer  to? 

Mr.  Hamlin.  On  the  ground  that  the  proceeds  of  the  note  were  dui 
directly  used  for  agricultural  or  commercial  purposes.  That  is,  the 
note  was  discounted  at  the  bank,  and  the  bank  gave  the  money,  in 
this  case  to  the  cotton  factor,  and  he  loaned  it  to  the  producer.  The 
producers  could  have  given  their  notes  direct  to  the  bank.  That 
would  have  been  proper  agricultural  paper,  but  because  it  was  fintf 
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given  to  a  cotton  factor  to  be  loaned  by  him,  we  were  obliged  to  rule 
that  that  was  ineligible. 

Senator  Glass.  In  other  words,  the  cotton  factor  was  to  make  a 
profit  oat  of  the  transaction  instead  of  the  bank. 

Mr.  Hamlin.  In  a  certain  way.  He  acted  as  the  agent  for  all  these 
people  who  needed  help,  and  the  fact  that  he  took  the  money  and 
loaned  it  to  them  made  that  piece  of  paper  ineligible.  But,  as  I 
have  said.  Congress  has  changed  that,  and  that  is  now  eligible  paper, 
and  on  that  principle  I  think  the  Board  should  be  permitted  to  go 
further. 

Senator  Couzens.  When  you  decline  to  accept  and  rediscount  the 
paper  for  the  financing  of  radios,  automobiles,  and  refrigerators,  under 
what  law  do  you  refuse  those  rediscounts?  Are  they  not  to  help 
agriculture,  industry,  and  commerce? 

Mr.  Hamlin.  These  are  all,  I  suppose,  related  to  finance  companies, 
who  do  the  financing  for  the  installment  purchasers. 

Senator  Cootenb.  Yes. 

Mr.  Hamlin.  We  do  it  on  the  theory  that  when  a  bank  discounts 
the  note  of  a  finance  company,  they  give  the  money  directly  to  the 
finance  company.  It  is  the  finance  company  that  then  distributes  it 
for  agricultural  purposes,  and  we  found,  under  the  law,  that  we  could 
not  hold  that  that  was  eligible  paper. 

Senator  Couzens.  What  part  of  the  law?  That  is  what  I  am  try- 
ing to  get  at.  What  part  of  the  law  prohibited  you  from  redisoounting 
this  papeT,  which  was  in  aid  of  commerce? 

Mr.  Hamlin.  I  would  have  to  ask  our  counsel  to  explain  that, 
Senator. 

Senator  Couzens.  Certainly  I  cannot  understand  it.  I  am  not 
urging  it,  but  I  just  do  not  understand  how  you  reached  the  decision. 

Mr.  Hamlin.  The  original  law  provided  for  notes  the  proceeds  of 
which  have  been  or  are  to  be  used  for  agricultural  purposes,  as  in  this 
case.  I  have  always  thought  that  was  broad  enough  to  cover  this 
finance  paper,  but  it  is  a  question  of  very  grave  doubt,  and  that  is  the 
reason  we  went  to  Congress  as  to  cotton  factors'  paper,  and  I  think 
that  is  the  reason  this  bill  would  give  that  power  to  the  Board,  which 
I  thought  it  always  had,  but  I  believe  it  is  a  very  doubtful  question. 

Senator  Glass.  Was  not  the  opinion  of  your  counsel  based  upon 
the  fact  that  the  finance  company  was  doing  a  banking  business  within 
itself,  and  was  not  a  member  of  the  Federal  Reserve  System  or  sub- 
ject to  the  restrictions  or  the  privileges  of  the  Federal  Reserve  System? 

Mr.  Hamlin.  The  finance  company  was  just  like  any  fanner  or 
anyone  else  borrowing  from  a  bank.  The  Board  held  that  he  was 
borrowing  in  order  to  relend. 

Senator  Glass.  Did  he  not  constitute  a  bank  without  the  system? 

Mr.  Hamlin.  That  is  possible,  but  Congress  said,  in  the  case  of  the 
cotton  factor,  no;  and  his  paper  was  made  eligible. 

Senator  Glass.  Congress  said  that  very  definitely,  and  if  you  want 
it  to  be  definite  in  the  statute,  that  is  one  thing.  But  if  you  want  it 
to  be  unqualified,  without  limit,  that  is  another  thing. 

Mr.  Hamlin.  Any  limitation  that  Congress  saw  fit  to  place  upon 
it  would  be  perfectly  reasonable. 

With  respect  to  this  power  to  order  purchases  or  sales  in  the  open 
market,  as  I  have  said,  I  think  the  authority  ought  to  be  put  some- 
where.    The  suggestion  in  the  House  hill,  that  a  board  of  five  gover- 
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nors  be  required  to  give  an  opinion  before  the  board  exercises  thit  1 
power,  I  think  probably  could  work  out  very  satisfactorily.  But  th 
power  must  be  vested  somewhere,  and,  as  I  have  said,  I  eanwtiy 
hope  that  it  will  be  vested  in  the  Federal  Reserve  Board,  with  t* 
duty  of  calling  for  a  formal  opinion  from  all  the  governors,  or  frw 
five  of  the  governors.  It  Congress  sees  nt  to  impose  some  limiutw 
on  that,  that  before  the  Board  departs  from  the  official  opinion  of  tht 
governors  it  must  have,  we  will  sav,  an  affirmative  vote  of  five,  ito 
would  be  reasonable.  I  think  that  is  the  law  now,  where  we  force  on 
bank  to  rediscount  for  another. 

Next,  as  to  the  proviso  as  to  the  initiation  of  rates.  A  great  mur 
opponents  of  this  bill  seem  to  think  that  for  the  first  time  this  bu 
gives  the  Board  power  to  initiate  rates.  The  fact  is  that  this  hi 
somewhat  restricts  the  power.  It  says  that  before  the  Board  can  n> 
that  power  of  initiation  it  must  get  the  opinion  from  five  of  the  gonr- 
nors.  The  power  to  initiate  rates  is  not  an  original  power  for  the  fiia 
time  given  to  the  Board  in  this  bill.  The  power  to  initiate  rata, 
as  the  Attorney  General  has  advised  us,  is  in  the  original  Fedoni 
Reserve  Act. 

Senator  Glass.  What  Attorney  General? 

Mr.  Hamlin.  The  Acting  Attorney  General,  but  he  was  acting  it 
Attorney  General.    It  was  the  Attorney  General's  Department. 

Senator  Glass.  I  am  glad  he  found  something  in  the  bill  that  1 
never  discovered,  and  the  Board  never  discovered  it  either.  It 
attempted  it  once. 

Mr.  Hamlin.  It  did  it  twice,  Senator.  In  1920  the  Federal  Resent 
Board  initiated  a  rate  of  6  percent  at  the  Federal  Reserve  Bank  in 
New  York,  raising  the  rate,  I  think,  from  4%  to  6  percent  on  commer- 
cial paper,  and  the  New  York  directors  declined  to  put  in  that  6- 
percent  rate.  The  Board  all  agreed  that  there  should  be  an  advance 
in  rates,  but  many  of  the  Board  felt  that  a  jump  from  4%  to  6  was 
rather  sudden  ana  extreme.  The  matter  finally  came  up  before  the 
Board,  and  was  lost  on  a  tie  vote,  whereupon  the  chairman  was  asked 
to  vote,  and  the  chairman  voted  aye,  and  that  initiated  the  rat*  of 
6  percent  in  the  Federal  Reserve  Bank  of  New  York.  The  directors 
pointed  out  that  if  we  wished  that  rate  we  could  only  get  it  by  initiat- 
ing it,  and  initiate  it  we  did. 

Senator  Bulkley.  What  was  the  date  of  that? 

Mr.  Hamlin.  That  was  1920.  I  think  it  was  March.  1  can  get 
that  exact  date  for  you. 

Senator  Bulkley.  That  is  sufficient. 

Mr.  Hamlin.  Then  in  1927,  a  lower  rate  was  initiated  in  the 
Federal  Reserve  Bank  of  Chicago.  To  my  mind  the  power  to  initiate 
rates  is  absolutely  vital  to  the  Federal  Reserve  System,  never  to  be 
exercised  except  in  some  extraordinary  condition,  and  I  think  1  can 
speak  without  any  prejudice,  because  in  both  the  cases  where  rates 
were  initiated  I  voted  against  initiating,  not  on  the  ground  of  lack 
of  power,  but  on  the  ground  that  there  was  no  good  reason  shown  for 
lowering  the  rate  in  Cldcugo,  and  1  believed  that  it  was  rather  extreme 
to  raise  the  rate  in  New  York.  But  I  think  that  is  a  vital  power  which 
should  bo  given  to  the  Board,  or  which  should  be  retained  in  the 
Board,  assuming  that  the  opinion  of  the  Attorney  General's  Depart- 
ment is  correct. 
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Senator  Glass.  You  look  at  your  wonderful  diary  and  Bee  if  you 
•did  not  vote  against  it  because  you  did  not  think  you  had  the  power. 

Mr.  Hamlin.  No;  I  have  gone  through  that  diary  very  carefully, 
said  I  took  the  opinion  of  the  Attorney  General  of  the  United  States, 
■or  his  office,  as  binding  on  the  Board,  and  I  voted  for  the  reason  that 
I  thought  it  was  too  excessive  an  increase. 

Senator  Glass.  An  opinion  of  the  Attorney  General  is  not  binding 
on  the  Board. 

Mr.  Hamlin.  It  is  binding  on  the  Secretary  of  the  Treasury. 

Senator  Glass.  It  is  not  binding  on  any  department  of  the  Govern- 
ment.   It  is  merely  advisory. 

Mr.  Hamlin.  I  may  be  wrong.  I  accept  your  criticism,  hut  I  have 
always  supposed  that  the  opinion  of  the  Attorney  General  was 
binding  on  every  executive  department,  and  when  the  Secretary  of 
the  Treasury  asks  an  opinion  of  the  Attorney  General,  I  assume  that 
lie  is  bound  by  that  opinion.  I  may  be  wrong.  It  is  merely  the 
assumption  that  I  carry  in  my  mind.  I  feel  that  it  might  be  well  to 
have  the  same  limitation — an  affirmative  vote  of  five — before  you 
initiate  a  rate,  for  example.  There  would  be  no  objection  that  I 
could  see  to  that  at  all. 

There  is  one  other  question,  the  question  of  Federal  Reserve  notes, 
"which  the  proposed  bill  would  authorize  without  collateral.  I  regard 
that  as  not  very  vital  at  the  present  time,  because  today  the  Federal 
Reserve  notes  can  be  issued,  and  just  as  many  notes  can  be  issued 
with  the  collateral  of  Government  bonds  as  could  be  issued  under  the 
Eccles  bill  without  any  collateral  at  all. 

Senator  Byrnes.  Who  was  Secretary  of  the  Treasury  at  the  time 
that  opinion  was  asked  of  the  Attorney  General?  Was  it  Secretary 
McAdoo? 

Mr.  Hamlin.  Who  was  Secretary  of  the  Treasury  at  the  time  of 
the  Attorney  General's  opinion? 

Senator  Byrnes.  Yes. 

Mr.  Hamlin.  I  think  the  Honorable  Carter  Glass  was  Secretary  of 
the  Treasury. 

Senator  Glass.  When  what? 

Mr.  Hamlin.  When  the  Attorney  General's  Department  rendered 
that  opinion. 

Senator  Glass.  What  opinion? 

Mr.  Hamlin.  As  to  the  power  to  initiate  discount  rates.  That  is 
-what  I  thought  the  question  was. 

Senator  Glass.  I  always  opposed  the  proposition,  whether  the 
Attorney  General  rendered  an  opinion  or  not.  I  do  not  recall  ever 
having  asked  the  Attorney  General  for  any  such  opinion.  I  do  recall 
that  I  was  very  definitely  told  that  the  Board  was  so  ashamed  of  its 
Attempt  to  usurp  that  power  with  the  Chicago  bank  that  it  eliminated 
the  fact  from  its  record. 

Mr.  Hamlin.  I  heard  that  the  other  day,  and  I  had  the  most  careful 
examination  of  the  records  made,  and  I  can  say  that  not  one  paragraph 
has  been  eliminated  of  that  whole  discussion. 

Senator  Glass.  I  will  not  enter  into  that  further  than  to  say  that  a 
member  of  the  Board,  and  one  of  the  original  members  of  the  Board, 
certainly  told  me  that.     I  did  not  dream  it. 

Mr.  Hamlin.  I  heard  it  the  other  day,  and  asked  to  have  it  checked 
up,  and  the  report  was  that  there  was  nothing  eliminated. 
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On  the  subject  of  Federal  Reserve  notes,  of  course,  this  propoied 
bill  would  make  those  notes  practically  an  asset  currency.  I  eu 
remember  very  well  the  old  Baltimore  plan  for  an  asset  currency,  ind 
that  was  considered  as  sound  currency,  with  the  proper  reserve,  sad, 
of  course,  a  first  hen  on  the  assets.  But  the  point  I  wish  to  makes 
that  this  bill,  so  far  as  that  is  concerned,  is  no  radical  departure,  be- 
cause for  2  years,  at  least,  we  can  issue  as  many  Federal  Resern 
notes  with  Government  bonds  as  collateral,  as  could  be  issued  withont 
any  collateral  at  all,  because  there  is  the  upper  limit  of  two  and  a  half 
times  the  free  gold.  So  that  no  one  could  fairly  claim  that  thepurpow 
of  that  is  to  increase  the  issue  of  Federal  Reserve  notes.  They  «t 
always  bound  by  the  reserve  requirement,  two  and  a  half  times  tfaa 
free  gold,  which  could  be  used  as  a  reserve  against  the  notes. 

Senator  Bulklkt.  And  the  reserve  requirement  may  be  frenhr 
changed  at  any  time. 

Mr.  Haulin.  The  reserve  requirement  under  the  original  Federal 
Reserve  Act 

Senator  Bulkley.  I  mean  under  this  proposed  bill. 

Mr.  Hamlin.  No;  I  do  not  understand  that  there  is  any  change  in 
the  existing  law.  You  can  reduce  the  reserve  requirement  under 
existing  law  for  Federal  Reserve  notes,  but  that  was  the  law  under  the 
original  Federal  Reserve  Act.  There  is  no  more  danger  of  that  now 
than  there  would  be  under  the  original  law.     But  for  2  years 

Senator  Glass.  You  can  only  reduce  the  reserve  requirement  under 
penalty. 

Mr.  Hamlin.  Certainly,  under  penalty.  But  for  2  years,  with  the 
privilege  of  having  Government  bonds  as  collateral,  just  as  many  note* 
can  be  issued  as  under  the  House  bill,  without  any  collateral  what- 
soever. I  think  it  is  hardly  likely  that  at  the  end  of  2  years,  even,  we 
will  do  away  with  the  privilege — — 

Senator  Bulkley.  I  am  interested  in  that,  because  it  does  not  seem 
to  me  that  there  was  any  limit  at  all  to  the  amount  of  r.otes  that  could 
be  issued  under  the  bill  as  it  passed  the  House. 

Mr.  Hamlin.  The  limit  is  40  percent.  There  must  be  40  percent 
gold  reserve. 

Senator  Bulkley.  Unless  the  Board  sees  fit  to  change  it. 

Mr.  Hamlin.  The  Board,  under  existing  law,  could  lower  tboj< 
reserve  requirements  for  periods  of  15  days,  imposing  a  heavy  tax  on 
the  Federal  Reserve  notes. 

Senator  Bulkley.  Under  the  bill  as  it  passed  the  House,  what  can 
they  do? 

Mr.  Hamlin.  Just  the  same,  I  do  not  understand  that  that  reserve 
clause  is  changed  in  any  way. 

Senator  Bulkley.  They  have  changed  it  so  that  the  Board  can  J' 
anything  it  pleases  at  any  time,  without  any  penalty. 

Mr.  Hamlin.  If  that  is  so,  that  ought  to  be  covered.  The  Board 
can  now  make  a  change  in  the  reserve  requirements. 

Senator  Bulkley.  For  a  limited  time,  and  under  penalty. 

Mr.  Hamlin.  Yes. 

Senator  Glass.  That  has  been  the  law  from  the  first. 

Mr.  Hamlin.  That  has  been  the  law  from  the  first. 

Senator  Bulkley.  You  do  not  think  it  would  be  material  to  remove 
those  limits? 
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R      Mr.  Hamlin.  No;  I  think  that  limit  should  be  kept  just  as  it  is — 
j,  ft  fixed  reserve.     Of  course,  as  I  have  said,  that  would  make  the  Fed- 
._  era!  Reserve  note  an  asset  currency.     I  believe  that  is  ultimately  a 
j;    wise  step,  but,  of  course,  that  is  not  any  grave  emergency.     I  remem- 
;,   ber  perfectly  well,  under  the  Aldrich  monetary  bill,  for  forming  a 
~    central  bank,  the  notes  could  be  issued  on  the  collateral  of  Govern- 
ment bonds,  which,  of  course,  now,  for  2  years,  is  the  law.     Ulti- 
,    mately  I  should  hope  to  see  that  removed,  and  to  see  those  notes  a 
pure  asset  currency,  with  the  proper  gold  reserve,  and  make  them  a 
first  lien  on  all  the  assets  of  the  bank. 

Senator  Bulkley.  So  that  the  only  change  you  would  suggest  in 
the  House  bill  is  that  you  do  not  believe  in  removing  all  restrictions  on 
the  maintenance  of  a  reserve  against  the  notes. 

Mr.  Hamlin.  Oh,  yes.  I  do  not  remember  the  exact  wording  of 
the  House  bill,  but  I  should  say  the  present  law  ought  to  remain,  as 
to  lowering  the  reserve  requirement.  There  is  no  change  in  the  pro- 
posed law  on  the  reserve  requirements,  I  am  informed.  I  did  not 
know  of  any  change  until  you  spoke. 

Senator  Bulkley.  I  would  like  to  put  in  the  record  what  it  says, 
if  I  can  find  it. 

Senator  Glass.  Is  there  any  other  provision  you  want  to  discuss, 
Mr.  Hamlin? 

Mr.  Hamlin.  There  was  just  one  point  I  wanted  to  refer  to  briefly. 
The  Board  has  been  very  severely  criticised  because,  as  I  have  said, 
it  has  shown  a  lack  of  independence,  and  the  principal  fact  cited  to 
prove  that  lack  of  independence  was  its  attitude  in  objecting  to  the 
increased  rate  in  1929,  which  the  Federal  Reserve  Bank  of  New  York 
advocated,  and  which  the  Board  10  times  refused  to  approve.  The 
Board  is  criticised  for  lack  of  independence.  As  a  matter  of  fact, 
I  think  that  is  an  instance  of  independence  rarely  equalled  in  the 
history  of  any  board  in  the  United  States.  A  majority  of  the  Federal 
Reserve  Board  put  through  that  policy  against  the  votes  of  the  Secre- 
tary of  the  Treasury,  the  Governor  of  the  Board,  and  the  vice-governor 
of  the  Board,  and,  whether  the  policy  was  correct  or  incorrect,  I 
think  it  was  certainly  a  sign  of  virile  independence.  The  real  gist 
of  the  criticism  apparently  is  that  the  Board  refused  to  be  dominated 
by  the  administration,  and  had  the  courage  to  stand  up  for  what  it 
believed  to  be  correct.  That  question  was  a  very  simple  one.  The 
public  thought  the  controversy  was  between  the  Board  and  New 
York;  that  New  York  wanted  to  increase  the  rate  from  5  to  6  percent, 
and  the  Board  10  times  refused.  That  is  partially  the  truth,  but  not 
the  whole  truth.  What  the  Federal  Reserve  banks  of  New  York 
desired  was  to  have  the  Board  accept  a  policy  of  affimative  increase 
of  rates,  beginning  at  6  percent,  and  going  up  to  7,  8,  9,  or  10,  until 
the  situation  was  corrected.  I  remember  3  years  ago  you  asked  me 
what  that  meant,  and  I  said  I  supposed  it  meant  until  the  speculation 
on  the  New  York  Stock  Exchange  was  at  an  end.  The  Board  took 
this  position:  "It  is  not  our  duty  to  go  in  and  regulate  the  New  York 
Stock  Exchange.  Our  duty  is  complied  with  when  we  take  Federal 
Reserve  credit  that  has  seeped  into  the  exchange  out,  and  that  duty 
we  propose  to  perform."  We  said  the  existing  rate  of  5  percent  on 
agricultural  and  comercial  paper  was  certainly  not  too  low  a  rate. 
Many  thought  it  should  he  lower,  that  it  should  be  4)4  percent,  but  we 
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wore  asked,  because  of  speculation  in  New  York,  to  enter  on  a  urn- 
paign  of  higher  rates  for  agriculture  and  business,  men  whose  lives 
depended  on  short  term  credit,  beginning  at  6  percent  and  gain; 
up  to  7,  8,  9,  or  10.  To  my  mind  it  was  Eke  asking  a  father  to  cat 
the  ears  off  his  child  because  a  drunken  man  was  carousing  in  the 
street. 

Senator  Glass.  Is  not  that  exactly  what  we  are  asked  to  do  now, 
order  to  prevent  a  repetition  of  that? 

Mr.  Hamlin.  No  ;  I  do  not  so  understand  at  all.  We  are  asked  to 
put  up  the  reserve  requirements,  but  we  are  given  power  now  to  take 
an  individual  bank  under  the  Banking  Act  of  1933.  We  can  fix  the 
percentage,  but  I  feel  that  it  would  be  a  great  help  to  us 

Senator  Glass.  But  the  proposition  is  to  repeal  all  that. 

Mr.  Hamlin.  Not  to  repeal  the  Banking  Act  of  1933.     I  hope  not 

Senator  Glass.  Those  two  sections. 

Mr.  Hamlin.  I  hope  not.     I  think  they  are  most  valuable  featuiw. 

In  that  connection,  a  great  many  men  have  said  that  it  is  not  no* 
expedient  to  make  these  changes.  That  reminds  me  of  the  gentle- 
man whose  roof  was  leaking,  and  he  did  not  want  to  repair  it  white 
it  was  raining,  but  when  the  rain  was  over  there  was  no  necessity  of 
repairing  the  roof. 

I  have  read  Mr.  Owen  Young's  testimony.  I  have  the  very  highest 
esteem  for  him  in  every  way.  I  have  known  him  many  years  before 
this  act  was  formed,  but  I  think  he  is  a  little  nervous  and  scared  About 
what  may  happen  from  bringing  about  these  changes.  Three  yets 
ago,  Senator,  you  will  remember  that  Mr.  Young  and  Governor 
Harrison  signed  a  memorandum  to  you,  giving — to  them — conclusive 
reasons  why  there  should  be  no  legislation  at  all  in  the  year  1933. 
Those  same  reasons  would  almost  apply  today.  I  think  bankers 
necessarily  are  easily  moved  and  scared.  They  do  not  want  any 
change. 

Senator  Glass.  On  the  contrary,  Mr.  Harrison  came  down  here, 
and  over  and  over  and  over  again,  urged  our  subcommittee  to  legislate. 

Mr.  Hamlin.  You  mean  this  subcommittee? 

Senator  Glass.  Yes.  This  subcommittee  has  existed,  except  fur 
the  three  members  who  were  recently  added,  under  the  administration 
of  Senator  Norbeck  as  chairman,  as  well  as  under  Senator  Fletcher. 
We  were  urged  to  take  legislation,  and  did  take  legislation,  and  have 
practically  turned  the  country'  back  to  a  bond-security  country. 

Mr.  Hamlin.  Was  this  with  relation  to  the  act  of  1933? 

Senator  Coizexs.  Yes. 

Mr.  Hamlin.  There  is  a  memorandum  filed  with  this  committer. 
signed  by  Governor  Harrison  and  Mr.  Young.  I  think  it  was  t>ef<>rp 
the  act  of  1033,  and  in  relation  to  that  act. 

Senator  Glass.  Perhaps  that  related  to  certain  powers  that  the 
Federal  Reserve  banks  generally  did  nut  want  vested  in  the  Federal 
Reserve  Board. 

Mr.  Hamlin.  It  covered  the  whole  bill.  It  said  that  there  w-w 
Rome  good  things  in  it. 

Senator  Glass.  What  whole  bill? 

Mr.  Hamlin.  The  bill  which  subsequently  became  the  Hiuikiu?  Ai; 
of  1933.     It  covered  that  whole  bill,  in  the  shape  in  wliieb  i;  then  wa* 

Senator  Glass.  For  that  matter,  the  Governor  of  the  Fedrrs! 
Reserve  Board  appeared  before  our  committee  and  opposed  the  wh-'ii 
bill. 
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OppO! 

Senator  Glass.  Yes. 

Mr.  Hamlin.  My  recollection  is  that  the  Governor  of  the  Federal 
Reserve  Board  appeared  before  this  committee  and  spoke  for  a 
unanimous  opinion  of  that  Board  in  favor  of  the  bill  as  it  then  was. 

Senator  Glass.  I  do  not  recall  that  at  all. 

Mr.  Hamlin.  I  think  that  is  a  fact,  Senator.  The  Board  had  a 
long  discussion 

Senator  Glass.  You  have  a  diary,  and  unfortunately  I  have  not. 
You  may  be  correct,  but  my  recollection  is  that  Mr.  Meyer  appeared 
before  the  subcommittee  and  opposed  many  provisions  of  the  bill, 
and  filed  with  us,  as  I  recall,  a  very  elaborate  opinion  of  your  counsel, 
Mr.  Wyatt,  who  is  here  now,  pointing  out  just  exactly  how  we  might 
have  a  unified  banking  system  in  this  country,  putting  under  the 
Federal  Reserve  Board  control  of  all  banks  of  deposit. 

Mr.  Hamlin.  I  think  that  was  another  occasion.  My  memory  is 
absolutely  clear  that  the  Governor  of  the  Federal  Reserve  Board  and 
the  members  went  to  a  session  of  this  committee,  and  the  Governor 
read  a  unanimous  report.  We  made  some  minor  criticism  of  the 
.  bill.  Of  course,  that  is  a  matter  of  record,  and  I  will  endeavor  to 
make  that  perfectly  clear.  Then,  you  will  remember,  Senator,  that 
all  the  governors  of  the  Federal  Reserve  banks  were  on  record  as 
opposing  the  bill  in  1933,  eves  taking  the  amendments  the  Board 
had  suggested,  many  of  which  were  accepted  by  the  committee.  I 
am  not  criticizing  them.  I  am  simply  saying  that  it  is  the  natural 
state  of  mind  to  hesitate  to  have  any  new  change. 

As  I  have  said,  I  am  confident  that  this  Board  is  a  virile,  independ- 
ent board,  in  fact.  I  assume,  from  what  Secretary  Morgenthau  and 
Dr.  Miller  said,  that  the  question  will  be  before  you  of  making  it  an 
absolutely  independent  board  in  law.  On  that  assumption,  after  a 
thorough  examination  of  this  bill,  with  many  minor  reservations,  of 
course,  that  are  not  very  material.  I  am  prepared  to  say  that  I 
support  this  bill,  and  I  believe  it  would  be  for  the  greatest  good  of 
the  people  of  the  United  States  to  have  these  questions  settled  now, 
and,  incidentally,  that  it  will  be  of  great  help  to  the  bankers  them- 
selves. 

That  is  all  that  I  think  of. 

Senator  Glass.  We  are  very  much  obliged  to  you,  Governor. 

Senator  Bui.kley.  Senator  Glass,  permit  me  to  say  that  after 
having  reread  the  Houbb  bill  I  want  to  confess  my  error  concerning 
proposed  changes  in  reserve  requirements.  The  authority  given  the 
Federal  Reserve  Board  to  change  reserve  requirements  relates  only 
to  reserves  of  member  banks,  and  the  requirement  of  40  percent 
reserve  over  gold  certificates  behind  circulating  notes  is  absolutely 
fixed. 

Senator  Glass.  Very  well,  Senator  Bulkley. 

The  committee  will  recess  until  2  o'clock,  when  it  will  convene  in 
the  Appropriations  Committee  room  of  the  Senate.     At  that  time 
other  members  of  the  Federal  Reserve  Board  will  be  heard. 
(Whereupon,  at  12:15  p.  m.,  a  recess  was  taken  until  2  p.  m.) 
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AFTERNOON    SESSION 

The  subcommittee  resumed  its  session,  at  the  expiration  of  tat 
recess,  at  2  p.  m.,  in  the  hearing  room  of  the  Senate  Committees 
Appropriations,  in  the  United  States  Capitol. 

Senator  Glass.  I  understand  that  there  is  a  banker  here  from  Tew 
who  wants  to  be  heard  for  a  few  moments. 

Mr.  Woods.  Yes,  Mr.  Chairman. 

STATEMENT  OF  J.  E.  WOODS,  PRESIDENT  THE  TEAGTJE  NAT10IU 
BANK,  TEAGUE,  TEX. 

Senator  Glass.  Please  give  your  name  and  address  for  the  read. 

Mr.  Woods.  My  name  is  J.  E.  Woods;  I  am  president  of  the  Teagot 
National  Bank,  Teague,  Tex. 

I  am  a  small-town  banker  operating  a  national  bank  with  $100,GM 
capital  and  surplus  and  average  deposits  of  $600,000.  While  I  bin 
been  delegated  by  the  officers  of  the  Texas  Bankers  Association  to 
speak  with  authority  for  the  member  banks  of  the  association,  it  shtl 
be  my  endeavor  to  convey  to  you  particularly  the  thoughts  of  the  » 
called  "country  bankers"  and  "small-town  bankers"  of  our  State 
concerning  certain  phases  of  the  pending  banking  bill. 

My  remarks  concerning  the  bill  will  be  confined  to  subdivision  8  of 
section  101  of  the  House  bill  providing  for  a  mandatory  annual  assts- 
ment  of  one-eighth  of  1  percent  of  the  deposit  liabilities  of  member 
banks  as  a  premium  on  the  limited  insurance  of  deposits  by  the  Federal 
Deposit  Insurance  Corporation  and  to  some  observations  concern^ 
Postal  Savings  competition. 

Regardless  of  the  wide  difference  in  opinion  as  to  the  feasibility 
and  the  wisdom  of  the  undertaking  prior  to  the  enactment  of  the  ad 

{>roviding  for  insurance  of  deposits,  it  is  now  a  part  of  the  law  of  the 
and  and  it  is  the  earnest  desire  of  all  of  us  to  lend  our  best  efforts 
and  give  our  full  cooperation  toward  making  the  plan  the  success 
that  it  proponents  cherished.  Imbued  with  that  spirit,  our  views  ait 
offered  not  in  a  spirit  of  criticism  but  to  try  to  acquaint  you  with  tb> 
views  of  the  average  banker  who  is  in  close  contact  with  the  people 
and  who  is  fighting  the  economic  battle  in  the  front-line  trenches. 
The  matter  is  of  vital  importance  to  his  welfare  and,  indirectly,  to 
the  welfare  of  the  community  served  by  his  institution.  It  is  sincere!* 
hoped  that  with  the  expression  of  these  views  you  may  be  assisted  in 
a  small  way  in  your  deliberations  on  this  important  proposition. 

The  wisdom  of  the  plan  providing  for  the  payment  of  an  annual 
premium  for  the  purpose  of  creating  and  maintaining  a  fund  to  take 
care  oi"  current  losses  and  to  provide  a  reserve  for  future  losses  (such 
rate  of  premium  to  be  arrived  nt  on  a  proper  actuarial  basis)  cannot 
be  questioned;  and  the  conservative  thought  that  prompted  the 
committee  to  fix  the  premium  at  an  adequate  rate  is  commendable. 
although  we  feel  that  in  view  of  the  present  condition  of  the  bankiw 
structure  the  rate  of  one-eighth  of  1  percent  fixed  by  the  House  bifi 
is  too  high.  The  difficulty  in  arriving  at  a  just  and  adequate  raw 
on  an  actuarial  basis  is  fully  appreciated.  That  a  rate  based  on  losses 
on  the  insured  deposits  during  the  16  months  that  the  temporary 
insurance  plan  has  been  in  operation,  when  the  losses  amounted  ic 
only  a  small  part  of  the  annual  income  from  investments  of  the 
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capital  funds  of  the  corporation,  would  be  inadequate,  is  elementary, 
On  the  other  hand,  a  rate  based  on  losses  during  the  4  years  ending 
June  30.  1934,  during  which  4  years'  period  two-thirds  of  the  losses 
occurred  during  the  70  years'  period  ending  on  that  date,  would 
not  be  fair. 

Indeed,  we  are  in  an  experimental  stage  with  insurance  on  bank 
deposits;  no  statistics  are  available  that  are  accurate  enough  to  be 
relied  upon  as  a  criteria  for  future  performances.  The  amount  of 
premium  necessary  to  collect  must  of  necessity  result  from  study  and 
experience.  With  the  banks  as  a  whole,  thanks  to  the  wise  policies 
of  the  administration,  beginning  with  the  bank  holiday  in  1933, 
probably  in  the  soundest  condition  that  they  have  been  in  during 
our  banking  history,  can  we  not  safely  assume  that  during  the  next 
biennium,  at  least,  fatalities  will  not  increase  appreciably?  Accord- 
ing to  figures  released  by  the  Federal  Deposit  Insurance  Corporation, 
only  17  insured  banks  had  failed  as  of  May  15, 1935,  resulting  in  an 
estimated  loss  to  the  Federal  Deposit  Insurance  Corporatin  of 
2%  million  dollars.  For  the  next  few  years,  at  least  it  seems  that 
losses  could  conserrativly  be  expected  to  be  less.  It  is  admitted  that 
by  reason  of  the  emergency,  unsound  banks  were  admitted  to  member- 
ship in  the  Insurance  Corporation,  In  an  address  delivered  recently, 
an  officer  of  the  Federal  Deposit  Insurance  Corporation  said  [reading]: 
*  The  urgent  necessity  of  reopening  the  banks  made  it  imperative  that  all  banks 
which  had  a  reasonable  chance  of  continuing  their  business  should  be  licensed. 
The  examinations  preliminary  to  such  licensing  were  necessarily  made  with 
tremendous  speed  and  under  unusual  conditions.  It  was  natural  that  some  banks 
were  licensed  which  did  not  have  adequate  support  really  to  warrant  their  con- 
tinuance as  banking  institutions. 

"With  the  fine  job  that  the  Reconstruction  Finance  Corporation,  the 
Federal  Deposit  Insurance  Corporation,  the  Comptroller's  Department, 
and  the  various  State  banking  departments  cooperating  are  doing 
and  with  the  wise  provisions  of  the  pending  bill  that  will  force  mem- 
ber banks  to  get  their  houses  in  order  where  necessary  and  exclude 
from  membership  unsound  banks,  does  it  not  seem  that  fatalities  in 
the  next  few  years  should  not  increase  materially  over  the  past  year 
and  one-half?  Income  to  May  15,  1935,  from  investment  of  capital 
funds  exceeded  losses  and  expenses  by  approximately  2%  million 
dollars. 

The  Federal  Deposit  Insurance  budget  for  the  year  1935  provides 
for  current  expenses  of  2%  million  dollars  against  a  present  income  of 
8M  million  dollars  from  investment  of  capital  funds,  leaving  $6,000,000 
□et  income  that  may  be  used  for  the  payment  of  losses  on  insured 
deposits.  For  the  past  2  years,  and  there  is  nothing  at  this  time  to 
indicate  a  favorable  change  in  the  nenr  future,  banks,  particularly 
the  country  banks  where  the  volume  is  small,  are  having  difficulty 
in  meeting  operating  expenses  and  taking  care  of  losses  that  inevitably 
occur.  In  Texas,  where  it  appears  that  the  banks  have  withstood 
the  depression  better  than  the  average,  only  a  small  percentage  of 
the  total  number  were  able  to  ]>av  dividends  during  the  past  vear. 
Out  of  469  State  banks  only  121  paid  a  dividend  in  1934.  We  have 
not  been  able  to  get  similar  in  formation  as  to  national  banks.  It  was 
very  generally  the  case  where  the  smaller  or  average-size  banks  were 
able  to  earn  enough  to  permit  paying  a  dividend  such  profits  resulted 
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from  profits  from  the  sale  of  securities  the  market  value  of  which  hid 
appreciated  and  such  earnings  were  nonrecurring. 
At  first  glance,  the  proposed  assessment,  at  even  one-eighth  of  1 

{>ercent,  does  not  appear  great  as  to  the  country  banks,  but  with  yht 
imited  income  the  additional  load  placed  on  the  expense  side  of  their 
operations  in  most  cases  will  be  more  keenly  felt  by  the  small  batiks 
than  by  the  large  banks  with  greater  incomes.  In  considering  lb 
shrinkage  in  income  which  the  banks  have  suffered,  I  call  attention 
to  the  loss  of  profit  on  circulation,  which  is  in  the  process  of  retire- 
ment.  The  discontinuance  of  approximately  $800,000,000  circuUtia 
will  result  in  a  loss  of  profit  to  the  national  banks  of  not  less  tiua 
£12,000,000  annually.  To  the  little  bank  of  which  I  am  president, 
the  loss  will  amount  to  $900  annually,  or  1^  percent  of  the  capital 
stock.  This  loss  in  income  will  be  reflected  by  bank  operations  fee 
the  period  beginning  July  1,  1935. 

In  order  to  exist  and  perform  their  important  functions  in  the 
community  life,  banks  must  earn  enough  to  pay  the  stockholder  i 
reasonable  return  on  his  investment.  While  protection  of  depositon' 
funds  is  always  of  prime  importance  in  the  operation  of  a  bank,  lbs 
interest  of  the  stockholder  who  provides  the  capital  structure  of  the 
bank  must  have  next  consideration.  For  the  past  several  ytta 
ownership  of  bank  stock  has  been  a  liability,  and  the  stockholder  his, 
indeed,  played  the  role  of  the  forgotten  man  in  the  banking  industry. 
He  deserves  and,  eventually,  must  receive  consideration. 

An  assessment  of  one-eighth  of  1  percent  premium,  as  provided  by 
the  House  bill,  would  yield  annually  on  the  basis  of  present  deposits 
of  insured  banks  approximately  47)i  million  dollars,  while,  as  pointed 
out,  losses  from  January  1,  1934,  to  May  15,  1935,  in  insured  banb 
that  have  failed  have  amounted  to  only  2%  million  dollars,  and  tin 
net  income  from  investment  of  capital  funds  on  the  present  basis  is 
estimated  to  yield  $6,000,000  per  year.  I  respectfully  submit  that  the 
addition  of  this  vast  sum  to  the  already  heavy  operating  expenses  of 
the  banks  would  be  a  distinct  shock  to  a  great  majority  of  the  institu- 
tions, especially  the  so-called  "country  banks."  It  would  be  revolu- 
tionary in  its  nature.  If  as  we  go  along  it  is  found  that  such  a  charge 
will  ultimately  be  required,  it  seems  that  it  would  be  a  more  desirable 
plan  to  gradually  increase  the  rate  to  the  required  figure  than  to 
apply  the  maximum  assessment  at  a  time  when  the  banks  are  not 
in  position  to  withstand  the  shock.  It  is  earnestly  urged  that  thert 
would  be  no  departure  from  conservatism  in  fixing  a  rate  of  one- 
sixteenth  of  1  percent  for  the  present. 

Concerning  the  operation  of  the  Postal  Savings  System,  I  wish  thai 

1  might  impress  upon  the  members  of  your  committee  the  serious 
inroad  that  postal  savings  competition  is  making  upon  the  operation 
of  the  smaller  city  banks.  The  effect  of  this  competition  has  been 
most  damaging  to  banks  in  towns  ranging  in  population  from  2,000  H 
5,000.  It  is  not  because  these  banks  have  compacently  accepted  this 
condition  that  relief  from  this  menace  has  not  been  persistentlv  urged 
upon  the  Congress,  but  it  is  because  of  the  fact  that  during  the  past 

2  years  each  session  of  Congress  had  had  under  consideration  major 
banking  bills,  which  the  legislative  committees  of  our  associations 
have  felt  were  of  such  vital  importance  to  the  banking  industry  or 
profession  as  a  whole  that  they  should  concentrate  their  efforts  <* 
these  major  bills;  and  as  the  small-town  banks  are  the  ones  that  are 
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bearing  the  brunt  of  this  competition  the  matter  of  urging  relief  has 
been  deferred  pending  settlement  of  the  major  measures. 

It  is  my  opinion,  arrived  at  after  careful  study  of  the  postal  savings 
question,  that  the  operation  of  the  Postal  Savings  System  has  served 
to  dry  up  credit  in  our  erstwhile  prosperous  communities  more  than 
any  other  cause  that  possibly  could  be  reached  by  legislation.  The 
ideal  functions  of  a  bank  are  to  provide  facilities  for  impounding  the 
earnings,  savings,  and  the  liquid  wealth  of  the  community  and  use  it 
as  the  basis  for  legitimate  credit  which  is  used  in  the  channels  of  trade 
and  the  building  up  of  worthy  enterprises  in  the  community.  Any 
enterprise  or  operation  that  drains  this  liquid  wealth  from  the  com- 
munity that  produced  it  will  retard  the  development  of  and,  if 
continued  long  enough,  will  wreck  the  community  economically. 

Senator  Byrnes.  It  is  your  information  that  the  postal  savings 
deposits  have  increased  during  the  last  few  years?  * 

Mr.  Woods.  Is  it;  yes,  since  the  deposit  insurance  it  has  increased. 

Senator  Byrnes.  The  figures  I  saw  within  the  last  few  weeks  show 
no  increase,  or  a  very  slight  increase. 

Mr.  Woods.  Possibly  the  current  figures;  but  over  1934  I  under- 
stand they  increased  $10,000,000.  I  believe  that  is  shown  in  the 
Postmaster  General 's  report. 

Senator  Coutens.  What  interest  do  they  pay? 

Mr.  Woodb.  Two  percent. 

Senator  Couzenb.  What  are  you  paying? 

Mr.  Woods.  We  pay  2  percent  on  savings  accounts.  The  average 
country  banker,  before  the  postal  savings  competition  became  so 
great,  had  very  few  interest-bearing  accounts. 

Senator  Townsend.  The  competition  of  the  postal  savings  bank 
forced  the  country  bank  to  pay  that  interest? 

Mr.  Woods.  Yes.  The  country  banks  cannot  benefit  by  this 
deposit  insurance  like  the  city  banks  can  because  we  have  to  compete 
with  the  postal  savings.  The  city  banks  can  take  our  money  that  we 
used  to  get  as  interest  on  daily  balances,  and  they  do  not  have  to  pay 
it.     They  kind  of  break  even  and,  in  a  way,  offset  their  expenses. 

This  is  just  what  is  happening  in  the  operation  of  the  Postal  Savings 
system.  In  many  towns  having  good  banks,  deposits  in  postal  savings 
almost  equal  the  deposits  in  the  banks  and  where  this  condition  exists 
contraction  of  local  credits  and  the  resulting  stagnation  in  business 
are  apparent. 

It  was  confidently  hoped  that  when  the  insurance  of  deposits  be- 
came a  reality  that  the  Congress  would,  at  least,  eliminate  from  the 
Postal  Savings  System  all  competitive  features,  if  not  repeal  the  act 
in  its  entirety.  This  hope  was  strengthened  by  statements  made  by 
our  efficient  Comptroller  of  the  Currency,  Hon.  J.  E.  T.  O'Connor,  in 
an  address  delivered  at  the  annual  convention  of  the  American  Banker 
Association  in  Chicago 'in  1933  and  on  several  occasions.  In  his 
Chicago  address,  Mr.  O'Connor,  in  commenting  upon  the  growth  of 
the  postal  savings,  said: 


Contrary  to  Mr.  O'Connor's  prediction,  postal  savings  deposits 
have  increased  rather  than  decreased;  the  total  deposits  at  the  close 
of  1934  being  $1,207,200,000.    While  all  but  a  negligible  percentage  of 
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this  total  is  in  postal  savings  offices  in  towns  where  one  or  more  in- 
sured banks  are  located,  it  might  be  argued  that  the  existence  of  the 
System  is  necessary  to  provide  a  safe  depository  for  funds  where  no 
insured  banks  are  located.  Granting  that  in  a  few  cases  that  is  una, 
can  it  be  argued  that  it  is  necessary  to  penalize  the  whole  banking 
industry  of  the  Nation  to  accommodate  the  convenience  of  just  a  fat: 
To  the  argument  that  might  be  advanced  by  some  that  we  have  not 
gone  far  enough  with  our  experiment  with  insurance  of  deposits  to 
insure  its  permanency  and  warrant  the  repeal  of  the  Postal  Savings 
Act,  we  of  the  smaller  banking  cities  who  are  suffering  from  whttn 
honestly  feel  is  an  unjust  and  unwarranted  Government  competition, 
suggest  that  for  the  present  instead  of  repealing  the  Postal  Saving 
Act  the  law  be  so  amended  that  the  payment  of  interest  on  deposit 
be  discontinued.  In  the  alternative,  if  it  is  deemed  the  best  pobcyte 
check  and  gradually  eliminate  the  operation  of  the  System,  reduce  Ax 
interest  paid  on  postal  savings  deposits  one-half  and  that  to  be  paid 
on  strictly  time  deposits.  It  is  suggested  that  provision  be  made  for 
reduction  of  interest  from  2  percent  to  not  over  1  percent  on  time 
deposits  and  prohibit  the  payment  of  certificates  of  deposit  before 
maturity  as  the  law  now  applies  to  time  deposits  in  banks.  Tbt 
present  rate  of  2  percent  was  fixed  when  the  act  was  passed  in  1910  it 
a  time  when  banks  paid  4  percent  and  more  on  open  deposits  and  al- 
though changed  conditions  have  reduced  interest  rates  until  member 
banks  of  the  Federal  Keserve  System  are  now  prohibited  by  law  from 
paying  any  interest  on  demand  deposits,  the  interest  on  postal  savings 
deposits  has  not  been  changed. 

As  an  excuse  for  continuing  the  Postal  Savings  System,  the  argu- 
ment has  been  advanced  that  the  System  is  used  largely  by  our  citizens 
of  foreign  extraction  who  could  not  be  trained  to  use  our  banking 
system.  A  close  observation  and  study  of  the  operation  of  thf 
System  in  Toxas  reveals  that  the  postal  savings  is  patronized  less  in 
centers  thickly  populated  by  citizens  of  foreign  extraction  than  in 
places  where  the  foreign  population  is  negligible.  The  argument  al» 
is  sometimes  advanced  that  the  total  is  made  up  of  very  small  savings 
accounts,  too  small  for  the  banks  to  handle  and  which  remain  on 
deposit  from  year  to  year.  While  the  average  deposit  in  postal  sav- 
ings per  depositor  is  about  $500,  an  investigation  will  reveal  that  i 
big  percentage  of  the  total  amount  is  composed  of  deposits  of  from 
$1,000  to  $2,500  per  person;  and  as  evidence  of  the  activity  of  the 
accounts,  it  is  noted  that  deposits  during  the  fiscal  year  ending  June 
30,  1934,  amounted  to  $966,000,000  and  withdrawals  amounted  to 
$955,000,000.  It  has  also  been  suggested  by  some  who  seem  to  favor 
the  continuance  of  postal  savings  that  postal  savings  depositors  are 
only  small  depositors  that  commercial  banks  do  not  want  and  on 
which  accounts  the  banks  make  a  service  charge.  That  argument 
is  not  correct  as  banks  generally  accept  savings  accounts  no  matter 
how  small  and  charge  only  on  the  small  active  accounts  that  are 
expensive  to  handle. 

In  appealing  to  yon  gentlemen,  who  have  given  the  matter  of  hank- 
ing anil  its  relation  to  the  welfare  of  our  people  so  much  of  your  time 
and  consideration,  to  give  us  relief  from  this  unwarranted*  competi- 
tion, I  am  sure  that  I  express  the  sentiment  of  every  banker  in  tic 
country  who  has  felt  the  damaging  effects  of  its  operation. 
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Id  conclusion,  I  desire  to  present  and  file  with  you  a  copy  of  a 
'resolution  unanimously  passed  by  the  Texas  Bankers  Association  at 
-  its  annual  State  convention  in  Galveston  on  May  23,  1935,  memorial- 
'izing  Congress  to  fix  the  premuim  to  be  paid  by  banks  at  one-sixteenth 
"  of  1  percent  and  setting  out  the  reasons  therefor. 

(Toe  resolution  referred  to  and  submitted  by  the  witness  is  here 
printed  in  full  as  follows:) 

Rx  SOLUTION 

Whereas  there  is  now  pending  in  Congress  House  bill  no.  7617,  better  known 
as  the  "Banking  Act  of  1935",  which  under  title  1,  Federal  Deposit  Insurance, 
:  provides  for  the  fixing  of  a  permanent  assessment  rate  of  one-eighth  of  1  percent 
■  per  annum,  to  be  levied  annually  upon  the  average  total  amount  of  deposit 
liabilities  or  banks  for  the  purpose  of  creating  a  reserve  with  the  Federal  Deposit 
Insurance  Corporation  in  the  insurance  of  deposits  as  provided  for  in  the  bill; 

Whereas  we  are  not  unmindful  of  the  necessity  of  putting  the  Federal  Deposit 
Insurance  Corporation  on  a  functioning  basis  by  fixing  a  rate  that  would  yield 
a  sufficient  amount  to  give  ample  protection  under  the  insured  liability,  we  can 
see  no  reason  for  taxing  the  banks  for  the  purpose  of  creating  unnecessary  excess 
funds  in  the  Treasury  of  the  Federal  Deposit  Insurance  Corporation,  especially 
■luce  the  corporation  at  the  present  time  has  assets  of  approximately  $350,000,000, 
said  has  the  power  to  issue  debentures  in  a  substantial  amount  in  time  of  emer- 
gency; and 

Whereas  the  House  Banking  and  Currency  Committee  in  fixing  the  rate  seems 
to  be  unaware  of  the  fact  that  the  banks  of  the  country  as  a  whole  during  the 
past  few  years  have  had  practically  no  earnings,  and  that  over  a  long  period  of 
▼ears  the  average  earnings  of  banks  as  a  whole  have  been  less  than  1  percent  on 
total  deposit  liabilities;  and 

Whereas  in  considering  this  matter,  it  Is  evident  that  after  the  serious  crisis 
through  which  the  banks  have  passed  involving  heavy  losses  which  have  not 
yet  been  completely  written  off,  with  increasing  taxes  and  with  the  present 
tendency  toward  declining  earning  power,  there  is  a  great  need  for  net  earnings 
In  the  banks  with  which  to  write  off  tosses  currently  and  build  up  depleted 
capital  structures;  and 

Whereas  it  is  obvious  that  every  dollar  that  Is  transferred  to  the  Federal 
Deposit  Insurance  Corporation  to  lie  idle  in  its  reserve  is  a  dollar  taken  out  of 
the  lifeblood  of  the  banking  system,  where  it  could  be  put  to  work  for  the  strength- 
ening of  the  individual  banks  and  the  banking  structure  as  a  whole;  and 

Whereas  the  administration  recommended  to  Congress  an  assessment  of  a 
twelfth  of  1  percent  per  annum  on  total  deposits,  and  the  House  of  Repre- 
sentatives saw  fit  to  raise  this  assessment  to  an  eighth  of  1  percent  per  annum 
without  permitting  the  corporation  to  assess  a  lesser  amount;  and 

Whereas  the  bill  affects  large  and  small  banks  alike,  and  the  raising  of  the 
assessment  to  one-eighth  of  1  percent  per  annum  and  making  same  manda- 
tory works  a  particular  hardship  on  the  small  banks  of  the  country  by  imposing 
this  additional  burden  upon  them  at  a  time  when  they  are  least  able  to  meet  it: 
Now,  therefore,  be  it 

Resolved,  That  this  association  in  convention  assembled  go  on  record  as  opposing 
In  strongest  terms  the  action  of  the  House  of  Representatives  in  making  mandatory 
the  assessment  of  one-eighth  of  1  percent  per  annum  od  total  deposit  liabili- 
ties of  banks;  and  be  it  further 

Retolved,  That  the  Secretary  of  this  association  be  instructed  to  wire  our 
Senators  and  Congressmen  of  its  action,  and  that  the  representatives  of  the 
Individual  member  banks  of  the  association  be  urged  and  requested  to  wire  or 
write  their  Senators  and  Congressmen,  setting  forth  the  injustice  of  this  assess- 
ment; also  urging  their  influence,  support,  and  vote  in  fixing  the  rate  at  one- 
atxteenth  of  1  percent  per  annum  which,  in  our  judgment,  would  yield  sufficient 
revenue  to  meet  the  requirements  of  the  corporation. 

(Tho  witness  withdrew  from  the  committee  table.) 
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STATEMENT  OF  J.  J.  THOMAS,  VICE  GOVERNOR  FEDERAL  ttXSHYI 
BOARD,  WASHINGTON,  D.  C. 

Senator  Glass.  You  are  familiar  with  the  pending  banking  legwU- 
tion,  and  if  you  care  to  express  any  view  on  the  problem,  the  computet 
would  be  very  glad  to  hear  from  you. 

Mr.  Thomas.  I  am  somewhat  familiar  with  it.  I  do  not  think  I 
should  take  up  the  time  of  the  committee  to  go  into  detail,  and  I  is 
not  know  of  anything  that  I  can  offer  that  would  add  to  what  has  beat 
said.  It  would  seem  to  be  presumptuous  to  try  to  add  to  anything 
that  Dr.  Miller  and  Governor  Hamlin  have  said.  I  would  say  thttl 
am  in  harmony  with  the  objectives  of  the  bill. 

Senator  Couzens.  Do  you  think  title  II  ought  to  be  enacted  now! 

Mr.  Thomas.  I  am  inclined  to  feel  as  Mr.  Hamlin  does,  that  n 
should  patch  the  roof  before  it  rains.  I  think  there  are  things  in  thit 
title  that  will  be  needed  if  the  time  comes.  No  one  can  tell  when  tin 
will  be. 

Senator  Glass.  What  is  there  in  the  bill  that  cannot  be  as  well  done 
under  the  existing  act? 

Mr.  Thomas.  I  think,  open-market  operations,  principally,  thit  wi 
do  not  have  power  over  now.  I  think  that  authority  should  be  cen- 
tralized in  the  Board.  I  think  it  is  not  a  regional  bank  operation.  I 
think  it  is  a  system  operation  that  affects  the  entire  country  as  i 
whole,  and  is  not  a  regional  matter.  Therefore  I  think  authority 
ought  to  be  in  some  central  body  representing  the  public's  point  d 
view  rather  than  the  bankers'. 

Senator  Glass.  You  differ,  then,  with  the  unanimous  verdict  of  the 
Board  in  March  1932? 

Mr.  Thomas.  I  was  not  a  member  of  the  Board  at  that  time. 

Senator  Glass.  I  say,  you  differ  with  the  unnnimous  action  of  the 
Board  in  1932? 

Mr.  Thomas.  If  that  does  not  agree  with  what  I  have  said  now,  then 
I  differ:  yes. 

Senator  Glass.  I  wanted  the  record  to  indicate  that. 

Mr.  Thomas.  I  am  in  harmony  with  what  Mr.  Hamlin  said. 

If  that  is  all  the  committee  cares  to  ask,  there  is  another  matter 
that  has  not  been  brought  out.  It  is  in  title  III.  I  should  like  w 
call  it  to  your  attention.  It  has  reference  to  interlocking  director? 
between  banks  and  also  between  institutions  that  are  engaged  in  the 
sale,  purchase,  and  handling  of  securities.  We  are  sending  a  recom- 
mendation which  differs  from  what  is  contained  in  tho  printed  bill 

The  original  Clayton  Act  prohibited  interlocking  directors  between 
banks  having  resources  aggregating  more  than  $5,000,000:  also  in 
cities  of  more  than  200,000  inhabitants.  The  act  excepted  certain 
banks,  but  as  to  others,  was  absolute  in  its  prohibition. 

Later  Congress  enacted  the  so-called  "Kent  amendment"  which 
vested  the  Federal  Reserve  Board  with  discretionary  powers  to  per- 
mit interlocking  directors  in  certain  cases  provided  such  banks  «ere 
not  "in  substantial  competition." 

Tn  1928  the  act  was  again  amended  so  as  to  authorize  the  Board  u1 
grant  permits  for  interlocking  directors  if,  in  the  Board's  judgment, 
it  would  not  be  "incompatible  with  public  interest." 

We  found  a  great  deal  of  difficulty  in  understanding  what  that  mean1 
or  in  agreeing  upon  a  policy  or  arriving  at  some  standard  by  wbirb 
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we  could  measure  what  was  "incompatible  with  public  interest"  in 
a  given  case. 

■  Under  the  interpretation  of  our  Legal  Division  we  gradually  took 
in  everything,  and  there  are  some  twenty  or  thirty  different  factors 
which  have  been  considered  under  various  circumstances  in  trying 
to  ascertain  what  was  "incompatible  with  public  interest."  Fur- 
thermore, it  has  been  very  difficult  and  unsatisfactory  to  administer 
from  Washington. 

We  have  recommended  that  the  law  be  amended  so  as  to  prevent 
interlocking  directors  between  two  or  more  banks  in  all  caseB  whether 
>r  not  they  are  located  in  the  same  town,  and  regardless  of  the  size 
>f  the  bank  or  the  town. 

If  the  Senate  does  not  feel  it  should  go  that  far,  then  we  would 
ike  to  have  the  law  amended  so  that  we  can  decentralize  its  adminis- 
.ration  and  have  the  applications  acted  upon  in  the  first  instance  by 
;he  Federal  Reserve  banks. 

I  am  in  favor  of  more  autonomy,  so  far  as  administration  of  the 
Banking  Act  is  concerned.  If  we  are  going  to  pass  on  applications 
ndividually  I  think  they  should  be  originally  passed  on  by  the  Federal 
Reserve  banks  under  rules  and  regulations  adopted  by  the  Board,  to 
insure  uniformity,  and  permitting  appeal  or  review. 

Senator  Glass.  So  you  are  in  favor  of  giving  regional  banks  some 
authority? 

Mr.  Thomas.  Yes.     I  want  to  give  them  some  work. 

Senator  Glass.  Do  you  think  it  is  incompatible  with  the  public 
interest  for  a  regional  bank  to  determine  how  to  use  the  reserves  of 
member  banks,  which  involves  also  the  deposits  of  the  member  banks? 

Mr.  Thomas.  I  think  this,  Senator.  The  money  of  the  banks  be- 
longs to  the  public,  and  it  is  recognized.  Otherwise  we  would  not 
regulate  the  banks. 

Senator  Glass.  What  public? 

Mr.  Thomas.  The  depositing  public. 

Senator  Glass.  It  belongs  to  the  depositors,  does  it  not? 

Mr.  Thomas.  The  depositing  public;  and  the  directors  are  hand- 
ling other  people's  money,  just  as  we  are,  and  I  think  the  same  prin- 
ciple applies  to  the  Interstate  Commerce  Commission.  The  Com- 
mission does  not  own  the  railroads,  and  the  Government  does  not. 
They  are  privately  owned,  but  they  are  charged  with  the  public 
interest;  and  I  think  the  money  and  credit  system  is  just  as  much 
charged  with  public  interest  as  are  the  railroad  systems. 

Senator  Glass.  The  Interstate  Commerce  Commission  cannot 
change  a  rate  without  due  notice  and  public  hearing,  can  it? 

Mr.  Thomas.  Perhaps  not. 

Senator  Glass.  Is  not  that  a  fact? 

Mr.  Thomas.  It  is  a  fact.  But  they  can  change  it.  They  regu- 
late even  more  than  that;  they  regulate  the  character  of  service,  and 
things  of  that  kind;  they  tell  a  road  whether  it  can  discontinue  a 
branch,  and  so  on. 

Senator  Glass.  Railroads  are  not  regional,  are  they? 

Mr.  Thomas.  No.  I  do  not  think  a  national  banking  system  ought 
to  be  regional,  either,  excepting  so  far  as  the  ordinary  banking  func- 
tions are  concerned.  I  think  the  proper  function  of  banking  should 
be  regional,  and  for  that  reason  I  recommend  that  in  passing  upon 
interlocking  directors'  applications  they  could  han&n  Vt  \Mfttast  \Smkb. 
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we  can  from  Washington;  but  I  think  when  it  comes  to  poling 
that  are  national  in  scope,  they  should  be  under  the  ultimate  costal 
of  some  body  which  represents  the  public.  You  may  call  it  a  poli- 
tical body  if  you  want  to,  but  that  is  the  way  I  feel  about  it. 

Senator  Glass.  Let  me  ask  you  one  other  question.  You  say  job 
are  in  sympathy  with  the  objectives  of  the  bill.  Did  you  have  tar 
part  in  its  preparation? 

Mr.  Thomas.  None. 

Senator  Glass.  Did  you  see  it  until  it  was  sent  up  here  and  printed! 

Mr.  Thomas.  No;  I  think  not.  We  were  meeting  the  same  dirt* 
which  it  was  printed  and  introduced,  and  we  were  to  have  a  meeting 
to  consider  it,  but  I  think  that  inadvertently  it  was  introduced  withott 
that.     But  we  have  discussed  it  considerably  since  then. 

Senator  Glass.  Since  then? 

Mr.  Thomas.  Yea. 

(The  witness  withdrew  from  the  committee  table.) 

STATEMENT   OF  M.   S.   SZYMCZAK,   MEMBER   OF   THE  FEOEUL 
RESEBVE  BOABD,  WASHINGTON,  D.  C. 

Mr.  Szymczak.  Mr.  Chairman  and  gentlemen  of  the  committee,  it 
seems  essential  to  preserve  our  regional  Federal  Reserve  System,  which 
consists  of  12  Federal  Reserve  banks  with  9  directors  in  each  bank, 
together  with  a  Federal  Reserve  Board  in  Washington.  In  thin 
particular  respect,  our  System  is  different  from  that  of  most  countiin 
because  of  our  extensive  area,  and  because  of  our  political  and  economic 
structure  of  States  and  districts,  based  upon  industrial,  agricultural, 
commercial,  and  financial  conditions  and  needs  which  are  widely  dif- 
ferent in  the  various  parts  of  the  United  States.  The  System  u 
composed  of  essential  parts.  These  parts,  however,  must  be  cohesives 
for  the  best  functioning  of  the  System. 

To  make  for  an  efficient  administration  of  the  act  by  the  System  and 
to  arrive  at  the  purposes  for  which  the  act  was  passed  by  Congress,  it 
appears  necessary  for  the  Federal  Reserve  Board  to  have  a  more  direct 
contact  with  the  various  sections  of  our  extensive  area. 

To  be  effective,  the  whole  Federal  Reserve  System  must  be  one. 
This  end  is  not  difficult  to  attain;  personal  contact  of  the  members  of 
the  Board  with  the  directors  of  the  12  Federal  Reserve  banks  seems 
one  of  the  best  direct  avenues. 

Bank  powers  of  the  boards  of  directors  of  the  12  Federal  Reserve 
banks  should  be  retained,  and  in  some  respects  increased  and  extended, 
at  least  by  regulation  of  the  Federal  Reserve  Board. 

While  of  course  it  is  sound  to  have  the  Federal  Reserve  Board  and 
its  principal  offices  in  Washington,  and  while  it  is  sound  for  the 
board  to  hold  its  meetings  in  the  capital  because  of  the  national  scope 
of  its  considerations,  yet  it  would  be  desirable  from  a  practical  stand- 
point for  the  Federal  Reserve  Board  to  meet  at  least  four  times  a  year 
in  at  least  four  parts  of  the  country — the  East,  West,  North,  and 
South — to  meet  with  and  understand  better  the  directors  of  the  Fed- 
eral Reserve  banks  and  their  officers;  as  well  as  the  conditions  and 
needs  of  commerce,  industry,  agriculture,  and  finance  in  the  respective 
districts.  It  would  also  seem  wise  to  provide  by  law  that  each  member 
of  the  board  should  be  assigned  by  the  Federal  Reserve  Board  to  the 
task  of  keeping  himself  especially  familiar  with  conditions  in  at  least 
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:  two  of  the  Federal  Reserve  districts  each  rear,  in  order  that  he  might 
act  as  a  liaison  officer  between  the  Federal  Reserve  banks,  their 
directors  and  officers,  the  representatives  of  commerce,  industry,  agri- 
culture, and  finance  on  the  one  hand,  and  the  Federal  Reserve  Board 
in  Washington  on  the  other  hand.  Provision  could  be  made  to  have 
members  of  the  board  rotate  in  their  district  assignments,  so  that 
eventually  each  member  of  the  board  would  have  covered  by  direct 
contact  all  of  the  sections  of  the  country  and  would  know  then:  needs 
thoroughly.  Without  this  it  is  next  to  impossible  for  the  board 
members  to  appreciate  fully  the  needs  and  requirements  of  the  Fed- 
eral Reserve  banks  and  of  the  country  as  a  whole;  without  this  the 
Federal  Reserve  Board  inclines  too  much  to  theory  and  bureaucracy; 
without  this  there  is  bound  to  be  misunderstanding  between  the  Fed- 
eral Reserve  banks  and  the  Federal  Reserve  Board  leading  to  differ- 
ences of  opinion  on  authority;  and  without  this  a  cry  is  heard  on  the 
one  hand  that  the  private  interests  wish  to  control  the  system  and 
direct  its  operations  for  their  own  selfish  purposes;  and  that  on  the 
other  hand  political  interests  wish  to  control  the  system  and  direct  its 
operation  in  accordance  with  their  own  political  ambitions. 

Members  of  the  Board,  when  assigned  by  the  Board  to  several 
districts,  would  keep  personally  in  touch  with  the  boards  of  directors 
and  the  officers  of  the  Federal  Reserve  banks  in  those  districts.  They 
would  thus  become  familiar  with  the  management  of  such  Federal 
Reserve  banks,  with  their  viewpoints,  and  with  the  problems  of  their 
districts.  They  would  also  know  men  in  the  industrial,  commercial, 
agricultural  and  financial  fields  of  the  districts.  They  would  not  be 
compelled  to  depend  entirely  on  the  Board's  staff  for  information 
having  to  do  with  the  internal  management  of  the  banks,  as  well  as 
with  the  general  agricultural,  commercial,  industrial,  and  financial 
banking  conditions  of  the  districts;  thus  there  would  be  a  better 
opportunity  for  Bound  and  practical  rulings  of  the  Board  on  all  ques- 
tions when  they  are  presented  by  the  banks  to  the  Federal  Reserve 
Board  under  the  law.  It  is  specifically  stated  in  the  act  that  the 
Federal  Reserve  Board  has  general  supervisory  responsibilities,  but  in 
order  to  supervise,  one  must  be  in  direct  contact  with  those  super- 
vised. Otherwise,  one  is  compelled  to  act  upon  information  obtamed 
from  other  sources. 

Of  course  in  all  cases  the  Board,  as  a  whole,  would  act  officially  on 
all  these  matters,  but  the  Board  would  have  the  benefit  of  the  infor- 
mation obtained  by  the  individual  member  assigned  to  the  specific 
district. 

It  would  also  seem  desirable  to  have  the  boards  of  directors  of  the 
Federal  Reserve  banks  meet  once  every  year  with  the  Federal  Reserve 
Board  in  Washington,  or,  if  this  could  not  be  accomplished,  with  the 
directors  who  are  farther  removed  from  Washington,  the  Federal 
Reserve  Board  could  arrange  to  meet  them  at  a  point  more  accessible 
at  least  once  every  2  years  to  discuss  frankly  and  completely  matters 
pertaining  to  the  operation  of  their  banks  and  the  conditions  in  their 
districts,  as  well  as  problems  of  a  national  character. 

The  execution  of  many  of  the  powers  vested  in  the  Federal  Reserve 
Board  could,  under  the  provisions  of  the  Banking  Act  of  193.5,  be 
decentralized  under  regulations  of  the  Federal  Reserve  Board  so  that 
they  could  be  carried  into  effect  by  the  Federal  Reserve  banks  without 
the  reference  of  many  individual  matters  to  Washington,  and  thus 
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obtain  desirable  and  effective  administration.  This  will  be  facilitated 
by  the  provision  in  the  bill  authorizing  the  Board  to  delegate  its  pomn 
to  individual  members  or  other  representatives. 

To  make  for  a  constancy  and  a  permanency  of  the  work  of  the  Bwd 
by  its  individual  Board  members,  I  recommend  that  there  be  a  specific 
requirement  in  the  law  that  the  Board  assign  its  work  to  individnl 
Board  members,  each  Board  member  to  have  a  specific  task  assigned 
on  which  he  is  to  specialize  and  through  which  be  is  to  keep  in  touek 
with  the  Federal  Reserve  banks  and  the  country,  and  on  which  hes 
to  report  to  the  Federal  Reserve  Board  with  recommendations.  Tint 
seems  to  me  to  be  very  important,  from  the  standpoint  of  good 
administration. 

It  has  been  my  experience  that  the  Federal  Reserve  Board  does  not 
wish  to,  nor  should  it,  assume  any  more  powers  than  it  can  properh 
use  for  the  effective  administration  of  the  System,  and  whenera 
powers  are  granted  to  the  Federal  Reserve  Board  having  to  do  with 
matters  that  could  be  handled  better  by  the  directors  and  officers  ol 
the  Federal  Reserve  banks,  the  Federal  Reserve  Board  should  be  able 
to  give  the  12  Federal  Reserve  banks  the  power  of  determination  of 
many  important  matters. 

It  is  good  organization  for  the  Federal  Reserve  Board  to  recognite 
this  fact  and  to  avail  itself  of  the  commercial,  agricultural,  industritl, 
and  financial  experience  of  the  directors  of  the  12  Federal  Resem 
banks,  as  well  as  the  technical  and  banking  experience  of  their  officen, 
who  are  the  vehicles  through  which  the  policies  of  the  System  in 
executed. 

There  are  many  powers  now  in  the  Federal  Reserve  Board,  how- 
ever, which  in  my  opinion  should  be  placed  in  the  regional  FedenJ 
Reserve  hanks.  This  would  expand  the  authority  and  responsibility 
of  the  directors  of  each  Federal  Reserve  bank  and  make  for  more 
prompt  and  efficient  administration  of  the  Federal  Reserve  System 
The  general  supervision  should  be  retained,  but  the  direct  and  ulti- 
mate action  in  these  matters  should  be  taken  by  the  directors  and 
officers  of  the  Federal  Reserve  banks. 

The  detailed  matters  which  might  be  delegated  to  the  Federal 
Reserve  banks  (or  the  Federal  Reserve  agents,  if  their  offices  are  not 
abolished)  include  the  following: 

1 .  Admission  of  State  hanks  to  membership  in  the  Federal  Reserve 
System. 

2.  Expulsion  of  such  banks  from  membership  for  violations  of  toe 
law  or  the  Board's  regulations. 

3.  Waiver  of  6  months'  notice  of  voluntary  withdrawal  of  State 
banks  from  membership. 

4.  The  granting  of  voting  permits  to  holding-company  affiliates 
of  member  banks. 

5.  The  revocation  of  voting  permits  for  violations  of  the  law  or 
the  regulations. 

6.  The  issuance  and  revocation  of  permits  authorizing  officers, 
directors,  and  employees  of  member  banks  to  serve  not  more  th*n 
two  other  banks  (if  the  provision  for  individual  permits  is  not  repealed 
as  proposed  in  the  bill). 

7.  The  issuance  and  revocation  of  permits  for  officers,  director-, 
and  managers  of  security  companies  to  serve  as  officers  and  directois 
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-of  member  banks  (if  the  provision  for  individual  permits  is  not 

-  repealed  as  proposed  in  the  bill). 

8.  The  granting  of  trust  powers  to  national  banks, 
*:"      9.  The  cancelation  of  such  powers  at  the  request  of  national  banks. 
■*"■      10.  Approval  of  reduction  of  capital  stock  by  national  banks  (if  the 
requirement  of  the  Board's  approval  is  not  repealed  as  proposed  in 

-  the  bill). 

11.  The  granting  of  permission  for  member  banks  to  invest  amounts 
exceeding  their  capital  stock  in  bank  premises  or  in  the  stock  of 

■  corporations  holding  their  bank  premises. 

12.  The  approval  of  the  establishment  of  branches  by  State  member 
banks  (if  this  power  is  transferred  from  the  Comptroller  of  the 
Currency  as  proposed  in  the  bill). 

13.  Authorizing  national  banks  to  establish  foreign  branches. 

14.  Authorizing  national  banks  to  invest  in  the  stock  of  banks  or 
corporations  principally  engaged  in  international  or  foreign  banking. 

15.  Permitting  interlocking  directorates  between  member  banks 
and  foreign  banking  corporations  in  which  they  own  stock. 

16.  Approval  of  compensation  of  officers  and  employees  of  Federal 
Reserve  banks. 

In  addition  to  the  above,  where  action  by  the  Board  is  required 

-  under  the  law,  numerous  matters  are  presented  to  the  Board  for 
consideration  in  connection  with  banking  supervision  and  requiring 

I   action  on  individual  cases;  for  example,  reductions  of  capital  stock 

,  of  State  member  banks,  consolidations  of  State  member  banks  with 
other  banks,  and  whether  or  not  individual  banks  should  increase  the 

r  amount  of  their  capital  and  surplus  in  relation  to  their  deposit  liabili- 
ties.   In  some  cases  of  this  character  the  Board  has  already  authorized 

,    the  Federal  Reserve  agents  to  act  on  its  behalf  in  the  individual  cases 

.    within  certain  prescribed  limitations. 

Some,  or  perhaps  all,  of  the  powers  enumerated  above,  and  perhaps 

,   others  too,  it  seems  to  me,  should  be  vested  directly  and  ultimately 

.  in  the  Federal  Reserve  hanks.  This  would  make  for  efficiency  and 
good  relation  between  the  Federal  Reserve  Board  and  the  Federal 
Reserve  banks.    It  is  quite  natural  that  the  Federal  Reserve  banks 

,  know  more  about  tliat  subject  matter  because  they  are  directly  and 
constantly  in  contact  with  it.  It  is  also  natural,  however,  that  the 
Federa  Reserve  Board  should  supervise  and  coordinate  and  bring 
to  the  attention  of  the  Federal  Reserve  banks  any  incorrect  or   im- 

(  proper  administration  of  these  powers.  Tliis  would  make  for  unitv. 
Therefore,  in  view  of  what  I  have  already  stated,  it  seems  that 
the  chairman  and  Federal  Reserve  agent  of  the  Federal  Reserve 
banks  should  be  retained,  because  this  is  consistent  with  the  purposes 
of  the  frnmers  of  the  Federal  Reserve  Act,  namely,  that  the  Board 
should  have  an  official  representative  at  each  Federal  Reserve  bonk 
(o  directly  supervise  the  operations  of  the  bank.  It  seems  that  in 
the  minds  of  the  framers  of  the  act  Hie  chairman  was  apparently  to 
be  the  supervisor  of  the  bank  as  a  representative  of  the  Federal 
Reserve  Board.  Actually  the  governor  appointed  by  the  board  of 
directors  of  the  bank  has  been  the  chief  executive.  By  consolidating 
the  offices  of  chairman  and  governor,  the  governor  would  be  mentioned 
for  the  first  time  in  the  act,  and  would  be  designated  as  the  chief 
executive  of  the  bank,  and  since  he  will  also  be  chairman  of  the  Board, 
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he  will  report  to  himself.     At  the  same  time,  however,  the 

tive  of  the  Federal  Reserve  Board  at  the  Federal  Reserve  ttantti 

eliminated. 

Some  say  that  under  the  pending  act  the  combination  of  tin  tan 
positions  takes  away  powers  from  the  directors  of  the  Federal  Resent 
banks  because  the  Federal  Reserve  Board  would  have  a  veto  pour 
over  the  appointment  of  the  governor  and  chairman.  The  ftet  of 
the  matter  is  that  the  chairman  and  Federal  Reserve  agent,  appointed 
under  the  Federal  Reserve  Act  by  the  Federal  Reserve  Board,  would 
he  eliminated  and  the  directors  of  the  Federal  Reserve  bank  would 
appoint  the  governor,  and  when  the  governor  is  approved  by  tat 
Federal  Reserve  Board,  he  would  become  a  class  C  director.  TV 
vice  governor,  who  would  also  be  appointed  by  the  directors  of  the 
bank  subject  to  the  approval  of  the  Board,  might  also  be  appointed 
a  class  C  director  by  the  Board.  This  would  leave  the  Federel 
Reserve  Board  only  one  additional  class  C  director  for  appointment 
as  compared  with  six  class  A  and  B  directors  elected  by  the  member 
banks,  and  two  class  C  directors  selected  by  the  board  of  directors  id 
approved  by  the  Federal  Reserve  Board. 

Here  it  seems  to  me  we  are  getting  away  from  what  was  origuuHr 
intended  by  the  framers  of  the  Federal  Reserve  Act,  namely,  that  tn 
chairman  of  the  board,  the  head  of  the  board  of  directors  of  tbe 
Federal  Reserve  bank,  be  likewise  a  representative  of  the  Fedenl 
Reserve  Board,  and  that  the  Federal  Reserve  Board,  of  itself,  and  not 
upon  recommendation  of  the  class  A  and  B  directors,  appoint  three 
directors  of  the  nine  at  each  Federal  Reserve  bank. 

Also  by  having  the  Governor  feel  that  his  appointment  rests  with 
both  the  directors  of  the  bank  and  the  Federal  Reserve  Board,  *e 
divide  responsibility,  and,  therefore,  we  divide  authority  over  the 
chief  executive  officer.  This  places  the  Governor  in  a  dual  position. 
This  is  another  reason  why  I  should  prefer  to  have  the  chairman  and 
Federal  Reserve  agent  retained . 

An  effective  relationship  between  the  directors  of  the  regional  hanks 
and  the  Federal  Reserve  Board  in  Washington  can  be  accomplished 
if  individual  members  of  the  Board  are  each  assigned  several  Federal 
Reserve  districts  with  which  they  must  keep  constantly  in  touch, 
especially  on  matters  affecting  the  relation  between  the  Board  and 
the  banks. 

Proper  assignments  of  districts  among  the  Board  members  should 
be  directed  by  law.  This  might  be  done  by  some  modification  of  the 
proposed  amendment  authorizing  the  Board  to  assign  specific  duties 
and  functions  to  designated  members  of  the  Board  or  its  representa- 
tives. 

I  agree  with  the  recommendations  made  by  Dr.  Miller,  with  some 
modifications,  with  reference  to  making  the  Board  further  indepen- 
dent, except  that  I  feel  that  the  chairman  and  vice  chairman  of  tbe 
Board  should  be  designated  by  the  President. 

At  the  present  time  the  President  designates  the  Governor  of  tbe 
Board  without  the  advice  and  consent  of  the  Senate. 

His  term  as  a  board  member  should  not  expire  with  the  expirati»a 
of  his  term  as  chairman.  The  Socretary  of  the  Treasury  should 
continue  as  ex  officio  member,  but  not  as  chairman  of  the  Board. 
The  Comptroller  of  the  Currency  should  be  continued  on  the  Board 
as  an  ex  officio  member.     Both  the  Secretary  of  the  Treasury  and  lb* 
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Comptroller  of  the  Currency  should  have  no  vote  on  the  Open  Market 
Committee. 

Under  the  bill,  authority  for  open  market  policy  is  taken  away  from 
the  Federal  Reserve  Board  and  the  directors  of  the  Federal  Reserve 
banks,  and  the  governors,  and  is  placed  in  a  committee  of  five,  a 
majority  of  whom  are  members  of  the  Federal  Reserve  Board. 

it  would  seem  that  a  better  method  would  be  to  have  the  governors 
make  recommendations  on  open  market  policies.  However,  actual 
determination  of  what  these  open  market  policies  should  be  seems  to 
be  a  national  and  not  a  local  question.  Therefore  authority  should 
be  vested  in  the  Federal  Reserve  Board.  The  Board  should  receive 
information  from  the  Federal  Reserve  banks  and  should  not  act  until 
after  it  has  received  proper  advice  and  guidance  from  the  Federal 
Reserve  Bank  directors  through  their  governors.  Power  should  be 
granted  to  these  directors,  if  they  object  to  open  market  policies,  to 
make  objections  to  the  Federal  Reserve  Board  in  writing,  and  oppor- 
tunity should  be  provided  for  hearings  before  the  Federal  Reserve 
Board,  but  final  determination  of  policies  in  any  case  should  be  with 
the  Federal  Reserve  Board. 

I  understand  that  Governor  Eccles  has  made  a  recommendation  to 
this  effect.  I  should,  however,  like  to  suggest  that  all  12  of  the 
governors  constitute  the  committee  to  advise  the  Board  on  open 
market  policies.  They  should  be  allowed  to  Choose  any  method  of 
procedure  they  think  best. 

It  is  generally  assumed  that  the  Federal  Reserve  Board  is  respon- 
sible for  open-market  policies.  Few  people,  even  today,  are  aware  of 
the  fact  that  the  present  open-market  committee  consists  of  12  men 
who  represent  the  12  Federal  Reserve  banks,  and  that  the  Federal 
Reserve  Board  merely  approves  or  disapproves,  but  does  not  initiate 
open-market  policies.  Few  people  also  realize  that  each  Federal 
Reserve  Board  has  the  right  to  refuse  to  participate  in  an  open-market 
operation  after  it  has  been  adopted  by  the  12  Governors  and  approved 
by  the  Federal  Reserve  Board.  It  may  be  contended  that  the  Federal 
Reserve  Board  should  not  have  this  power  because  it  is  in  Washington, 
the  Government's  capital,  and  because  its  members  are  appointed  by 
the  President  with  the  advice  and  consent  of  the  Senate.  It  may  be 
said  that  political  pressure  might  be  used  against  the  Board  and  "that 
the  Board  might  be  influenced  by  such  pressure  in  its  monetary  con- 
trol. On  the  other  hand,  it  is  argued  that  the  Governors  are  appointed 
by  the  directors  of  the  Federal  Reserve  banks,  six  of  whom  are  elected 
by  member  banks — private  interests — and  that  such  Governors  may 
be  guided  in  determining  open-market  policies  by  the  private  interests 
of  the  member  banks,  and  not  by  national  needs  and  requirements  of 
the  country.     Both  views  are  most  extreme. 

Authority  must  be  vested  where  responsibility  rests.  That  is 
logical.  With  3  of  the  members  of  the  open-market  committee  con- 
sisting of  Federal  Reserve  Board  members  and  2  of  Federal  Reserve 
bank  governors,  the  open-market  committee  would  be  construed  to 
be  the  Federal  Reserve  Board  without  the  Board  actually  having  any 
authority  over  open-market  operations.  But  since  open-market 
policy  is  a  national  question,  authority  as  well  as  responsibility  for 
this  policy  should  be  located  in  one  place,  and  in  the  Federal  Reserve 
Board,  which  is  a  national  body. 
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Senator  Glass.  Whence  are  the  funds  used  in  open-market  opm- 
tions  derived? 

Mr.  Szymczae.  From  the  member  banks.  I  come  to  that  pain 
later,  Senator. 

Senator  Glabs.  Proceed. 

Mr.  Szyuc7AK.  This  seems  to  be  in  the  essence  of  the  purposes  ol» 
Federal  Reserve  Board.  This  seems  to  be  the  surest  way  of  estab- 
lishing the  fact  whether  the  System  or  the  Board  is,  or  is  not,  funcUoa- 
ing  in  accordance  with  the  purposes  for  which  it  was  created,  ll 
removes  the  opportunity  for  excuses. 

Of  course,  the  Board  would  feel  that  its  own  research  organization 
should  be  extended  and  strengthened  and  given  more  active  f  unction 
to  perform  and  the  membership  of  the  Board  would  feel  the  need  d 
keeping  more  closely  in  touch  with  current  developments  which  might 
affect  open-market  policy  and  the  interpretation  thereof,  but  the 
Board  would  be  in  far  better  position  to  determine  when  and  ii 
what  circumstances  to  initiate  an  open-market  policy  on  the  bus 
of  a  coordinated  view  of  all  the  factors  entering  into  the  monetary 
situation — reserve  requirements,  discount  rates,  lendings  of  member 
banks,  the  Government's  fiscal  policies,  etc., — and  could  take  action 
promptly  on  its  own  responsibility  in  whatever  direction  seemed  bat 
to  meet  the  needs  of  the  situation  at  the  time.  However,  to  make  the 
parts  of  the  System  more  cohesive  a  provision  might  be  made  for  a 
sufficient  representation  of  the  regional  banks  on  this  committee  lot 
the  sake  of  unity  in  the  System  so  long  as  the  tendency  is  in  the  direc- 
tion of  making  the  System  one  and  not  two. 

In  the  interest  of  unity,  the  Open  Market  Committee  might 
consist  of  the  6  appointive  members  of  the  Board  and  5  Govern- 
ors— the  5  Governors  to  be  designated  by  the  12  Governors  of  the  12 
Federal  Reserve  banks  and  to  be  chosen  from  five  sections  of  the 
country,  namely,  the  North,  South,  East,  Middle  West,  and  the  Far 
West.  While  the  Secretary  of  the  Treasury  and  the  Comptroller  of 
the  Currency  might  continue  as  members  of  the  Board  they  should 
have  no  vote  on  Open  Market  Committee  policies.  Their  member- 
ship on  the  Federal  Reserve  Board  is  valuable  in  many  respects,  but 
the  Act  might  provide  that  they  have  no  power  of  a  vote  on  open 
market  operations,  but  might  be  called  by  the  Open  Market  Commit- 
tee  for  information  that  the  committee  might  wish  to  have  in  the  con- 
sideration of  adopting  open  market  policies. 

I  also  recommend  the  striking  out  of  the  following  words  from  tie 
suggested  amendment  on  the  objective  of  the  System: 

As  to  promote  conditions  conducive  to  business  stability. 

I  agree  with  Dr.  Miller  also  with  slight  amendment,  that  the 
offered  amendment  on  eligibility  of  discounts  be  amended  to  read  as 
follows: 

"  Notwithstanding  any  otheT  provision  of  law,  when  it  deems  it  in  the  piiNtf 
interest,  a  Federal  Reserve  bank  may  recommend,  and  by  an  affirmative  vote  d 
not  less  than  five  of  its  appointive  members,  the  Federal  Reserve  Board  out 
authorize  any  Fcdcnil  Unserve  bank,  for  limited  periods  to  be  recommended  bi 
the  Federal  Reserve  bank  and  prescribed  by  the  Board,  but  which  may  ben- 
tended  by  the  Board  from  time  to  time  upon  application  of  the  Federal  Rearrvr 
bank,  to  make  advances  to  member  banks  which  have  no  further  eligible  iH 
acceptable  assets  available  to  enable  them  to  obtain  adequate  credit  accommivf*- 
tions  through  rediscount! n|t  at  the  Federal  Reserve  bank  or  by  any  other  method 
provided  by  this  act.     Such  advances  may  be  made  on  the  promissory  nott*  d 
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mch  member  bulks  secured  to  the  satisfaction  of  the  Federal  Reserve  bank,  and 
ihall  be  subject  to  such  regulations  and  shall  bear  such  rates  of  interest  as  may  be 
prescribed  from  time  to  time  by  the  Federal  Reserve  Board  upon  recommendation 
of  the  Federal  Reserve  bank.'' 

My  recommendation  places  in  the  Federal  Reserve  banks  the  power 
of  making  the  request. 

Of  course,  I  can  understand  that  this  Banking  Act  offers  much 
opportunity  for  extreme  interpretation.  However,  with  the  amend- 
ments offered,  it  seems  to  me  to  meet  existing  conditions  and  to  serve 
a  definite  purpose  without  being  extreme  in  either  direction.  It 
deserves  at  least  having  each  section  considered  on  its  merits.  It 
seems  to  serve  the  definite  purpose  of  a  better  administration  of  the 
Federal  Reserve  Act. 

Senator  Glass.  Did  you  have  any  part  in  the  preparation  of  this 
bill? 

Mr.  Szymczak.  No,  sir. 

Senator  Glass.  Did  you  see  it  until  it  was  printed? 

Mr.  Szymczak.  No.  I  saw  certain  parts  of  it  from  time  to  time, 
but  I  did  not  see  it  as  a  whole  until  it  was  printed. 

Senator  Glass.  I  note  that  in  March  1932  Governor  Eugene  Meyer 
suggested,  with  respect  to  membership  on  the  Board  of  the  Secretary 
of  the  Treasury  and  the  Comptroller  of  the  Currency,  that  it  might 
be  well  to  permit  them  to  be  continued  as  ex-officio  members  without 
vote. 

Mr.  Szymczak.  I  did  not  know  that  he  made  that  recommendation. 

Senator  Glass.  I  note  that  you  have,  in  a  modified  form,  made  the 
same  recommendation. 

Mr.  Szymczak.  Yes,  sir. 

Senator  Glass.  What  is  your  reaction  to  the  suggestion  of  Dr. 
Miller  that  the  Federal  Reserve  Board  be  constituted  a  board  of 
governors  of  the  Federal  Reserve  System? 

Mr.  Szymczak.  I  think  that  is  very  sound.  I  think  the  suggestion 
is  a  very  good  one. 

Senator  Glass.  We  are  very  much  obliged  to  you,  sir. 

(The  witness  withdrew  from  the  committee  table.) 

Senator  Glass.  Is  there  any  other  banker  here  from  Texas  who 
desires  to  be  heard?     (No  response.) 

Senator  Couzens.  I  move  that  the  hearings  be  closed. 

Senator  Glass  (after  conferring  with  members  of  the  subcom- 
mittee). The  committee  has  determined  to  close  the  hearings,  there 
being  nobody  representing  groups  of  people  who  seem  to  desire  to  be 
heard.  So  that  we  will  close  the  hearings  for  the  present,  and  I 
think  finally. 

Mr.  Czerwonky.  Senator  Glass,  would  you  like  to  hear  from  an 
engineer?  I  have  some  information  here  that  is  vital  on  this  bill, 
and  I  want  to  have  an  opportunity  to  put  it  into  the  record  or  present 
it  before  the  committee. 

Senator  Glasb.  You  may  present  it  for  the  record,  and  if  the  com- 
mittee deems  it  of  the  same  importance  you  think  it  is,  it  will  agree  to 
put  it  in  the  record. 

Mr.  Czerwonky.  I  would  surely  appreciate  it.  It  would  take 
about  half  an  hour.  I  think  it  would  change  the  opinion  of  some  of 
the  members  of  the  committee.  This  is  an  engineering  and  scientific 
approach  to  the  problem. 
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Senator  Glass.  It  would  have  -to  be  very  scientific  and  varr 
superior  engineering  to  change  the  minds  of  any  of  the  members. 

Senator  Couzens.  I  move,  Mr.  Chairman,  that  his  brief  be  plied 
in  the  record. 

Senator  Glass.  Without  objection,  if,  after  examining  the  brief,* 
determine  it  ought  to  go  in  the  record,  we  will  place  it  there. 

The  committee  will  go  into  executive  session  at  this  time. 

(Whereupon,  at  3:05  p.  m.,  the  hearings  were  concluded  and  tb 
subcommittee  went  into  executive  session.) 


Answer  to  the  questions:   (3)   Does  the  banking  bill  of  1935,  with 

that  have  been  proposed,  remedy  the  defects  in  our  present  money  rules,  ml 
(4)  How  can  this  banking  bill  be  strengthened  and  made  more  effective. 

The  object  in  the  first  stage  of  this  treatise  was  to  explain  why  changes  in  our 
money  rules  were  necessary.  The  last  part,  answer  to  questions  3  and  4,  ran 
center  the  attack  on  the  best  methods  (technique)  which  might  be  utilised. 

There  was  no  thought  in  the  presentation  of  the  preceding  or  Bubteqmt 
material  to  publicly  express  opinions,  but  to  give  those  who  are  interested  ii 
economics  and  economic  liberty  a  factual  analysis  of  why  our  economic  ivitm 
breaks  down,  and  why  it  will  continue  to  break  down  until  certain  changes  tit 
made  in  our  money  rules.  There  was  no  intention  to  attack  the  "new  desL" 
The  President  has  all  along  indicated  his  receptiveness  to  constructive  criticism. 

My  special  purpose  in  appearing  before  your  committee  is  to  offer  an  amend- 
ment to  the  banking  bill  which  I  believe  will  materially  strengthen  it,  add  some- 
thing constructive  to  it.  Before  stating  the  amendment,  copies  of  which  I  wfll 
later  give  each  of  you,  I  would  like  to  refresh  your  minds  on  the  mechanics  of 
the  bill  as  it  appears  at  present. 

There  is  provision  therein  which  permits  the  Board  to  alter  the  reserve  re- 
quirements or  reserve  ratio.  The  authority  to  increase  the  reserve  requirement* 
is  intended  to  prevent  an  expansion  of  bank  credit  which  would  be  injurious  to 
those  members  of  society  who  receive  fixed  return  on  investments  (owners  of 
bonds,  mortgages,  etc.)  or  fixed  incomes.  As  Governor  Eccles  has  mentioned 
before  this  committee,  the  member  banks,  with  the  reserves  that  they  now  hsve. 
could  expand  credit  by  approximately  20  billions  of  dollars  if  there  existed  » 
demand  by  industry  or  individuals  for  loans,  and  provided  the  bankers  wen 
willing  to  make  the  loans.  The  discretionary  power,  therefore,  to  incnast 
reserve  requirements  is  well  taken  under  present  conditions. 

There  exists  power  in  the  Banking  Act  should  it  later  become  necessary,  for 
the  Board  to  likewise  decrease  the  reserve  requirements  below  what  they  air 
today  should  this  be  justified.  There  always  exists  then  within  the  power  of  lb; 
Board  to  permit  an  expansion  of  bank  credit,  providing  a  combination  of  necessity 
of  loans  (necessity  of  expansion)  within  the  Nation  and  a  demand  bv  entre- 
preneurs or  individuals  for  loans  exists.  These  conditions  provide  for  a  solution 
of  one-half  of  the  problem. 

Should,  however,  there  exist  a  need  for  expansion  of  the  flow  of  dollars  within 
the  Nation,  a  need  to  ease  the  market  as  economists  might  say,  but  no  demand  for 
increased  loans,  then  the  Reserve  Board  is  empowered  to  resort  to  open -mart  et 
operations,  buying  United  States  bonds  from  member  banks  and  exchange 
then- with  dollars  in  currency  or  credits  subject  to  check.  The  member  bank  would 
then  have  its  reserves  increased,  enabling  it  to  make  new  loans  to  others.  Tfcf 
resorting  of  the  Reserve  Board  to  the  purchase  of  United  States  Government 
bomls  does  not,  however,  provide  any  positive  assurance  that  the  new  dollars  or 
bank  credits  will  be  put  to  work  (loaned  to  others),  that  they  will  be  spent  for 
goods  or  services  on  wants  which  otherwise  would  go  unsatisfied.     If  banks  canuoi 

>  The  writer  Is  a  memhei  nf  the  engineering  profession  with  more  than  10  years  of  practical  expervvt  £ 
rndnvniu-f.  suits,  and  ailierUslnp.  fi>i  year-  acting  ns  twhnicsl  advisor  (sales  engineer)  on  the  pn<«K^ 

nl  [iri  ni -lei;-  itnniii'h  Lilmr  -iv oi|ii:imn>:ji.     I'oi  2  years  lie  wsuon  tiielncultyoi  the  University  of  n  I"- > 

-in.  in;,..".-!'  cf  en^Liieeriuy,  eilf j]sl:i:i  illvismn.  as  Lnsltuclcr  ir,  sialics  null  dynamics.      f."»r  aj>pro>- 

research  was  at  liovi'miiiiTiieipiTiM',  sin]  ;wn  a:  ins  imnnjmm.    The  approach 
was  dynamic  and  nat  sialic,  viewed  from  the  physical  concept  of  flows  and  chan 
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i*[  find  a  place  where  they  personally  believe  they  can  profitably  and  safely  invest 

.  a,  them,  even  at  lower  Interest  rates,  cannot  find  entrepreneurs  who  desire  to  use 
■  them  or  individuals  to  borrow  for  current  consumption  of  goods,  then  business 

hJ  Instability  will  set  in.  The  net  result  of  open-market  operations  is  to  influence 
an  increase  In  demand  for  goods,  not  assure  increased  demand. 

»;        As  you  gentlemen  well  realise,  there  is  a  distinct  difference  between  trying  to 

~„    Influence  the  attainment  of  an  increased  flow  of  dollars  for  goods,  and  taking 

~™    conscious  measures  to  see  that  increased  flow  takes  place;  the  latter  can  be  ae- 

-^    aompHfhed  without  price  inflation. 

3£  With  the  new  powers,  controls  available  in  this  legislative  act,  it  is  impossible  to 
maintain  business  stability.  This  bill  within  itself  lacks  the  definite,  drastic 
double-edged  means  of  action  to  control  the  situation.  The  method  of  per- 
formance is  weak.  The  apologetic  statement  "so  far  as  suoh  purposes  may  be 
accomplished  by  monetary  and  credit  policy"  is  well  taken.  The  controls 
authorized  herein  must  be  supplemented  by  another  instrument,  outside  this 

"  measure,  governmental  works  projects  financed  by  bank  credit  expansion. 
Budget  deficits  balanced  by  governmental  borrowings;  the  Government  under- 

E  going  an  interest-bearing  obligation  to  the  commercial  banking  system  of  the 
Nation-     The  latter  is  the  direct  means  for  reinforcing  the  flow  of  dollars. 

A  direct  method  of  expansion,  or  direct  method  of  inducement  to  create  expan- 
sion of  credit,  should  be  incorporated  in  this  banking  bill;  a  method  which  is 

..  not  made  inoperative  by  failure  of  Congress  to  approve  governmental  Budget 
deficits;  a  method  which  would  for  one  thing  result  in  a  positive  impetus  by 
entrepreneurs  for  credit  when  the  expansion  is  necessary  to  maintain  business 
■lability;  a  direct  method  which  would  work  hardship  on  no  groups  or  individ- 
uals in  society,  which  would  result  in  cooperation  by  all  parties  concerned — 
generated  through  the  motive  of  gain.  With  this  added  feature  in  the  banking 
bill  there  need  not  ever  be  another  general  business  depression. 

The  maintenance  of  the  flow  of  dollars  and  adjusting  it  when  necessary  is  the 
vitalizing  factor  which  keeps  the  wheels  of  industry  turning — the  water  which 
motivates  the  turbine  wheels — and  the  method  of  accomplishing  this  must  be 
positive.  Failure  to  adjust  and  maintain  the  flow  accounts  for  our  economic 
system  getting  the  way  it  has,  out  of  order. 

~  Section  2  of  the  banking  bill  as  now  'drawn  has  some  constructive  proposals, 
such  as  powers  to  raise  or  lower  the  reserve  ratio ;  power  to  raise  or  lower  the  dis- 
count rates;  and  wider  eligibility  of  paper  for  discount,  bu  t  the  main  device, 
Open-market  operations,  is  not  an  effective  instrument  of  monetary  and  credit 
control.  Those  who  are  advocating  open-market  operations  as  the  instrument 
for  maintaining  industrial  stability  have  overlooked  the  importance  of  the  in- 

'     direct  method  of  ''capital"  formation  which  in  the  main  characterizes  our 

;     economy. 

A  recovery  which  shall  be  accompanied  by  continued  business  stability  cannot 

■  come  through  makeshift  tactics  or  devices.  The  tools  must  comply  with  sound 
scientific  principles. 

The  statement  of  Mr.  Aldrich  before  this  committee,  challenging  the  theory 

•;  that  under  conditions  which  have  existed  in  this  country  the  volume  of  bank 
credit  can  be  stimulated  by  open-market  operations,  substantiates  my  scientific 

-  contentions  of  the  inadequacy  of  these  working  tools.  He  (Mr.  Aldrich)  recalled 
that   between    March    1932   and    November   1933   the   Reserve   banks   bought 

fi    SI. 600,000,000  of  Government  obligations  in  open-market  operations,  and  that 

if  the  effect  in  the  beginning  was  to  relieve  strain  on  the  member  banks,  but  there 
iyas  no  proportionate  stimulation  of  the  growth  of  bank  credit,  one  of  the  pur- 

'_•  poses  of  the  operations. 

::        Let  me  cite  you  another  instance  as  recorded  in  Credit  Policies  of  the  Federal 

z~  Reserve  System,  page  221,  by  Dr.  Hardy.     "The  purchase  of  securities  by  the 

t;    Reserve   banks  has  somewhat  more  effect  on  the  volume  of  credit  than  have 

_•■  changes  in  the  rediscount  rate,  but  its  primary  incidence  is  on  the  rates  charged 
In  the  open  market.     It  does  not  produce  corresponding  changes  in  the  amount 

•  '    of  credit  taken  by  businessmen.     Reference  has  been  made  to  situation  in  1924. 

1  In  the  12  months  from  October  31,  1923,  to  October  31,  1924,  the  Reserve  banks 
increased  their  open-market  holdings  from  $296,000,000  to  $784,000,000,  yet 
during  that  time  the  total  of  Reserve  bank  credit  outstanding  decreased  by 
$130,000,000." 

Governor  Eccles  in  his  appearance  before  this  committee  flatly  said  he  did  not 
believe  the  stock  of  the  12  Federal  Reserve  banks  should  be  held  by  the  Govern- 
ment. He  pointed  out  that  the  powers  of  management  are  "the  important 
matter  rather  than  who  owns  the  bank."     I  concur  with  the  Governor  in  his 
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statement,  providing  the  powers  (instruments)  granted  to 
either  set-up  are  identical.  A  management  without  power  (the  proper  took' 
is  impotent,  no  matter  how  good  their  intentions  or  capabilities.  This  bill  u  it  i 
written,  with  amendments  suggested  or  requested  by  Governor  Kccles  has  nottk 
instruments  within  it  that  are  as  effective  as  if  ownership  resided  Id  the  Com- 
ment, but  by  properly  drawn  amendments  it  can  be  made  as  equally  effertm 
as  the  latter,  and  without  doing  injury  to  private  bankers  or  stockhcldsn. 
My  personal  belief  is  it  could  even  be  made  superior  in  performance  to  i  bcE 
as  it  is  now  drawn,  pending  in  the  committee,  with  Government  ownership  of  tbt 
12  Reserve  banks  as  its  objective.  This  amendment  I  now  offer  in  the  intern* 
of  the  public  and  of  the  banks  to  assure  effective  and  workable  banking  legisUu.it, 

AMENDMENT  TO  TITLE   3 

An  account  known  as  the  "business  stability  account"  shall  be  caused  tobt 
set  up  in  the  Federal  Reserve  System  ■  by  the  Federal  Reserve  Board,  and  be 
subject  to  control  by  this  Board.  (It  is  the  purpose  of  the  huninrnri  ntahiftr 
account  to  supplant  open-market  operations  as  the  instrument  for  maintainiM. 
business  stability  within  the  Nation.) 

To  the  business-stability  account  of  the  Federal  Reserve  System  shall  be  dined 
to  be  debited; 

(1)  Such  total  number  of  dollars  as  are  credited  by  member  banks  to  entre- 
preneurs as  a  result  of  negative  interest  rates  on  loans  when  these  rates  sn 
authorized  by  the  Board; 

(2)  Such  total  number  of  dollars  as  are  credited  to  member  banks  for  serviM 
rendered  on  loans  involving  negative  interest  rates  when  these  rates  are  authorial 
by  the  Board;  and 

(3)  Such  total  number  of  dollars  as  are  authorized  by  the  Reserve  Board  m 
grants  to  be  credited  to  the  account  of  the  Federal  Government. 

The  total  number  of  dollars  credited  to  the  Federal  Government  as  grants  d»4 
be  expended  with  minimum  delay  by  the  Treasury,  in  accordance  with  prevtotorr 
drawn  recommendations  by  Congress.  In  general  these  dollars  are  to  be  used  fat 
promoting  education,  scientific  research,  the  arts,  and  for  such  other  puttie 
projects  as  Congress  may  hereafter  specify. 

It  shall  be  the  duty  of  the  Federal  Reserve  Board  to  exercise  such  powen  m 
it  possesses  in  such  manner  as  to  maintain  business  stability  and  promote  full 
employment. 


"When  it  is  desired  to  ease  (increase  the  flow  of  dollars)  *  the  market, 

are  bought  and  the  discount  rate  is  lowered.  The  lowering  of  rediscount .. 
by  itself  would  give  some  incentive  to  banks  to  make  added  use  of  their  refit- 
count  facilities.  But  the  fresh  money  which  comes  into  the  reserves  of  member 
banks  on  account  of  the  open-market  purchases  makes  it  their  immediate  proWea 
to  find  uses  for  new  money  rather  than  to  increase  their  balances  by  rediseountng. 
Under  such  circumstances  the  practical  alternatives  are  either  to  buy  securitiM. 
to  increase  open-market  loans,  or  to  pay  off  rediscounts.  *  *  *.  In  the  eon- 
verse  case,  when  sales  of  United  States  securities  are  made  in  large  volume  the 
banks  lose  reserves.     They  cannot  sell  securities  except  to  one  another,  nor  cat 
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Amount  of  loan $1,000 

Length  of  term years..  12  . 

Rate  of  interest percent..  —3 

Annua)  payments  tendered $70 


Annual  periods 

Tendered 
payments 

-Spar-' 

Total 
principal 

piinriiml 

1 

3 

1 

«. 

i. 

•. 

7. 

ft- 

» 

10 

11 

moo 

TO  00 
70.00 
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TO  00 
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-006 
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07.00 

111!  25 
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so  so 

70. 04 

M.  06 
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moo 

617.  (It 

4«35 
360. 06 
279.26 
200.86 
124.80 
61.06 

8111.  S3 

1.000.00 

BOOKKEEPING    ENTRIES 


Example:  An  illustration  of  a  $1,000  loan  involving  an  annual  tendered  pay- 
ment by  entrepreneur  of  $70;  a  negative  interest  rate  of  3  percent;  a  service  charge 
of  member  bank  established  by  the  Board  of  $100:' 

Bookt  of  member  bank 
Debit: 

Notes  receivable  (note  given  by  entrepreneur) $816.  52 

Notes  receivably  (note  given  by  Federal  Reserve  Sys- 
tem)  _ 280.48 

Credit: 

Entrepreneur $1,000.  00 

Service  account  of  member  bank 100.00 

Bookt  of  Federal  Reserve  System 


Bookt  of  Federal  Reserve  System 


Bookt  of  Member  bank 
Debit:  Notes  receivable  (note  given  by  Federal  Reserve  Sys- 


le  established  by  the  Federal  Reserve  Board. 

... ._  ...  determlDtd  by  the  Federal  Reserve  Board,  tlldlng  M 

"""""  to  Illustrate  the  principle. 


u  decided  on  arbitrarily  In 


t  of  raWa.   The  *100 
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definition  or  "boond"  money 

A  "sound"  money  is  one  that  obeys  or  conforms  to  scientific  money  mla. 
Scientific  money  rules  depend  on  the  nature  of  the  economy.  We  have  in  the 
.United  States  a  profits  economy  with  "capital"  formation  in  the  main  indirect 
Scientific  money  rules  for  such  an  economy  are  not  identical  to  scientific  moner 
rules  in  a  profits  economy  wherein  everyone  is  a  producer,  owner  of  "capital  , 
and  marketer  of  goods. 

The  above  definition  declares  by  implication  that  a  money  which  by  combina- 
tion of  statute  and  rule  of  thumb  is  caused  or  permitted  to  expand  or  contract 
only  with  respect  to  the  total  of  any  specie  or  combination  of  specie  is  unsound 
money  for  a  profits  economy  wherein  "capital"  formation  in  the  main  is  indirect. 

DEFINITION  OF  INFLATION  AND  DEFLATION 

Deflation  and  inflation  arise  out  of  a  failure  of  a  nation  to  adhere  to  scientific 
money  rules.  Deflation  (in  a  profits  economy  wherein  the  formation  of  "capital" 
in  the  main  is  indirect)  is  the  phenomenon  resulting  from  the  failure  to  mail**!", 
or  adjust  to,  the  proper  minimum  flow  of  dollars. 

Inflation  (in  a  profits  economy  wherein  the  formation  of  "capital"  in  the  main 
is  indirect)  is  the  phenomenon  resulting  because  of  mating  adjustments  or 
maintaining  a  flow  of  dollars  that  are  excessive. 

s  physical  oonoopt  of  Hoiri  whan  tMsm 

The  prime  idea  of  negative  interest  rates  on  loans  made  to  industry  is  to  induce 
both  a  current  expansion  of  flow  of  dollars,  and  an  absorption  of  idle  man-power 
where  employment  will  be  sustained  in  the  community,  not  have  to  be  supported 
through  taxation.  If  dollars  are  spent  on  public-works  projects  the  workers 
directly  engaged  therein  lose  employment  when  the  projects  are  completed. 
This  is  not  true  when  workers  are  absorbed  by  industry. 

The  Board  should  be  given  authority  to  establish  the  interest  rates,  varying 
them  so  as  to  induce  action  by  entrepreneurs,  be  able  to  cope  with  economic 
conditions. 

Compensation  to  the  member  bank  for  their  services  could  be  established  at  a 
definite  interest  rate  (detailed  schedules  could  be  worked  out,  or  a  definite  per- 
centage of  the  face  of  the  loan  could  be  allowed  for  service,  these  charges  or  tie 
lump  sum  being  likewise  debited  to  the  bus  in  ess-stab  lility  account,  and  credited 
to  the  account  of  the  member  bank  originating  the  loan  to  industry.  The  entire 
matter  could  be  handled  in  a  very  businesslike  manner.  Observe  that  the  com- 
munity as  a  whole,  not  the  entrepreneur,  would  bear  the  service  charge  as  well  as 
the  dollars  accruing  to  entrepreneurs  because  of  negative  interest  rates.  This 
would  not,  however,  represent  a  sacrifice  on  the  part  of  the  members  of  the  com- 
munity, maximum  goods  flow  otherwise  not  generated. 

The  loans  at  negative  interest  rates  would  not  be  granted  for  refunding  present 
indebtedness  by  industry,  but  to  brizig  into  existence  an  increased  flow  of  goods, 
or  the  maintenance  or  expansion  of  industrial  facilities.  These  loans  would  not 
be  permitted  excepting  for  purposes  of  "capital"  formation  as  previously  defined, 
and  for  fixed  investment  in  goods  in  process.  This  eliminates  such  loans  to  in- 
dividuals for  purchasing  either  durable  consumers'  goods— homes,  automobiles, 
radios,  apartment  buildings,  etc.— or  such  loans  for  more  perishable  consumers' 
goods  as  food,  clothing,  etc.  The  board,  under  these  conditions,  should  be  per- 
mitted to  establish  such  rules  as  would  assure  the  loans  being  properly  employed. 

It  is  very  likely  that  if  the  Board  were  addressing  the  problem  with  eimulet* 
current  data  on  the  (low  of  finished  consumers'  goods  and  of  dollars  from  weak  tt> 
week,  or  month  to  mouth,  that  the  total  of  grants  to  industry  during  a  period  ol 
a  year  would  be  a  ridiculously  small  Amount  after  our  economic  system  was  again 
functioning  near  capacity.  Regurdless  of  the  amount,  society  would  be  the 
gainer  because  we  would  be  running  at  capacity  instead  of  having  idle  workers 
ami  idle  plants. 

Under  present  conditions  this  method  would  be  a  very  much  more  effective 
tool  to  get  the  unemployed  back  in  Uu-ir  normal  pursuits  in  industry  than  public 
works  projects.  If  tliis  method  were  introduced  now,  the  negative  interest  rate 
could  lie  set  very  high,  possibly  —6  percent,  and  then  gradually  reduced  as  busi- 
ness got  into  full  swing. 

Here,  gentlemen,  is  a  positive  practical  stimulant  to  employers  (entrepreneurs! 
to  provide  steady  work,  and  not  an  appeal  to  patriotism.     Here  ii 
viding  real  social  security,  scientifically  sound. 
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The  granting  of  negative  interest  rates  in  loans  to  industry  in  order  to  induce 
entrepreneurs  to  increase  the  flow  of  goods,  compensating  for  the  difference 
between  the  total  dollars  loaned  and  those  eventually  to  be  repaid  by  debiting 
the  business-stability  account,  or  making  grants  to  the  Government  to  spend  as 
Congress  shall  decree,  likewise  debiting  the  aforementioned  account,  are  not 
Utopian  panaceas.  They  are  practical  measures  to  positively  deal  with  a  situa- 
tion in  a  pecuniary  system  wherein  profits  are  the  motivating  factor,  and  where 
"capital"  formation  in  the  main  is  indirect.  Failure  to  make  adjustments  as 
suggested  herein  will  otherwise  necessitate  periodic  writing-off  of  losses  by  in- 
dustry, with  consequent  confiscation  of  property  of  savers  (investors,  endowments 
of  our  educational  and  charitable  institutions;  untold  suffering  to  individuals 
through  unemployment,  etc.)  in  order  to  balance  the  bookkeeping  system  of 
the  Nation. 

The  question  will  undoubtedly  be  asked,  "For  what  purposes  are  the  member 
bank  service  charges?"  It  should  be  made  clear  that  the  establishing  by  the 
Reserve  Board  of  negative  interest  rates  on  loans  in  no  way  changes  the  procedure 
which  would  be  followed  by  entrepreneurs  in  making  loans.  The  individual 
banker  in  the  community  would  continue  to  pass  judgment  on  whether  a  loan 
should  or  should  not  be  made.  They  would  be  held  responsible  to  aee  to  it  that 
the  entrepreneur  repays  his  obligations  to  the  banking  system.  For  this  responsi- 
bility, and  the  bookkeeping  and  check  handling  expenses  which  would  be  incurred, 
the  service  charge  is  intended. 

It  is  not  the  intention  that  the  Federal  Reserve  banks  shall  make  loans  directly 
to  industry  to  engage  in  banking  functions.  The  functions  of  Reserve  banks  and 
the  Board'  are  only  that  of  monetary  policy,  maintaining  business  stability  and 
using  their  offices  to  gain  full  employment  of  the  people  within  the  Nation. 

The  physical  purposes  for  which  the  loans  would  be  utilized,  outside  of  the  fact 
that  thev  must  be  for  "capital"  purposes  and  goods  in  process,  are  of  no  concern 
to  the  Board.  From  this  it  is  apparent  that  industry  would  have  nothing  to 
fear,  that  entrepreneurs  would  be  dealing  with  their  local  banker,  and  not  with 
anv  one  person  or  group  who  had  visions  of  a  planned  economy.  Elimination  of 
political  domination  would  also  be  maintained. 

Observe  the  difference  to  the  member  banks  in  using  the  business-stability 
account  to  ease  the  market  instead  of  open-market  operations.  First,  the  mem- 
ber banks  would  not  be  forced  to  part  with  some  of  the  their  income-earning 
property  (assets),  their  revenue  would  be  sustained.  Better  still,  they  would  be 
assured  increased  earnings.  There  is  no  class  economics  in  this  proposal  or 
amendment.  It  is  consistent  with  the  American  method  of  doing  things,  the 
ideal  of  fairness.  A  society  as  a  whole  working  through  science  and  the  scientific 
professions  is  enabled  to  enjoy  an  increased  consumption  of  goods  (increased 
now  of  consumers'  goods  has  been  generated  and  is  ready  for  consumption)  then 
the  private  bankers  and  their  stockholders  also  benefit  and  share  in  the  prosperity. 
They  are  not  singled  out  as  a  group  through  open-market  operations  and  punished 
by  having  their  income  or  goods  consuming  ability  curtailed.  Second,  the  new 
loans  would  be  made  under  more  favorable  conditions  for  the  bank,  the  risk 
would  be  less  because  the  entrepreneur  would  he  obligated  to  repay  less  to  the 
banker  than  he  had  borrowed.  Third,  if  entrepreneurs  could  not  be  induced 
under  any  conditions  to  make  additional  loans,  or  provided  the  Board  believed 
the  funds  could  be  more  sensibly  utilized  by  the  community  in  making  grants  to 
the  Government  for  encouraging  science,  the  arts  (general  unemployment  had 
been  overcome),  then  the  adjustments  could  stilt  be  made  and  business  stability 
positively  assured.  This  would  protect  the  investment  portfolio  of  the  banks. 
Fourth,  we  could  positively  fulfill  our  responsibility  as  a  creditor  Nation,  and 
some  of  the  assets  which  are  now  owned  by  banks,  which  are  practically  worthless, 
foreign  government  bonds  and  private  foreign  issues,  would  regain  their  income- 
earning  capacity,  rewarding  the  community  and  the  officers  and  stockholders  of 

An  additional  advantage  in  the  establishment  and  the  utilization  of  the  business- 
stability  account  rather  than  open-market  operations  in  order  to  maintain  business 
stability  is  that  this  would  disarm  all  those  critics  of  the  control  of  the  flow  of 
money  whose  objections  are  that  this  bill  (1)  opens  the  way  to  the  political  seizure 
of  the  assets  of  the  Nation,  what  is  meant  is  the  seizure  of  the  income-earning 
assets  of  the  member  banks  (United  States  bonds),  and  (2)  those  from  whom 
emanate  the  fear  talks  of  governmental  insolvency  made  possible  by  "turning 
debt  into  money  through  the  means  of  a  political  bank.* 
•  Rata  to  bs  uUbliibsd  by  the  Fader*)  Rewie  Board. 
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It  would  seem  to  me  to  be  in  the  best  interests  of  society  both  from  a  practici! 
point  of  view,  and  public  honesty  to  protect  the  private  member  banks  in  tb» 
event  that  a  positive  interest  rate  leBS  than  what  was  adequate  '  to  meet  expense* 
and  allow  a  "fair"  profit  to  the  owners  and  managers  of  private  banks  w» 
necessary  in  order  to  induce  entrepreneurs  to  make  loans  at  a  given  period  of  time. 

Example:  Let  us  assume  that  it  was  necessary  that  the  member  banks  resJue 
at  least  2%  percent  interest  on  new  loans  which  were  extended  in  order  to  meet 
running  expenses,  and  be  protected  against  the  risk  they  were  taking,  but  that* 
2  percent  positive  interest  rate  was  necessary  to  induce  entrepreneurs  to  nub 
loans  at  the  given  time,  and  decreed  by  the  Reserve  Board. 

It  is  herein  suggested  then  that  in  fairness  to  the  member  banks  that  the 
difference  of  one-half  percent  in  interest  be  made  up  by  the  Reserve  banks  ujwb 
authorization  of  the  Reserve  Board,  debiting  the  business-stability  account,  sad 
crediting  the  member  bank.  (The  member  bank  would  thereupon  receive  a  note 
from  the  Reserve  bank.  The  face  of  the  note  would  be  the  amount  of  the  interest 
charge  in  dollars,  and  this  would  be  gradually  liquidated  bv  the  Reserve  bank  by 
extending  credit  for  the  amount  of  interest  as  it  became  due  from  year  to  year. 
These  credits,  what  ever  the  amount  in  dollars,  would  extend  over  the  period  of 
the  loan  made  to  the  entrepreneur.) 

It  must  be  remembered  that  timing  of  the  additions  in  the  flow  of  dollars  is  of 
foremost  importance,  and  nothing  must  be  permitted  to  stand  in  the  way  of 
performance,  nothing  which  might  preclude  the  adjustment  in  the  flow  of  dollira 
from  either  the  viewpoint  of  the  private  banker  or  the  entrepreneur.  The  interest 
rate  is  of  secondary  importance  to  the  economy  as  a  whole.  The  major  thing  n 
the  adjustment  in  the  flow  of  dollars  at  the  time  and  in  the  amount  needed  to 
maintain  business  stability. 

With  a  profits  economy  functioning  under  scientific  money  rules  the  risk  of 
the  private  banker  would  be  minimized,  but  a  certain  margin  for  protection 
against  bad  judgment  is  necessary  as  well  aa  for  covering  bookkeeping,  check 
handling,  and  return  on  investment.  If  these  charges  are  not  met  in  one  manner 
they  must  be  met  in  another,  or  else  result  in  an  ill-managed  business  enterprise. 
The  latter  cannot  be  tolerated  in  so  vital  an  institution  in  our  economic  life. 

I  cannot  concur  with  the  statement  made  by  Owen  D.  Young  in  his  testimony 
before  this  committee  when  he  said,  "everything  which  can  be  done  by  the 
Federal  Reserve  System  to  relieve  the  depression  either  has  been  done  or  is  now 
being  done. "  If  he  had  said  that  everything  within  the  limited  imagination  and 
understanding  of  the  leaders  of  industry  and  finance,  and  within  the  powers  of 
the  officers  of  the  Reserve  System  then  I  would  agree  with  him. 

The  powers  now  sought  by  Governor  F.ccles  should  not,  and  I  believe  are  ui>t 
only  intended  to  prevent  another  credit  runaway,  but  for  purposes  of  rapidlt 
regaining  prosperity.  Unfortunately  the  instruments  for  effecting  recovery  in 
the  banking  bill  are  weak  and  inadequate;  especially  so  now. 

The  Reserve  Board  if  equipped  with  the  proper  tools  (suggested  in  the  amend- 
ment) can  make  it  so  attractive  to  business  men  (entrepreneurs)  by  the  use  of  the 
business- a  lability  account  (negative  interest  rates)  that  they  will  borrow.  Tac- 
tics'can  be  employed  which  will  remove  any  hesitancy,  or  apprehension  on  the 
part  of  entrepreneurs  to  go  into  debt  to  put  the  unemployed  back  to  work,  and 
take  up  some  of  the  vast  reserves  which  the  banks  are  anxious  to  lend.  The 
motive  would  be  gain. 

A  great  emergency  exists  today  and  title  2  with  revisions  as  I  have  suggested 
should  be  passed  without  fail  in  this  session  of  Congress.  It  will  not  retard,  hut 
to  the  contrary,  speed  recovery.  It  is  a  constructive  plan  for  progress  and 
stimulation  of  borrowing  from  our  commercial  banking  institutions,  by  a  group 
of  borrowers  with  whom  the  member  banks  are  accustomed  to  do  business  frm 
entrance  into  real  estate  or  mortgage  loans  wherein  officers  of  banks  lack  business 
experience). 

If  the  suggestions  proposed  in  my  amendment  to  the  hanking  bill  are  under- 
stood then  open-market  operations  would  he  completely  abandoned  as  an  instru- 
ment of  monetary  control.  The  authority  over  reserve  requirements  would  he 
used  only  to  permit  a  -eietitifie  adjust merit  arid  ;i  i-nrli  in  the  flow  of  dollars;  it  is 
very  likely  that  member  bunks  would  maintain  their  minimum  legal  reserve. 
The  broadening  of  the  eligibility  of  [.ttper  Tor  rediscount  would  lx?  intended  only 
to  protect,  uaainst  runs  on  the  hanking  institutions,  purely  for  emergency  pur- 
poses to  protect  against  the  accumulation  of  dollars  by  individuals  thmueli 
fright,  etc.,  at  any  rate  not  as  the  instrument  to  encourgac  mem  her  bank  l>orrow- 
ing.     The  rediscount   rate  would  be  high  to  discourage  rediscount ing  eMTi>;i:.|! 

•  list*  lo  be  established  by  the  Friend  Reserve  Board. 
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for  emergencies.  The  lowering  of  reserve  requirements  would  permit  the  adjust- 
ment in  dollars  as  mentioned  previously.  The  business-stability  account  coordi- 
nated with  interest  rate  charged  by  member  banks  on  loans  would  be  the  real 
tool  for  securing  adjustment  of  the  flow  of  dollars  to  maintain  business  stability; 
compensate  for  the  action  of  indirect  "capital"  formation  by  saving  within  the 
community;  for  accumulations  of  dollars  by  individuals  through  habit  or  fright; 
for  the  increased  flow  of  goods  or  services  necessary  to  perform  our  function  as 
a  creditor  Nation,  a  double-edged  instrument.  As  long  as  general  unemploy- 
ment was  with  us  the  attack  would  be  through  inducement  of  loans  to  industry 


structure  of  the  Nation.  We  do  not  have  to  call  upon  social  justice  and  morality 
to  solve  our  economic  problem  but  simply  obey  physical  laws  and  combining 
this  with  common  sense.  These  are  days  of  grave  doubts  and  confusion  because 
those  who  ore  controlling  our  economic  policies  do  not  understand  fundamentals, 
fundamentals  in  economics  as  applied  to  our  present  pecuniary  arrangements 
within  the  .Nation.  Instead  of  business  men  "fighting  as  Gen.  Hugh  Johnson 
recently  implored  them  to,  they  should  first  think  cleanly  in  terms  of  fundamentals 
and  then  act.  Then  a  sound  prosperity,  in  keeping  with  our  democratic  princi- 
ples, will  be  attained. 

Now  the  question  will  be  asked,  maybe  it  has  not  yet  risen  in  your  mind. 
How  will  the  credit  on  the  books  of  the  member  banks,  which  is  the  counterpart 
and  which  has  been  originated  by  debiting  the  business-stability  account  of  the 
Federal  Reserve  System,  be  repaid  (retired  or  cleared  from  the  books  of  the 
member  banks)? 

Here  again  it  is  necessary  to  remember  the  physical  concept  of  flows.  The 
new  dollars  were  originated  in  order  to  adjust  for  the  increased  flow  of  finished 
consumers'  good  brought  about  through  indirect  "capital"  formation.  As  long 
as  this  flow  is  maintained  there  is  no  physical  need  for  retiring  the  credit  {the 
dollars)  nor  can  the  specific  credit  be  retired  excepting  if  it  is  immediately  re- 
created in  a  loan  to  someone  else  within  the  community.  To  violate  this  principle 
would  result  in  injury  to  entrepreneurs  in  general. 

Now  there  are  sound  reasons  why  expansion  of  dollars  justified  within  a  nation, 
and  effected  by  crediting  dollars  to  the  account  of  individuals,  corporations, 
cities,  or  States  should  be  repaid  to  the  economic  system  as  a  whole,  or  remain 
as  a  debt  to  the  banking  system,  but  inasmuch  as  the  whole  community,  bankers, 
bondholders,  stockholders,  wage  earners,  salary  workers  originally  benefited 
through  the  expansion  (or  new  credit  emission)  there  is  no  social  justification 
for  taxing  the  entire  community  for  the  dollars  debited  to  the  business-stability 
account  so  that  they  may  be  reloaned  to  a  private  individual  for  use. 

The  answer  to  the  question  then  is,  That  as  long  as  the  flow  of  goods  is  main- 
tained the  credit  will  rmain  open  (this  will  not  interfere  with  the  individual  mem- 
ber banks  balancing  their  books),  as  will  the  debit  in  the  business-stability 
account  of  the  Federal  Reserve  System. 

The  matter  of  maintaining  an  unbalanced  budget,  when  it  is  necessary  to 
maintain  business  stability,  and  meeting  the  deficit  by  borrowings  from  the 
commercial  banking  system  which  it  is  as  mechanically  correct  as  grants,  made 
from  a  business-stability  account  to  entrepreneurs  through  negative  interest 
rates  or  to  the  Government,  is  psychologically  wrong.  It  is  negative  to  the 
entrepreneur.  He  hesitates  to  use  savings  offered  him  for  use,  because  he 
envisions  Government  borrowing  as  requiring  future  taxation,  which  in  turn 
might  seriously  jeopardize  his  employing  the  savings  profitably. 

It  should  be  clearly  understood  that  in  making  the  adjustments  in  the  flow  of 
dollars  the  Federal  Reserve  Board  is  not  engaged  in  fixing  the  prices  of  commodi- 
ties. The  selection  of,  and  the  price  of  goods  would  still  be  a  matter  of  indi- 
vidual bargaining  hetween  the  entrepreneur  and  the  individual.  The  Board 
would  just  be  making  adjustments  which  were  necessary  because  of  the  changes 
in  our  economic  structure,  such  adjustments  which  were  necessary  to  maintain 
the  proper  relationship  between  the  parts  (between  the  (low  of  goods  and  the 
flow  of  dollars)  to  assure  security  of  property  and  individual  opportunity.  In 
this  everyone  would  be  the  gainer.  The  development  of  financial  institutions 
as  investment  banks,  life-insurance  companies,  investment  trusts,  etc.,  have 
modified  our  economic  system  over  that  of  our  earlier  or  more  primitive  period. 

It  will  be  observed  that  in  the  adoption  of  the  amendment  we  have  within 
the  hands  of  the  Board  a  positive  double-edged  instrument  for  maintaining 
business  stability.  If  entrepreneurs  do  not  desire  loans  our  system  can  still  be 
kept  in  balance. 
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There  are  some  who  would  possibly  oppose  the  method  of  making  grants  to  the 
Federal  Government,  claiming  that  it  would  be  so  easy  to  pay  debts.     We  woiild 

not  be  using  the  central  bank  credit  to  finance  the  Public  Treasury.  I  would  remind 
the  Senators  that  this  action  is  only  intended  to  compensate  the  action  of  thrift 
The  latter  being  a  process  of  individual  self-denial,  the  additions  would  be  limits! 

In  making  the  grants  from  the  business-stability  account  for  education, 
science,  arts,  etc.,  we  are  not  fostering  the  theory  that  the  people  should  look  to 
the  Government  for  support.  The  grants  have  to  be  made  for  a  purpose  which 
benefits  the  whole  Nation,  not  a  class,  and  where  they  will  do  the  most  good,  cjn> 
vitality,  and  stimulate  progress  in  a  democratic  nation.  I  believe  that  govern- 
mental support  and  encouragement  of  scientific  labors,  free  from  political  con- 
trol, would  repay  the  Nation  many  times  over. 

In  conclusion,  in  regard  to  the  grants  to  the  Federal  Government,  let  DM  «aj 
that  it  would  be  false  to  state  that  in  the  neutralising  introductions  of  ruonfj 
which  are  made  to  maintain  business  stability  that  because  they  axe  devoted  to 
socially  desirable  ends  we  are  gliding  into  acceptance  of  the  theory  that  when  the 
Government  wants  money  it  is  not  necessary  to  go  out  and  borrow  it,  or  raise  it 
by  taxation,  but  that  it  ia  only  necessary  to  telephone  the  Bureau  of  Printing  and 
Engraving  to  send  up  another  truck  load  of  money. 

What  we  are  embracing  is  the  recognition  of  the  fact  that  most  of  the  economist 
we  have  been  taught  and  which  has  been  guiding  our  industrial  leaders  and  legu- 
latore  has  been  static  in  concept;  that  the  theorizing  did  not  embrace  the  pecuniar 

firofit-secking  economy  existing  today,  wherein  in  the  main  indirect  capital 
ormation  predominates;  that  the  classical  economics  while  it  provided  enter- 
tainment; mental  exercise,  was  but  a  diversion  into  a  land  of  make-believe,  not 
realistic;  further  that  it  is  urgent  that  we  protect  ourselves  and  not  subject  our- 
selves to  pummeling  just  to  prove  we  can  take  it;  further  that  if  we  continue 
artificial  production  control  we  are  frustrating  science  and  the  possibility  of  at- 
taining the  higher  standard  of  living  which  science  can  provide,  yet  if  we  eliminate 
production  control  with  our  present  unscientific  monetary  rules  we  will  again  b» 
fighting  between  ourselves  in  the  dark,  which  will  lead  inevitably  to  despair, 
finally,  that  our  trouble  does  not  arise  fundamentally  through  error  or  misjudg- 
ment  on  the  part  of  managers  of  the  banking  system,  but  a  failure  to  know  the 
money  rules,  have  the  instruments  to  carry  them  out,  and  use  them,  all  of  which 
cannot  be  righted  by  firing  the  present  managers. 

The  business-stability  account  is  a  recognition  of  the  fact  that  we  are  in  an 
economic  system  wherein  "capital"  formation  in  the  main  is  indirect,  a  recogni- 
tion that  investors  will  only  be  rewarded  provided  the  entrepreneurs  can  dispose 
of  the  goods  in  general  offered  for  sale  and  recover  money  costs;  a  recognition  of 
the  fact  "capital"  formation  is  induced  by  the  entrepreneur  only  if  he  believe* 
he  can  use  the  dollars  profitably  which  are  offered  to  him. 

Gentlemen,  in  effecting  the  change  in  the  banking  system  which  is  recommended 
in  this  amendment  we  arc  not  destroying  or  modifying  democracy.  Rather,  *e 
are  just  adjusting  the  functioning  of  our  money  system  to  the  complex  Industrial 
organization  (indirect  "capital"  formation],  which  did  not  exist  in  the  simple 
life  of  an  earlier  day.  There  is  no  need  to  alter  the  fundamental  form  of  oar 
society,.  There  is  a  great  difference  between  putting  in  8  hours  at  work  and  douii 
8  hours  of  work  as  anyone  versed  in  industrial  activity  can  attest  to  from  per- 
sonal observation  and  experience.  It  seems  a  personal  incentive  of  gain  is  Denied 
In  bring  out  initiative  and  ambition  in  individuals.  It  is  then  "gain"  which  if 
the  mainspring.  And  even  then,  only  comparatively  few  are  capable  of  planning 
their  own  work  to  good  effect.  This  requires  an  expert  knowledge  in  production 
methods,  organization  ability,  and  marketing  for  which  entrepreneurs  are  paid. 

It  is  this  mainspring  (gain),  which  this  amendment  protects. 

By  effecting  the  adjustment  recommended  herein  the  paralyzed  state  of  the 
market  for  new  bond  ami  stock  issues  will  be  remedied  because  those  receiving 
income  in  excess  of  what  they  need  for  their  own  gratification  will  be  induced  i» 
invest  their  dollars  (the  profit  motive  will  be  the  inducement),  ami  entrepreneurs 
will  Ih'  induced  to  use  these  dollars  for  "capital"  formation.  Uv  these  meti.ixii 
the  heavy  industries  will  receive  the  needed  impetus  for  revival." 

As  long  as  we  have  an  unsound  money  system  (one  which  docs  not  oU'y  M-ir> 
tific  money  rules)  all  the  liencfits  arising  out  of  regulation  of  securities  will  !■•  !•■' 
nought  tut  least  lessened)  because  under  those  conditions  the  most  ItuncMl'- 
finauced  industries  cannot,  be  assured  to  give  u  reasonable  return  to  the  investi'it 
public.  Further,  even  should  we  succeed  in  restoring  prosperity  it  ran  nut  it 
maintained,  made  permanent. 
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'  The  proposed  amendment  represents  the  simplest  and  easiest  method  of  meet- 
ing the  new  conditions  and  of  eliminating  the  check  (leash)  on  production.  If 
industry  were  to  have  but  this  one  objective  in  its  platform,  striving  for  it  un- 
relentlessly  with  all  the  energy  it  Is  dissipating  on  trying  to  counteract  conse- 
quences arising  from  this  abuse  it  would  quickly  enjoy  the  prosperity,  freedom  of 
action,  which  have  been  realized  but  in  rare  intervals.  If  these  leaders  of  industry 
will  but  think  this  problem  through,  instead  of  engaging  in  but  wishful  thinking 
or  the  establishing  of  production  rules  which  science  and  human  inventiveness 
will  quickly  wreck,  thev  will  put  an  end  to  our  economic  paralysis. 

This  is  not  an  "easy*'  money  doctrine,  but  a  positive  instrument  to  guarantee 
■gainst  a  repetition  of  the  disaster  which  took  place  in  1929.  I  believe  that  the 
amendment  is  conservative  in  the  sense  that  it  is  practical,  and  that  it  is  liberal 
in  the  sense  that  we  are  no  longer  living  in  an  era  (economy)  wherein  everyone 
owns  his  own  "capital",  produces,  and  markets  his  product,  and  we  are  meeting 
todays  problems  on  theorizing  and  methods  adjusted  to  the  practical  facts  of 
today. 

Our  economic  and  social  security  is  dependent  on  sustaining  (freeing)  our  pro- 
ductive machine  and  these  measures  provide  the  simple  instruments  for  accom- 
plishing that  end.  This  amendment  prevents  the  exploitation  of  legitimate  busi- 
ness, the  savers,  and  the  workers  in  industry.  This  it  is  the  right  and  duty  of 
Government  to  adopt.  These  measures  remove  the  artificial  brakes  upon  indi- 
vidual initiative  and  enterprise  through  which  alone  private  employment  can  be 
expanded.  It  would  then  be  possible  to  discontinue  those  temporary  measures 
as  the  National  Recovery  Administration  and  Agriculture  Adjustment  Admin- 
istration, and  grant  the  fullest  practicable  freedom  for  the  individual  to  conduct 
his  business  without  interference  by  the  Federal  Government. 

I  maintain  that  by  reason  of  failure  of  Congress  to  exercise  its  constitutional 
right,  which  is  mainly  due  to  the  Ignorance  of  its  members  in  dynamic  economics — 
the  physical  Implications  of  indirect  "capital"  formation  in  a  profits  economy — 
the  constitutional  right  of  citizens  as  guaranteed  by  the  amendment  to  the  Con- 
stitution, article  7th,  is  being  and  has  been  constantly  violated.  This  article 
literally  interpreted  means  that  no  person  shall  be  deprived  of  life,  liberty,  or 
property  without  due  process  of  law.  When  a  Congress  fails  to  see  to  it  that  its 
money  system  obeys  scientific  money  rules  then  it  is  collaborating,  not  willfully, 
but  none  the  less,  in  confiscating  the  property  of  individuals  without  due  process 
of  law,  depriving  individuals  of  incomes  from  investments  which  property  through 
the  inactions  of  Congress  Is  made  worthless,  and  is  depriving  individuals  of  the 
opportunity  to  earn  a  livelihood  or  their  economic  liberty. 

We  have  had  a  depression  not  because  of  the  selfishness  of  man,  the  cussednesa 
of  industrial  leaders,  or  the  dishonesty  of  bankers.  The  way  to  recovery  is  not 
through  moral  regeneration.  We  must  not  look  at  this  problem  from  a  senti- 
mental viewpoint  because  that  will  hamper  our  vision.  Nor  have  labor-saving 
devices,  or  the  World  War,  or  tariffs  been  the  fundamental  cause  of  this  depres- 
sion as  some  people  would  like  to  have  us  believe.  We  are  undergoing  this  de- 
pression not  because  we  are  bankrupt  as  far  as  resources  are  concerned — man- 
power, plant,  technical  training,  and  raw  materials — but  because  we  have  money 
rules  which  are  scientifically  unsound.  They  will  pull  m  down  again  unless  they 
are  made  scientifically  sound.  There  is  no  need  for  privations.  Our  master, 
whether  we  be  business  men,  workers  in  industry,  widows  who  clip  coupons,  or 
farmers  in  the  field,  is  ignorance.  Rout  this  and  we  tread  forward  steadily  with 
the  advance  of  science. 

Gentlemen,  I  repeat  that  it  is  my  contention  that  provided  the  Reserve  Board 
is  granted  full  power  and  responsibility  to  initiate,  adopt,  and  enforce  open- 
market  operations  it  is  still  impotent  to  cope  with  the  problem  in  the  most 
efficient  or  effective  manner,  and  with  the  least  possible  disturbance  to  our  eco- 
nomic system.  The  instrument  is  as  crude  in  the  performance  of  its  function  as 
attempting  to  hit  a  baseball  with  a  broom  handle. 

I  am  in  accord  and  in  sympathy  with  centralizing  the  responsibility  for  the 
exercise  of  the  powers  which  control  the  establishment  of  business  trends,  but 
deplore  the  ineffectiveness  of  the  controls,  and  favor  the  substitution  of  more 
effective  methods.  To  fix  or  "nail  down"  the  responsibility  is  excellent,  but  the 
body  'the  Board)  should  be  equipped  with  the  proper  tools  to  perform  the  task. 

I  offer  my  amendment  to  provide  these  double-edged  tools.  I  believe  that  it 
Is  in  keeping  with  the  principle  and  spirit  of  the  Constitution  as  stated  in  the 
preamble,  as  an  effective  means  to  assure  justice,  domestic  tranquility,  promote 
the  general  welfare,  and  secure  the  blessings  of  liberty  to  ourselves  and  our 
posterity. 
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There  are  some  bankers  who  are  protesting  a  greater  measure  of  control  To 
those  who  would  suggest  amendments  to  the  banking  bill  which  would  ratlin 
most  of  the  existing  autonomy  of  the  Reserve  banks  with  proportionate  lessenini 
of  powers  for  the  Federal  Reserve  Board  the  expression  "some  men  learn  and  lire, 
others  only  live"  can  be  fittingly  addressed. 

If  you  would  write  a  prescription  directing  that  a  research  moratorium  be 
declared;  of  sto'pping  progress,  then  you  need  only  sit  by  and  permit  thing!  to 
take  their  course.  That  is  resignation  to  defeatism  at  its  worst,  and  not  stile*- 
manship.  Those  of  us  in  the  engineering  profession  who  understand  the  probkn 
do  not  intend  to  follow  such  a  procedure,  but  wilt  subject  intimate  beliefs  tod 
practices  which  are  employed  to  scientific  scrutiny,  helping  in  whatever  manner 
we  can  to  effect  practical  remedies. 

It  is  short-sighted  for  the  officers  of  banks,  or  their  stockholders  to  consider 
their  business  as  a  purely  individualistic  enterprise.  The  functioning  of  money 
is  a  matter  which  concerns  every  individual,  and  every  corporation  and  ctot 
business,  large  and  small.  These  new  measures  safeguard  the  banker  against  the 
evils  which  have  repeatedly  been  his  undoing,  and  will  continue  to  do  so,  over- 
coming his  best  judgment.  What  bankers  should  do  is  to  concentrate  on  the 
design  of  instruments  of  control  which  will  be  most  effective  to  maintain  busint* 
stability.  Unless  they  cooperate  and  agree  to  reasonable  measures  the  Govern- 
ment "'ill  have  no  other  alternative  but  to  purchase  the  stock  of  the  Reserve 
Banks. 

It  is  true  that  the  Government  owns'  not  one  dollar  of  stock  in  the  Fedenl 
Reserve  banks,  but  it  has  a  vital  interest  in  their  proper  functioning.  With  then 
measures  the  member  banks  are  not  being  forced  to  lend  their  money  to  nn 
entrepreneur  or  to  the  Government,  nor  arc  they  being  dispossessed  of  their 
property. 

If  giving  the  power  and  the  instruments  to  a  l>ody  within  a  nation  which  will 
enable  "iir  industrial  machine  to  operate  and  enable  it  to  continue  to  operate  at 
full  speed,  free  from  governmental  meddling,  free  from  regimentation  and  snoop- 
ing; anil  which  will  grant  ample  work  opportunity  to  our  people  and  enable  them 
to  regain  their  self-respect  (economic  liberty) ;  which  will  permit  the  full  expression 
of  human  initiative  and  curiosity;  which  will  enable  free  selection  of  goods  bj 
individuals;  which  will  assure  steady  profits  to  entrepreneurs  and  protect  tbe 
investments  of  individuals  against  confiscation;  which  will  provide  a.  firm  b*.-is 
for  security  in  old  age;  if  gh  ing  powers  to  a  body  which  will  assure  this  is  a  ersul 
of  despotic  power  it  surely  is  ,-t  benevolent  form  of  despotism.  Control  we  no" 
have,  though  unintelligent.      We  arc  just  substituting  more  scientific  methods. 

The  establishing  of  negative  interest  rates  by  the  Reserve  Board  would  be  in 
the  public  interest  in  order  to — 

(1)  Restore  and  maintain  the  economic  liberty  of  the  individual  citizen  within 
the  Nation,  open  up  work  opportunity  sufficient  to  enable  him  to  gain  a  wide 
■election  of  work,  and  under  remunerative  conditions; 

(2)  Maintain  domestic  peace  and  tranquillity,  minimize  industrial  disputes  and 
their  accompanying  disorders; 

(a)   Cutthroat  competition  eliminated; 

(3)  Prevent  the  taking  of  the  property  of  investors  (savers)  without  due 
process  of  law; 

(4)  Remove  the  obstructions  to  the  free  flow  of  interstate  and  foreign  commerce, 
permit  foreign  citi/.ens  and  nations  to  repay  their  obligations  to  our  citizens,  and 
gain  the  widest  selection  of  goods;  and 

(5)  Permit  science  and  the  scientific  professions  to  fulfill  their  function  as  a 
benuf  act  or  of  society. 

It  is  a  step  which  is  necessary  because  of  the  nature  of  our  economy,  a  profit 
system  wherein,  in  the  main,  ''capital"  formation  is  indirect.  It  maintains  the 
Reserve  system  as  an  agency  intended  to  accommodate  industry,  commerce,  ami 
agriculture  nut  in  a  passive,  but  in  an  active  roll.  There  is  nothing  "planned' 
about  it  excepting  that  the  system  is  made  to  conform  to  scientifically  jour.d 
principles. 

If  the  method  of  negate  c  interest  rate  on  loans  were  undertaken  now  and  acted 
as  a  tax,  increased  the  price  of  consumers'  goods  over  what  they  would  othersi* 
be,  it  would  be  constitutional  in  that  it  did  not  discriminate  against  anyone,  hot 
was  borne  by  the  public  in  general.  The  recuperative  efforts  would  I*  in  i 
manner  consistent  with  the  authority  granted  by  the  Constitution,  acting  .is  * 
stimulus  in  starting  the  force;  making  for  expanding  commercial  activity. 
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It  would  be  an  inexpensive  method  of  relieving  the  burden  of  relief,  much  more 
inexpensive  and  effective  than  public  works  projects. 

Our  present  money  rules  in  this  Nation  became  obsolete  from  the  inception  of 
the  industrial  revolution  in  the  late  eighteenth  century,  but  the  evil  effects  were 
not  so  pronounced  then  as  they  have  recently  become  because  we  were  primarily 
an  agricultural  Nation.  We  were  a  Nation  wherein  individuals  in  the  main 
performed  the  triple  role  of  (a)  producer  of  goods,  (b)  capital  owner,  and  (c! 
marketer  of  goods. 

Mechanization  and  indirect  "capital"  formation  developed  slowly.  It  was 
only  beginning  about  the  middle  of  the  nineteenth  century  that  decided  progress 
began  to  be  made  in  the  practical  application  of  scientific  discoveries.  But  upon 
the  beginning  of  the  engineering  professions  in  the  last  quarter  of  the  nineteenth 
century  and  the  accompanying  research  which  followed,  the  importance  of 
scientific  money  rules  were  destined  to  play  an  increasing  role,  and  failure  to 
adhere  to  them  to  cause  depressions  of  increasing  severity. 

Scientific  money  rules  grew  in  importance  with  the  industrial  development  of 
thin  Nation  because  industrial  efficiency  demanded  specialization  and  large 
ex|ienditures  for  equipment  and  goods  iii  process;  this  required  the  pooling  of 
large  quantities  of  dollars  from  savers  scattered  all  over  the  Nation. 

The  rapid  development  of  investment  banks,  life-insurance  companies,  invest- 
ment trusts,  and  the  further  developments  in  ^eience  and  the  scientific  professions 
and  the  increased  specialization  in  industry  since  the  establishment  of  the  Federal 
Reserve  System  have  intensified  the  need  for  obeying  scientific  money  rules.  The 
repercussions  which  follow  their  violation  now  intimately  effect  everybody*  wel- 
fare. We  no  longer  can  run  away  and  hide  ourselves  in  an  environment  where  we 
can  barter  goods  and  services;  nor  is  there  a  need  for  following  such  an  unintelli- 
gent procedure. 

We  cannot  hold  on  to  the  present  money  rules  without  suffering  periodic  busi- 
ness convulsions,  confiscation  of  property  of  individuals  and  widespread  unem- 
ployment. The  banking  bill  of  1935  is  intended  to  cope  with  this  problem, 
prevent  the  undermining  of  our  economic  system.  Unfortunately,  the  instru- 
ments of  control  are  weak. 

Please  understand,  gentlemen,  that  I  am  not  expounding  or  endorsing  the 
theories  of  Major  Douglas — -the  A  +■  B  theory.  I  maintain  that  under  our  present 
monetary  system  (the  present  money  rules)  the  flow  of  dollars  may  be  sufficient; 
may  be  in  excess;  or  may  be  deficient  to  enable  the  disposal  of  the  flow  of  finished 
consumers'  goods  in  general  offered  for  sale  at  prices  covering  the  total  of  money 
costs  (plus  a  fair  profit)  incurred  in  their  production. 

It  must  always  be  borne  in  mind  that  the  primary  object  of  making  the  expan- 
sion of  dollars  is  not  to  create  employment,  but  to  adjust  the  stream  of  dollars  so 
that  the  flow  of  goods  is  not  impeded,  so  that  finished  consumers' goods  in  general 
offered  for  sale  by  industry  can  be  disposed  of  remuneratively.  The  purposes  for 
which  the  expansion  of  dollars  are  utilised  (used)  is  of  secondary  importance. 

The  adjustment  of  the  flow  of  dollars  is  vital  to  prosperity,  outside  the  control 
of  industry,  but  not  of  the  community  or  Nation.  Good  and  bad  trade  in  general 
are  but  conditions  resulting  from  ignorance  of  the  community  in  knowing  how  to 
control  or  adjust  the  flow  of  dollars.  We  can,  of  course,  permit  supply  and  demand 
to  work  themselves  out,  but  not  without  periodic  convulsions  within  the  Nation. 
By  exercising  a  positive  control  over  the  flow  of  dollars  the  simplest  and  most 
effective  instrument  is  being  utilized  over  economic  environment. 

It  cannot  be  overemphasized  that  in  order  to  understand  the  functioning  of 
our  economic  system  we  must  have  the  proper  physical  concept,  nol  only  in 
tonus  of  flows  (flows  of  goods  and  flows  of  dollars!  but  also  in  terms  of  changes 
of  flows.  Then  we  must  bear  in  mind  how  these  changes  in  flows  of  goods  are 
effected.  We  are  in  an  economic  order  which  is  based  on  the  private  ownership 
and  operation  of  industry,  conducted  for  profit  Trie  formation  of  "capital "  is, 
in  the  main,  indirect  (the  savings  of  individuals  are  utilized  for  "capital "  format  inn 
only  providing  an  entrepreneur  is  assured  that  he  can  make  a  profit  through  the 
list'  of  the  savings — -can  make  a  profit  off  of  new  plants,  machinery,  etc.).  Then 
we  must  bear  in  mind  that  in  the  production  of  all  goods  that  minister  directly 
to  the  satisfaction  of  human  wants  (consumers'  goods)  the  attainment  and  main- 
tenance of  an  increased  flow  involves  a  fixed  investment  in  ••capital"  as  well  us  a 
fixed  investment  in  consumers'  goods  in  the  various  stages  of  fabrication.  Finally, 
if  we  would  understand  our  present  predicament  we  must  understand  the  institu- 
tional arrangement  and  present  money  rules  which  govern  expansion  and  con- 
traction of  dollars  (must  understand  the  functioning  of  our  commercial  banking 
system). 

DigitzeosyGoOgle 


986  BANKING   ACT   OF   1985 

It  should  not  be  so  difficult  to  see  what  physical  actions  are 
teract  the  instability  caused  by  the  indirect  method  of  "capital"  formation. 

latter  results  in  an  adjustment  in  the  flow  of  goods  (an  increased  flow  of  oonsi 

goods)  in  which- — the  increase  in  flow— definite  money  costs  are  borne  by  entre- 
preneurs, and  which  costs  must  be  recovered  in  goods  in  general  offered  for  ads. 
No  one  questions  that  stones  are  sure  to  fly  if  he  kicks  them,  or  that  he  is  oertsh 
to  be  injured  if  he  fails  to  leap  out  of  the  way  of  an  auto  which  is  hearing  down  on 
him.  Then  why  stand  by  idly  and  be  punished  for  violating  the  physical  facta 
of  indirect  "capital"  formation  instead  of  positively  correcting  (adjusting)  thi 
flow  of  dollars  so  that  the  increased  goods  flow  can  be  disposed  of  remunerative!!. 

(The  following  statement  is  from  Robert  B.  Warren,  economist  of 
Case,  Pomeroy  &  Co.,  New  York  City,  who  was  invited  to  appear 
before  tbe  committee  to  sneak  for  a  large  number  of  political  econo- 
mists in  protest  against  title  11  of  the  pending  banking  bill.  Hear- 
ings having  ended  before  Mr.  Warren  was  called,  the  chairman  of  the 
subcommittee  is  presenting  his  statement  for  the  record:) 

Statement  or  Robert  B.  Warren,  New  Yore  City,  N.  Y. 

In  one  sense,  the  Banking  Act  of  1935  is  a  routine  measure.  In  its  two  central 
themes,  namely  those  relating  to  the  activities  of  the  Reserve  system  in  whatsit 
called  "open-market"  operations  and  those  defining  tbe  nature  of  the  currency, 
it  does  no  more  than  clarify  and  perpetuate  de  facto  actualities.  These  de  facto 
actualities  represent  gradual  and  evolutionary  developments  over  the  20  yean 
since  the  establishment  of  the  Reserve  System.  Even  those  which  have  tbe 
appearance  of  innovation  (specifically,  for  example,  those  defining  the  relation  of 
the  currency  to  gold)  prove,  upon  even  superficial  examination,  to  trace  their 
origins  considerably  earlier.  They  have  developed  gradually  and  cumulatively; 
and  it  is  only  by  retrospection  that  we  can  recognize  that  the  entire  nature  of  the 
Federal  Reserve  System  has  been  revolutionized.  By  a  succession  of  small  tuna, 
each  dictated  by  the  exigencies  of  an  immediate  situation,  we  have  reoriented  our 
course  so  completely  that  we  are  now  proceeding  in  a  direction  exactly  opposite 
to  that  which  the  Congress,  under  the  leadership  of  President  Wilson,  laid  out 
20  years  ago. 

The  original  Federal  Reserve  Act  was  devised  to  give  the  United  States  an 
effective  gold  standard.  The  proposed  Banking  Act  of  1935  is  devised  to  give 
the  United  States  a  managed  currency,  almost  completely  divorced  from  gold. 
But  in  the  twenty-odd  years  between  December  28,  1913,  when  President  Wilson 
signed  the  Reserve  Act,  and  the  present  time,  the  original  act  had  been  so 
amended,  its  basic  principles  so  obliterated,  the  actual  relation  of  the  currency 
to  gold  so  obscured,  that  when  the  people  of  the  United  States  and  the  Congress 
of  the  United  States  are  presented  with  a  bill  definitely  and  finally  renouncing 
(I  might  almost  say,  denouncing)  the  basis  of  the  original  act,  it  is  presented  by 
the  drafters  and  accepted  by  the  Congress,  the  financial  community,  and  the 
people,  as  a  routine  administrative  measure.  Such  objections  or  suggestions,  or 
even  questions,  as  have  Ijeen  offered  at  these  hearings  have  mostly  related  to 
matters  of  detail — whether  a  given  board  should  consist  of  X  members  or  Y 
members,  whether  a  given  type  of  credit  should  be  X  percent  or  Y  percent  of  a 

It  may  be  that  I  exaggerate  the  importance  of  monetary  problems  in  the  func- 
tion of  government  and  functioning  of  economic  society.  But  I  cannot  regard 
a  fundamental  change  in  our  monetary  policy  as  a  routine  matter.  Nor  has 
Congress  previously  so  considered  it. 

The  passage  of  the  original  Federal  Reserve  Act  was  far  from  a  routine  matter; 
although  it  involved  no  fundamental  change  from  the  familiar  and  long-established 
monetary  system.  The  Congress  of  that  period  considered  the  matter  of  sufficient 
importance  to  provide  first  for  an  elaborate  study  of  prevailing  systems,  practices 
and  theories,  and  second,  a  deliberate  debate  upon  every  major  item  of  the  hill. 
The  record  of  the  study  was  published  in  the  encyclopedic  report  of  the  National 
Monetary  Commission,  which  1  venture  to  say  a  century  hence  will  still  be  studied 
and  quoted  us  u  compendium  of  the  monetary  wisdom  of  the  race. 

Cynics  often  quote  the  philosopher  Hegel:  "What  experience  and  history 
tcacl)  is  this:  That  peoples  and  governments  have  never  learned  anything  frrnu 
history,  nor  acted  on  principles  derived  from  it."  But  for  once  at  least  Hegel  cm 
wrong;  for  the  Congresses  of  that  period,  when  they  undertook  that  major  legis- 
lation, drew  upon  history,  and  were  guided  by  it.     As  I  said  before,  the  original 

Digit /movCooqIc 


BASKING   ACT   OT    1938  987 

Federal  Reserve  Act  Involved  no  basic  change  in  our  money  system,  yet  Congress 
deliberated  over  it  for  a  good  part  of  a  decade. 

The  definitive  abandonment  of  metallic  money  and  the  adoption  of  what  is 
called  a  managed  currency  is  a  major  decision,  in  comparison  with  which  the 
passage  of  the  original  Reserve  Act  was  simple.  That  involved  no  more  than  the 
perfection  of  a  familiar  and  well-tried  standard.  The  formal  adoption  of  managed 
currency  carries  the  United  States  into  the  unfamiliar  and  the  experimental. 

Mere  abandonment  of  the  gold  standard  does  not  create  a  managed  currency. 
It  might  create  instead  monetary  anarchy.  The  concept  of  managed  currency, 
from  Aristotle  to  the  present,  has  run  through  a  long  history.  There  is  a  long 
and  controversial  literature  on  the  subject.  The  fact  that  irredeemable  paper 
has  tried  many  times  in  many  countries,  and  invariably  with  consequences 
ranging  from  the  unfortunate  to  the  disastrous,  has  never  deterred  adventurous 
minds  from  speculating  on  the  possibilities  of  an  ideal  money,  free  from  the 
vagaries  of  the  prospector's  pick. 

Since  1929,  several  of  the  theories  of  the  managed  currency  school  have  been 
put  into  effect,  notably,  artificially  low  discount  rates  and  large  open-market  op- 
erations, both  prior  and  subsequent  to  our  abandonment  of  gold.  In  no  case, 
was  the  economic  consequence  comparable  to  the  indicated  hopes  of  the  propo- 
nents. This  would  suggest  that  something  was  lacking  either  in  the  theory  or 
the  technique.  But  neither  the  debates  in  the  Capitol  nor  the  hearings  on  the 
bill  have  adverted  to  that  obvious,  if  disagreeable,  fact,  nor  raised  the  question 
as  to  why  it  should  be  expected  that  certain  monetary  devices  which  had  produced 
such  mediocre  results  in  the  past  should  be  expected  to  produce  superior  results 
In  the  immediate  future. 

Furthermore,  certain  economic  results  which  in  the  past  have  been  claimed  for 
managed  currencies,  such  as  the  control  of  the  price  level,  were  expressly  dis- 
claimed in  the  testimony  before  the  House  committee.  Since  the  claim  to  the 
control  of  the  price  level  is  perhaps  the  commonest  and  most  persuasive  argument 
of  advocates  of  managed  currency,  this  disclaimer  must  disappoint  the  hopes  of 
many  persons  who  had  believed  in  this  act,  Congress  was  creating  a  money  of 
such  constant  value  as  would  permanently  establish  equilibrium  between  the 
status  of  debtor  and  creditor.  Since  the  argument  that  a  managed  currency 
can  control  the  price  level  has  usually  been  rated  as  the  chief  reason  for  adopting 
it  in  preference  to  the  gold  standard,  it  seems  appropriate  to  question  whether 
this  hope  is  to  now  be  regarded  as  vain,  or  whether  the  disclaimer  is  to  be  under- 
stood as  remarking  a  defect  in  the  bill  under  consideration.  If  the  former  be  the 
case,  the  presumed  advantage  of  adopting  managed  currency  is  brought  into 
doubt;  if  the  latter  be  the  case,  the  bill  should  be  perfected.  1  do  not  advance 
these  comments  so  much  in  criticism  of  the  proposed  measure,  as  to  emphasize 
my  contention  that  the  whole  question  of  establishing  a  managed  currency  is 
one  of  considerable  intricacy;  that  exponents  of  managed  currency  are  by  no 
means  in  agreement  either  as  to  its  possibilities  or  its  mechanics;  and  that  the 
bill  under  consideration  far  from  being  a  routine  measure,  subject  to  debate  oniy 
in  its  details,  is  a  piece  of  major  legislation  which  deserves  the  investigation  and 
deliberation  accorded  previously  to  major  acts  of  legislation. 

If  my  first  point  is  simple — namely,  that  Congress  should  thoroughly  explore 
-  basic  question  of  whether  or  not  a  managed  currency  should  be  adopted  in  pref- 
erence to  some  other  standard,  my  second  is  even  simpler.  The  adoption  of  a 
:  managed  currency  involves  the  delegation  to  the  managing  authority  one  of  the 
fundamental  attributes  of  sovereignty.  It  would  seem  needless  to  emphasize  the 
fact  that  it  endows  this  authority,  whether  termed  a  board  or  a  committee,  with 
the  power  to  create  and  to  annihilate  money.  It  endows  this  board  or  committee 
with  the  full  power  to  issue  "money  and  regulate  the  value  thereof."  Our  Con- 
stitution, as  recently  interpreted  by  the  Supreme  Court,  expressly  gives  this  power 
to  Congress.  It  is  not  to  be  supposed  that  this  should  be  interpreted  to  require 
of  Congress  attention  to  the  details  of  administrative  routine;  nor  to  prohibit 
Congress  from  delegating  details  of  administrative  routine  to  its  qualified  adminis- 
trative servants.  For  example,  Congress  has  never  directly  conducted  the  opera- 
tions of  the  mint;  it  has  delegated  the  actual  minting  of  coins  to  appropriate 
administrative  officials,  acting  strictly  under  authority  delegated  to  them  by 
Congress. 

But  the  power  granted  under  this  act  far  exceeds  any  power  previously  dele- 
gated by  Congress.  Under  the  provisions  relating  to  open-market  operations, 
ft  absolutely  delegates  to  this  group  of  administrative  officials,  full  power  to  issue 
money  and  to  regulate  the  value  thereof,  not  according  to  terms  and  principles 
strictly  defined  by  Congress,  but  at  their  personal  discretion.  It  is  true  that  tht 
original  Reserve  Act  authorized  open-market  operations-,  \jrafc  'A  waKwsAaaA'GBss^ 
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only  under  strict  limitation*  imposed  and  defined  by  Congress — namely,  that  si 
currency,  whether  notes  or  deposits,  issued  under  such  discretionary  power,  uhM 
at  all  times  be  kept  interchangeable  with  the  standard  of  value  prescribed  by  the 
Congress  itself.     It  has  been  decided  that  Congress  has  authority  under  the 

Constitution  to  alter  the  standard  of  value.  It  is  for  constitutional  lawyers  to 
question  the  authority  of  Congress  to  delegate  to  a  group  of  administrative  official* 
the  powers  to  issue  money  and  regulate  the  value  thereof  at  their  discretion.  I 
will  question  the  economic  expediency  of  endowing  any  committee  of  administra- 
tive or  quasi-administrative  officials  with  such  a  "delegation  of  sovereignty, 
except  in  the  limited  capacity  and  with  the  limited  authority  of  agents  of  Conpea 

To  me,  the  much-disputed  composition  of  the  open-market  committee,  whelks 
it  should  be  composed  of  X  members  from  this  group  and  Y  members  from  tfctt 
group,  or  of  Y  members  from  this  group  and  X  members  from  that  group,  is* 
mere  quibble  over  a  routine  detail.  The  essential  fact  is  that  if  this  committees 
the  agent  of  Congress,  its  qualification  requires  no  more  than  that  it  should 
scrupulously,  diligently,  and  with  technical  efficiency  execute  the  will  of  Congrat. 
If,  on  the  other  hand,  this  committee  is  not  the  agent  of  Congress,  then  we  mint 
concede  that  Congress  has  abdicated  its  prescribed  function  and  has  delegated 
to  this  committee  the  soverign  power  to  issue  money  and  regulate  the  value 
thereof;  and  in  that  event,  the  composition  of  the  committee  still  seems  to  me* 
secondary  matter.  1  should  be  equally  dubious  of  the  economic  merit  of  intrusting 
5  individuals  or  7  individuals  or  10  individuals  with  the  sovereign  power  to  ism 
money  and  regulate  the  value  thereof,  at  their  discretion,  whether  the  individuals 
appointed  were  bankers,  college  professors,  farmers,  or  any  mathematical  con- 
bination  thereof.  Nothing  in  my  reading  of  monetary  history,  or  in  my  experience 
in  financial  affairs,  has  led  me  to  the  conclusion  that  any  committee  of  econom- 
ically omniscient  supervisors  exists,  to  whom  could  be  delegated  discretionary 
power  to  issue  money  and  regulate  the  value  thereof  in  such  a  way  as  to  insure 
a  svstem  equal  to,  or  superior  to,  the  gold  standard. 

Yet  if  Congress  delegates  this  sovereign  power  to  a  committee  as  its  agent,  it 
seems  to  me  imperative  that  Congress  define  the  terms  and  powers  of  the  agency — 
that  it  should  prescribe  guides  and  standards  of  action  for  its  agents — in  order 
that  their  administrative  discretion  may  not  conflict  with  the  intent  of  Congress 
in  issuing  money  and  regulating  the  value  thereof. 

Thus  I  return  to  my  first  point.  It  required  long  study  and  arduous  debate  on 
the  part  of  Congress  to  devise  the  original  Federal  Reserve  Act,  which  delegated 
to  the  administrative  officials  of  the  Reserve  Svstem  relatively  simple  and  limited 
powers  available  within  the  canons  of  the  gold  standard.  It  is  an  infinitelv  more 
difficult  thing  to  frame  an  act  governing  the  operations  of  a  managed  currency. 
Whether  one  considers  it  a  merit  or  a  defect,  the  gold  standard,  as  defined  under 
the  original  Reserve  Act,  imposed  strict  boundaries  and  limits  to  discretionary 
action.  Under  the  system  contemplated  by  the  proposed  act,  all  the  old  boun- 
daries and  landmarks  are  swept  away  and  the  area  of  discretionary  action  in- 
finitely widened.  Assuming  the  intent  to  abandon  the  gold  standard  to  be  final, 
the  task  before  Congress  is  to  set  up  new  norms,  standards,  and  criteria  for  the 
guidance  of  a  committee  of  administrative  agents,  to  guide  them  in  their  delegated 
functions,  to  the  end  that  their  administrative  action  may  conform  to  the  will  of 
Congress  in  the  matter  of  issuing  money  and  regulating  the  value  thereof. 

But  1  find  in  the  bill  under  consideration  no  such  concept.  In  the  bill,  a* 
presented,  Congress  is  ealled  upon  to  delegate  to  a  committee  its  full  sovereign 
power  to  issue  money  at  their  discretion  and  to  regulate  the  value  thereof  at  their 
will,  except  for  such  reservations  of  power  as  are  left,  not  in  the  hands  of  Congress 
but  in  the  hands  of  the  Executive. 

My  objection  to  the  bill,  therefore,  does  not  lie  against  its  details  but  against 
its  essentials.  It  is,  perhaps,  superfluous  for  me  to  affirm  my  personal  belief  in 
intrinsic  money  a?  contrasted  with  currency  which  represents  a  mere  monetiiation 
of  debt;  and  to  reaffirm  my  opinion  that  the  original  Federal  Reserve  act,  the 
fruit  of  years  of  congressional  study  and  debate,  was  infinitely  superior  to  thr 
novel  forma  that  in  tiie  past,  20  years  have  been  superimposed  upon  it,  including 
the  present  bill.  In  this,  I  dj  not  believe  I  am  stating  an  individual  idlosyncnuy! 
I  believe  I  am  supported  by  a  considerable  body  of  opinion,  both  academic  and 
practical,  impressed,  as  I  am,  by  the  rec  irdt  of  monetary  historv.  But  I  take  it 
that  these  views  are  the  views  of  a  minuritv,  and  that  by  the  majority  they  arf 
regarded  as  out  of  keeping  with  the  age.  Evidently  it  is  the  intent  of  Congre* 
and  of  the  people  of  the  Lnited  States  to  complete  the  break  with  the  monetary 
past  and  to  establish  a  new  system  in  the  hope  that  the  new  svstem  will  be  better 
than  the  old.    If  this  be  the  case,  I  can  only  offer  my  opinion  that  the  success  of 
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.  the  new,  difficult,  and  untried  system  will  be  proportionate  to  the  study,  deliber- 
>  ation,  and  debate  expended-  by  Congress  in  determining  its  principles  and  estab- 
lishing norms,  standards,  and  criteria  for  the  guidance  of  those  administrative 
officers  to  whom,  under  Congress,  will  be  delegated  the  power  of  issuing  money 
and  regulating  the  value  thereof. 


(The  following  statement  is  from  Prof.  Walter  A.  Spahr,  economist 
of  New  York  State  University,  who  was  invited  to  appear  before  the 
committee  to  speak  for  a  large  number  of  political  economists  in 
protest  against  title  II  of  the  pending  banking  bill.  Hearings  having 
ended  before  Dr.  Spahr  was  called,  the  chairman  of  the  subcommittee 
is  presenting  his  statement  for  the  record:) 

Statement  of  Walteh  E.  Spahr 

1.  There  are  no  circumstances  calling  for  legislation  dealing  with  the  funda- 
mentals of  the  Federal  Reserve  System  at  this  time.  It  appears  to  be  assumed 
by  the  advocates  of  title  II  of  the  bill  that  the  proposed  changes  will  enable 
the  Federal  Reserve  banks  in  some  better  manner  to  aid  business  recovery.  In 
reply  to  this  apparent  assumption,  it  may  be  pointed  out  that  there  are  no  powers 
which  a  central  banking  system  can  employ  in  aiding  a  sound  business  recovery 
that  are  not  now  possessed  by  the  Federal  Reserve  banks.  The  arguments  for 
the  passage  of  this  title  II  must,  therefore,  rest  upon  other  grounds. 

The  proposals  in  title  II  deal  with  far-reaching  fundamentals  and  should  not 
be  undertaken  until  after  a  commission  of  competent  experts  has  made  a  thorough 
study  of  the  money  and  banking  problems  of  this  country  and,  on  the  basis  of 
adequate  evidence  and  after  careful  deliberations,  has  drafted  a  plan  which  offers 
real  promise  of  providing  this  country  with  appropriate  and  workable  money 
and  banking  systems.  Both  systems  have  suffered  sad  mutiliation  in  recent  years; 
and  what  is  needed  now  is  careful  and  deliberate  overhauling  and  reconstruction, 
rather  than  further  mutilation  and  distortion  such  as  will  result  if  title  II  of  this 
but  is  passed,  particularly  since  efforts  are  being  made  to  force  its  passage  in  an 
atmosphere  characterized  more  by  a  tense  emotionalism  than  by  careful  and 
searching  examination  of  the  fundamental  principles  underlying  our  money 
And  banking  problems. 

The  monetary  legislation  of  1933  and  1934  was  enacted  without  giving  oppor- 
tunity for  careful  or  comprehensive  consideration  by  the  appropriate  committees. 
Some  parts  of  the  legislation  received  no  committee  consideration.  The  Emer- 
gency Banking  Act,  for  example,  was  rushed  through  all  legislative  stages  in  a 
single  day.  Few  members  of  Congress  had  an  opportunity  to  read  it.  Some  of 
the  other  measures  received,  at  best,  only  perfunctory  consideration.  Sometimes 
parts  of  bills  were  scattered  among  3  committees  in  the  House — those  on  Banking 
and  Currency;  Coinage,  Weights,  and  Measures;  and  Ways  and  Means — and  2 
committees'  m  the  Senate — -Banking  and  Currency,  and  Agriculture.  These 
methods  of  rushing  through  legislation,  which  the  Administration  at  the  time 
Insisted  was  pressing  in  nature,  have  made  it  impossible  for  Congress  to  give 
careful  consideration  to  fundamentals  and  to  various  implications  of  much  of  this 
legislation.  We  thus  have  on  our  statute  books  money  and  banking  laws  of  such 
a  nodge  podge  nature  that  it  is  imperative  that  a  careful  study  be  made  in  order  to 
give  this  country  a  rational  money  and  banking  system.  To  add  the  provision 
of  title  II  to  the  existing  chaotic  collection  of  money  and  banking  statutes,  many 
of  which  either  have  an  emergency  character  or  are  fundamentally  unsound, 
would  be  quite  unwise,  especially  since  there  are  no  pressing  circumstances  which 
call  for  such  a  radical  change  in  the  fundamental  nature  of  our  Federal  Reserve 
System. 

The  3-year  limitations  in  the  Gold  Reserve  Act  expire  on  January  30,  1937. 
The  act  provides  that  authority  shall  continue  for  2  years  with  power  to  the 
President  to  extend  it  for  a  third  year.  Undoubtedly  the  Administration  will 
some  forward  with  legislation  to  be  effective  at  the  expiration  of  the  3-year  period. 
January  1937,  is  a  logical  time  in  which  to  consider  legislation  of  a  permanent 
character,  which  will  preserve  good  features  of  the  new  laws  but  eliminate 
unsound  provisions.  If  a  commission  were  appointed  by  the  end  of  the  present 
session  of  Congress,  it  would  have  a  year  and  a  half  in  which  to  make  its  investi- 
gations.   There  would  not  be  sufficient  time  before  the  bb&smiu  <A  Coti?j'm»  <&. 
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1936.  It  would  he  unsatisfactory  also  to  attempt  to  enact  now  legislation  in  the 
year  of  the  Presidential  campaign.  Conditions  for  a  proper  consideration  of  tht 
subject  would  be  more  favorable  in  January  1937,  after  the  Presidential  elect™ 
has  taken  place. 

There  should  be  no  legislation  at  this  time  beyond  that  necessary  to  corrM 
technical  difficulties,  or  to  remove  crude  inconsistencies,  in  existing  laws.  And 
even  this  type  of  legislation  should  be  undertaken  only  upon  the  recommendstea 
of  the  Federal  Reserve  Board  and  in  strict  accord  with  specific  proposals  drafts! 
bv  the  Board. 

2.  There  are  other  reasons  why  legislation  dealing  with  the  fundamental 
nature  and  functions  of  the  Federal  Reserve  System  should  not  be  passed  at  Urn 
time.  These  are  found  in  the  nature  of  the  principal  notions  which  obvious* 
surround  the  proposals  embodied  in  title  II  and  which  provide  the  excuses  M 
attempting  to  enact  them  into  law  at  the  present  time. 

Running  throughout  the  arguments  of  practically  all  advocates  of  title  II  i 
the  fundamental  notion  that  our  money  and  banking  systems  were  primarib 
responsible  for  the  depression  and  also  that  recovery  can  be  aided,  if  not  actiretr 
generated,  if  only  our  money  and  banking  systems  are  changed. 

Both  notions  are  fallacious.  The  depression  was  caused  by  the  World  War  ud 
the  attendant  maladjustments  which  it  created.  Abnormalities  of  almost  even- 
kind  crept  into  our  economic  system  after  the  war  as  a  result  of  the  efforts  made 
to  avoid  the  painful  readjustments  which  the  economics  of 'the  situation  demanded. 
One  of  these  abnormalities  assumed  the  form  of  credit  inflation.  It  resulted  fron 
the  prevailing  notion  that  through  installment  buying  and  cheap  credit  the  pre- 
vailing apparent  prosperity  could  be  maintained  indefinitely.  Those  were  the 
days  of  the  "new  era  economics.  The  stability  of  the  price  level,  maintained  in 
the  face  of  what  we  now  know  were  unsound  underlving  conditions,  mislead  most 

fieople.  Only  because  the  commercial  banks  and  Federal  Reserve  System  west 
ong  with  the  notions  of  the  day  were  they  partially  responsible  for  the  depression. 
But  the  prevailing  notions  of  the  day  were  Nation-wide;  they  were  part  of  tot 
"new  era"  economics;  they  were  all  part  of,  or  in  harmony  with,  the  devieei 
employed  to  maintain  production  at  an  artificially  high  level  on  the  assumption 
that  a  painful  readjustment  could  be  avoided.  The  Government,  as  well  a 
business  men,  banks,  retailers,  and  consumers,  was  responsible  for  the  prevalent* 
of  those  notions.  The  whole  Nation  was  involved.  Therefore,  to  single  out  the 
money  and  banking  systems,  ami  especially  the  banks  and  the  bankers,  as  beinj 
responsible,  is  hardly  rational. 

In  addition  to  the  fact  that  the  World  War  and  the  attendant  mal adjustments 
were  fundamentally  responsible  for  the  ultimate  collapse,  two  other  lessons  should 
stand  out  as  warnings  to  the  advocates  of  title  II.  One  is  that  the  price  level  wn 
maintained  at  a  very  steady  level  from  1923  to  1929,  and  the  other  is  that  unfiir- 
Iving  it  and  bolstering  it  up  was  a  huge  credit  inflation  which  finally  collapsed. 
Despite  those  facts,  the  chief  advocates  of  title  TI  propose  to  restore  these  same 
conditions,  and  they  wish  to  employ  the  same  general  methods.  <  They  wish  to 
innate  the  currency  to  obtain  the  price  level  which  they  think  rlesirabie—  scd 
thin  usually  means  that  of  1926 — and  then  they  expect  to  keep  average  prices  at 
that  level  by  currency  manipulation.  To  do  this  they  hold  that  the  Federal 
Reserve  Board  and  hanks  should  be  brought  under  the  control  of  the  party  ir: 
power  so  that  these  notions  as  to  inflation,  price-level  stabilization,  and  cum'txy 
control  mii  be  made  effective. 

Stated  brk'iiy,  the  lessons  as  to  the  causes  of  the  depression  do  not  appear  to 
be  clearly  understood  by  the  advocates  of  title  II  (and  of  similar  proposals'  ar.ii 
their  notions  as  to  how  to  generate  a  sound  business  recovery  involve  the  reem- 
ployment of  Mime  of  the  very  devices  which  contributed  to  inflation  and  ilw 
0  illapse  and  which  would  lead  to  a  repetition  of  the  same  things. 

These  advocates,  who  hold  our  money  and  banking  systems  primarily  respons- 
ible fur  the  crash  and  who  believe  prosperity  can  be  aided  or  generated  by  chsrs- 
big  these  systems,  also  seem  to  forget  that  the  depression,  like  the  war.  vat 
almost  world  wide.  They  forget  that  regardless  of  the  type  of  numev  and  bai  fc- 
ing  systems  in  vogue,  the  depression  came  and  currency  systems  collapsed.  Th": 
also  appear  to  ingm>rc  the  fact  that  the  losses  and  sufferings  were  most  severe  ;;. 
those  countries  in  which  the  central  banks  were  brought  under  the  control  of  t^e 
Government  ami  paper  money  issued.  These  lessons  seem  to  haw  no  inea'iiM 
to  the  advocates  of  title  II  who  would  bring  our  Federal  Reserve  Svstein  •i-i.iir 
the  control  of  the  party  in  power  and  provide  the  means  by  which  inflation  r.v. 
take  place  through  the  conversion  of  illiquid  assets  into  deposit 
legal-tender  Federal  Reserve  notes. 
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These  advocates  also  fail  to  understand  how  a  sound  business  recovery  starts 
self,  and  just  what  part  a  Government  and  central  banking  system  may  play 
i  aiding  a  sound  recovery.  They  do  not  understand  that  a  rise  in  the  price 
vel  which  accompanies  a  sound  recovery  is  radically  different  from  the  rise  in 
rices  which  is  caused  by  currency  inflation.  Tlioy  do  not  seem  to  appreciate 
ie  fact  that  the  former  is  a  sound  rise  in  prices  and  the  latter  Is  an  unsound  one. 
t  short,  it  is  quite  clear  that  they  do  not  understand  that  there  are  two  types 
f  rifling  prices,  that  the  causal  factors  in  each  case  are  different,  that  the  re- 
stions  of  people  to  each  type  of  rising  prices  are  different,  and  that  the  economic 
msequences  flowing;  from  each  type  of  rising  prices  are  very  different.  To 
lem  all  rising  prices  are  alike.  That  Idea  has  been  underlying  all  the  monetary 
igislation  of  this  Administration.  Professor  Warren  expressed  the  common 
otion  when  he  said  "The  effect  of  rising  prices  is  the  same  regardless  of  cause." 
9ee  his  Prices,  3d  reprint,  revised,  p.  371.)  This  same  confusion  of  thought, 
ut  in  a  different  form  was  revealed  by  Governor  Eceles,  to  use  but  one  illustra- 
lon,  in  his  testimony  before  the  House  Committee  on  Banking  and  Currency 
Mar.  13,  1933).  Asked  regarding  the  nature  of  inflation,  Governor  Eceles  ra- 
llied: "The  difficulty  is  that  so  many  people,  when  you  say  Inflation,  think  it  is 
omething  unsound;  they  think  of  worthless  money.  What  I  mean  is  that  a 
lae  in  the  general  price  level,  in  employment,  and  improvement  in  the  business 
ituation,  from  whatever  it  is,  would  be  inflation,  no  matter  how  small  the 
artent." 

It  should  be  emphasised  that  the  causal  factor  in  a  sound  rise  in  prices,  which 
koeompanies  a  sound  recovery,  is  the  increased  activities  of  producers,  particu- 
arty  tnose  In  the  heavy  goods  industries,  whose  Inventories  and  costs  are  re- 
Inoed  sufficiently  to  enable  them  to  resume  operations  at  a  profit.  This  condi- 
,ion  comes  about  as  a  consequence  of  the  persistent  though  declining  purchasing 
rnlch  takes  place  durfng  the  business  recession  and  depression.  On  the  average 
'K  years  will  tend  to  bring  about  such  a  condition;  and,  as  a  matter  of  fact,  the 
nlddle  of  1932  seemed  to  show  that  recovery  was  ready  to  start  and  might  have 
nafntained  itself  had  not  other  strong  and  overwhelming  factors  intervened.  It 
ilso  should  be  emphasized  that  as  the  activities  of  these  producers  increase,  their 
oacs  at  banks  increase,  and  deposit  and  other  currency  are  drawn  Into  circula- 
ion.  It  is  for  these  reasons  that  the  amount  and  velocity  of  currency  in 
rirculation  increase  under  conditions  of  a  sound  recovery  and  are  a  result  rather 
ban  a  cause  of  increased  business  activity. 

The  unsound  rise  in  prices,  on  the  other  hand,  is  caused  by  currency  inflation, 
iideed,  Inflating  the  currency  is  the  only  certain  wav  known  by  which  a  currency 
an  be  made  a  positive  causal  factor  in  raising  prices.  Since  devaluation  of  a 
lurrency  is  not  inflation,  but  is  the  adoption  of  a  new  standard  unit  of  less  weight, 
here  is  no  known  predictable  relationship  between  a  given  amount  of  devaluation 
ind  the  effect  on  the  price  level.  The  effects  of  devaluation  are  on  foreign 
ixchange  parities.  Inflation  takes  place  on  the  basis  of  the  prevailing  currency 
■nit  and  tioes  not  affect  foreign  exchange  parities,  but  it  does  nave  an  effect  upon 
be  price  level. 

Under  conditions  of  a  sound  rise  in  prices  a  feeling  of  widespread  confidence 
■  generated  because  it  is  based  upon  increased  productive  activity,  increased 
iXDployment,  increased  wages,  and  increased  prices.  Prices  are  pulled  up  as  a 
«ault  of  the  increased  demand  and  because  the  demand  runs  ahead  of  the  supply 
if  goods  in  stock. 

Under  conditions  of  an  unsound  rise  in  prices,  caused  bv  inflation  or  the  threat 
>f  inflation,  a  feeling  of  widespread  fear  is  generated.  People  rush  to  purchase 
lot  because  there  has  been  increased  production,  or  increased  employment,  or 
wages,  or  increased  income,  but  to  save  what  they  can  of  their  savings,  from  the 
levasting  effects  of  a  depreciating  currency.  They  draw  out  their  savings  and 
sorrow  and  buy  if  they  have  property  on  which  to  borrow.  It  is  startling  to 
lotice  that  the  Governor  of  the  Federal  Reserve  Board,  in  his  testimony  before 
Jh«  House  Committee  on  Banking  and  Currency  (Mar.  141  said  it  was  a  fear  of 
the  currency  which  is  desired.  To  lie  more  exact  he  said:  "Inflation  can  only 
be  brought  about  by  the  willingness  of  the  people  and  corporations  to  borrow 
money  and  that  Is  one  thing  we  are  trying  to  do.  We  are  trving  to  induce  the 
borrowing  and  lending  uf  money  upon  "which  recovery  is  based.  We  are  talking 
ibout  the  fear  of  inflation  or  reflation  when  as  a  matter  of  fact  that  is  what  we 

This  illustrates  once  more  the  fnct  that  the  Governor  is  confused  In  his  thinking 
>n  these  fundamental  points.  He  does  not  recognise  the  difference  between  a 
lound  and  an  unsound  rim'  in  prices  and  he  fails  to  distinguish  the  causal  factors 
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in  each  case.  It  is  far  this  most  fundamental  reason  that  the  Governor's  advo- 
cacy of  the  proposals  incorporated  in  title  II  are  fraught  with  such  great  dangcn 
for  this  country. 

Under  conditions  of  a  sound  rise  in  prices  the  ultimate  economic  consequents 
tend  to  be  a  state  of  economic  equilibrium  and  a  condition  of  widespread  pros- 
perity. It  is  the  best  condition  of  economic  affairs  known  to  human  being*,  il 
is  the  condition  for  which  we  should  strive.  A  sound  rise  in  prices  is  the  auk 
kind  known  which  need  not,  of  necessity,  culminate  in  an  aftermath  of  liquidation 

Under  conditions  of  an  unsound  rise  in  prices,  caused  by  currency  inflation,! 
state  of  economic  equilibrium  can  never  be  attained;  only  heavy  losses  in  bow 
form  can  be  the  ultimate  result.  This  disaster  can  take  any  one  of  three  fon» 
(1)  There  will  be  a  business  collpase  if  inflation  is  halted;  (2)  repudiation  but 
follow  upon  the  extreme  inflation  of  the  currency;  (3)  devaluation  may  be  ibr 
ultimate  device  used  to  peg  an  inflated  currency  in  order  to  avoid  the  collapattr 
repudiation  and  to  obtain  a  new  starting  point  for  working  toward  a.  new  equilib- 
rium. In  every  case  severe  losses  are  suffered;  and  it  is  for  this  reason  that  torn 
is  no  sound  argument  which  can  be  offered  in  behalf  of  currency  inflation. 

Yet  the  advocates  of  title  II,  in  the  main,  overlook  these  fundamental  fact] 
and  propose  to  aid  recovery,  which  they  confuse  with  an  unsound  rise  in  prices, 
by  providing  the  means  for  pumping  additional  supplies  of  currency  into  arenlt 
tloo. 

Another  aspect  of  the  unsound  inflationist  theories  lying  behind  title  II  a 
seen  in  the  notion  presented  to  the  House  Committee  on  Banking  and  Currency 
by  the  Governor  of  the  Federal  Reserve  Board  to  the  effect  that  there  is  presumed 
to  be  a  causal  connection  between  national  income  and  the  amount  of  currency 
in  circulation.  The  obvious  flaw  in  this  most  unsound  theory  is  that  the  nations! 
income  of  the  German  people  must  have  been  phenomenal  as  the  amount  sad 
velocity  of  their  currency  reached  their  peak.  Nevertheless,  this  riduculoui 
notion,  to  the  effect  that  the  national  income  is  determined  in  this  manner,  n 
being  used  by  some  of  the  chief  advocates  of  title  II  as  a  basis  for  urging  that 
it  is  necessary  to  put  more  currency  in  circulation  and  to  increase  its  velocity 
in  order  to  enlarge  the  national  income. 

It  should  be  understood  that  in  a  normal  expansion  and  recession  in  business 
both  national  income  and  currency  supply  and  its  velocity  are  the  resultant 
factors;  that  an  increased  monetary  income,  resulting  from  currency  inflation, 
as  in  Germany,  is  something  radically  different  from  an  increase  in  real  nations! 
income;  and  that  the  velocity  of  a  currency  which  accompanies  a  currency  infla- 
tion is  a  type  of  velocity  differing  from  that  associated  with  a  sound  rise  in  price*. 
An  inflation  velocity  may  be  a  fear  velocity  and  is  likely  to  be  much  sharperin 
its  tips  and  downs  "than  is  the  velocity  associated  with  a  n  on  inflated  currency. 
This  attempt  to  relate  the  supply  and  velocity  of  currency  to  national  income  bis 
been  advanced  by  Governor  Eccles  and  by  Mr.  Robert  Hemphill,  an  inflatioiiift. 
who  recently  wrote  sonic  articles  for  the  Magazine  of  Wall  Street  (Oct.  27  and 
Nov.  10,  1934,  issues)  and  for  the  New  York  American.  Dr.  Currie,  Assistant 
Director  of  Research  at  the  Federal  Reserve  Board,  in  his  book,  The  Supply 
and  Control  of  Money  in  the  United  States  (p.  6),  relates  the  currency  supply 
to  the  country's  aggregate  money  income  and  employs  the  concept  of  income 
velocity.  This  concept  obviously  is  not  the  same  as  that  of  the  velocity  of  cur- 
rency, but  it  has  confused  some  of  those  who  have  attempted  to  relate  the  currency 
supply  and  its  velocity  to  national  income.  Real  national  income  is  not  ibe 
same  as  national  income  in  terms  of  money;  and  the  concept  of  income  velocity 
has  no  value  in  reality.  Indeed,  the  notion  has  had  the  unfortunate  effect  oi 
misleading  the  inflationists. 

These  points  are  mentioned  so  that  the  nature  of  some  of  the  philosophy  Kin* 
behind  this  title  II  may  be  more  clearly  understood.  This  section  of  the  banking 
bill  is  supported  in  whole  or  in  part  by  the  ardent  economic  planners,  by  the  iniU- 
tiotiists,  by  the  managed  currency  advocates,  and  by  those  who  believe  a  coven- 
merit  can  spend  a  nation  into  a  state  of  recovery  and  that  the  Federal  Reserve 
System  should  be  so  adapted  as  to  make  it  easy  for  the  Government  to  use  tfc* 
Federal  Reserve  System  to  finance  the  former  in  its  borrowing  and  spendim 
program.  The  fundamental  purpose,  in  title  II,  in  its  final  analysis,  is  to  codyiN 
the  system  into  a  politically  controlled  agency  of  the  party  in  power  so  that  these 
purposes  ran  lie  accomplished. 

In  title  II  arc  also  found  misconceptions  as  to  (a)  the  proper  functions* 
central  banking  systems,  especially  with  respect  to  the  appropriate  irlsti>- 
betrtcen  a  nation's  central  banking  system  and  Government  financing;  i.bi  tin' 
appropriate  functions  and  powers  of  the  central  banks  with  respect  to  the  control 
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of  the  money  and  credit  supply;  "ad  to  the  appropriate  relationship  between  the 
Government,  acting  in  its  supervisory  capacity,  and  a  properly  constituted  cen- 
tral banking  svstem. 

These  false  notions  and  mis  conceptions  show  themselves  clearly  in  those  sec- 
tions of  title  II  which  will  enable  the  party  in  power  to  control  completely  the 
personnel  of  the  Federal  Reserve  Board.  They  are  revealed  in  those  sections 
which  will  enable  this  politically  controlled  Board  to  attempt  to  put  into  effect  the 
theories  of  money  and  credit  control  held  by  many  of  those  in  power.  They  are 
Been  in  those  sections  of  tlie  bill  which  will  enable  the  Government  to  force  the 
centred  and  commercial  banking  structures  to  aid  the  Government  in  carrying  out 
its  fiscal  policies  regardless  of  their  wisdom,  to  give  Government  credit  an  arti- 
fically  high  rating,  and  to  use  the  banking  system  and  people's  savings  without 
their' approval  and  regardless  of  the  effect  upon  commerce,  agriculture,  and  indus- 
try. In  short,  nearly  all  the  fundamental  conceptions  regarding  the  appropriate 
functions  and  methods  of  operation  of  a  well-conceived  central  banking  system, 
and  regarding  the  proper  relation  of  the  Government  to  such  a  banking  system,  are 
contrary  to  the  most  outstanding  lessons  learned  from  central  banking  experiences, 
are  dangerous,  and  are  almost  certain  to  lead  to  great  trouble  in  the  future. 

The  analysts  of  the  various  parts  of  title  II,  given  below-,  provides  ample  sup- 
port for  these  observations  regarding  the  nature  and  fallacies  of  the  fundamental 
notions  lying  behind  this  title  II.  There  is,  also,  some  support  for  the  bill  from 
those  who  are  anxious  to  see  all  our  major  economic  institutions  socialized. 

3.  Considering  the  nature  of  the  money,  banking,  and  fiscal  theories  underly- 
ing title  II  of  this  bill,  and  considering  the  further  fact  that  there  are  no  circum- 
stances, insofar  as  a  sound  recovery  is  concerned,  which  demand  any  fundamental 
changes  at  present  in  our  Federal  Reserve  System,  the  Senate  Committee  on 
Banking  and  Currency  could  perform  no  hetter  service  at  tliis  time,  with  respect 
to  the  proposed  legislation,  as  embodied  in  title  II  of  this  bill,  than  to  refuse  to 
vote  it  out  of  committee.  Instead,  the  committee  should  substitute  a  bill  of 
technical  corrections,  such  as  those  in  titles  I  and  III,  embodying  the  recommen- 
dations of  the  Federal  Reserve  Board  on  specific  difficulties. 

It  is  also  urged  that  a  joint  resolution  be  prepared  providing  for  the  creation 
of  ft  National  Commission  on  Money  and  Banking  to  gather  evidence  on  our 
money  and  banking  problems  and  to  draft  bills  to  provide  this  country  with  the 
proper  type  of  money  and  banking  systems.  It  would  seem  rational  to  have 
such  a  commission  composed  of  the  leading  money  and  banking  authorities  of 
this  country.  Its  membership  might  well  be  composed  of  (1)  those  members  of 
the  Senate  and  House  Committees  on  Banking  and  Currency  who  have  devoted 
years  to  the  study  of  problems  of  money  and  banking;  (2)  the  most  outstanding 
and  experienced  professors  of  money  and  banking  in  our  leading  universities— 
men  whose  reputations,  intellectual  integrity,  and  capacity  are  beyond  question; 
(3)  outstanding  bankers  who  are  men  of  experience,  maturity,  anil  social  vision; 
and  (4)  other  students  of  money  and  banking,  drawn  from  other  fields  of  acth  ity, 
If  they  are  recognized  as  thorough  students  of  money  and  banking  problems. 

The  delay  in  legislation  which  would  result  from  the  adoption  of  such  a  program 
fa  eminently  desirable.  Money  and  banking  mechanisms  are  probably  the  iiiost 
delicate  and,  at  the  same  time,  most  vital  of  all  instrumentalities  in  our  cconon.ic 
system;  and  it  is  for  this  reason  that  hasty  and  ill-conceived  legislation  in  such  a 
field  is  very  unwise  and  is  to  be  deplored.  In  its  stead  there  should  be  substituted 
legislation  growing  out  of  carefid  deliberation  by  our  most  competent  experts. 

4.  The  following  analysis  of  the  various  sections  of  title  II  of  the  banking  bill 
of  193S  support  the  accuracy  of  the  preceding  observations. 

Section  201  (a)  provides  the  means  by  which  the  board  of  directors  of  each 
Federal  Reserve  bank  will  be  brought  under  the  control  of  the  Federal  Reserve 
Board,  which,  in  turn,  can  be  and  doubtless  will  be  politically  controlled.  This 
means  of  control  is  found  in  the  fact  that  the  governor  and  vice  governor  of 
each  Federal  Reserve  bank  can  be  appointed  only  with  the  approval  of  the 
Federal  Reserve  Board. 

The  governor  and  vice  governor  can  come  from  any  district.  In  this  manner 
the  Federal  Reserve  Board  can,  for  practical  purposes,  inflict  any  outsider  on  a 
Federal  Reserve  bank  as  governor  or  vice  governor.  The  Federal  Reserve  Board 
could  state  to  any_  board  of  directors  of  a  Federal  Reserve  bank  that  unless  a 
certain  individual  is  appointed  by  the  directors  none  other  will  be  approved  by 
the  Federal  Reserve  Board. 

Since  the  governor  and  vice  governor  are  approved  bv  the  Federal  Reserve 
Board,  and  since  two  other  class  C  directors,  other  than  the  Governor,  are 
representatives  of  the  Federal  Reserve  Board,  the  Government  can  have  four 
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representatives  as  against  the  present  three,  since  the  vice  governor  need  not  he 
appointed  a  class  C  director.  Why  the  office  of  deputy  chairman  is  not  combined 
with  that  of  the  vice  governor  is  not  clear  unless  the  purpose  be  to  enlarge  the 
number  of  Government  representatives  on  the  board  of  directors  of  each  Federal 
Reserve  bank. 

It  is  to  be  noticed  also  that  "all  other  officers  and  employees  of  the  bank  shall 
be  directly  responsible"  to  the  governor  of  the  board  of  directors.  This  gin* 
him  the  powers  of  a  czar,  and  through  him  the  politically  controlled  Federal 
Reserve  Board  can  reach  directly  and  arbitrarily  down  to  every  employee  in  everj 
Federal  Reserve  bank.  This  means,  of  course,  that  the  political  authorities  an 
reach  any  employee  they  please.  In  this  manner  every  employee  of  every  Federal 
Reserve  bank  can  and  may  lose  his  independence  and  become,  like  the  Federal 
Reserve  Board,  an  unwilling  vassal  of  the  political  party  in  power.  Thepoweraof 
classes  A  and  B  directors  can  be  crippled  if  not  nullified  under  such  a  system, 
since  the  Governor  of  each  Federal  Reserve  bank  is  given  this  authority  and  ifl ' 
Government  agent. 

Today  the  elected  governors  of  the  Federal  Reserve  banks  are  chairnen  of  U* 
executive  committees  and,  in  this  manner,  they  have  increased  their  power*  u 
against  the  chairmen-Federal  Reserve  agents.  This  bill  makes  a  Government 
agent  chairman  of  the  executive  committee  and  thus  the  Government  worms  iti 
way  into  the  direct  operation  of  each  Federal  Reserve  bank. 

The  slightest  reflection  upon  such  a  proposed  arrangement  should  convince  one 
that  all  activities  of  each  Federal  Reserve  bank  can  be  brought  under  the  absolute 
control  and  domination  of  the  political  party  in  power.  These  Governors  and 
Vice  Governors  may  be  as  arbitrary  as  they  please,  so  long  as  they  satisfy  the 
politically  controlled  Federal  Reserve  Board.  In  this  manner  the  political  partj 
in  power  can  lay  its  rough  hands  on  the  Federal  Reserve  banks  and  turn  them  into 
a  politically  controlled  agent  of  the  party  in  power. 

Such  an  arrangement  provides  the  means  by  which  the  party  in  power  can  ex- 
tend its  political  tentacles  over  the  banking  system.  And  there  seems  to  be  ample 
evidence  to  support  the  belief  that  such  is  their  intent.  But  should  they  protest 
that  this  is  not  their  purpose,  then  the  reply  still  must  be  that  a  prudent  people 
will  not  put  such  powers  within  the  reach  of  any  political  party.  No  one  may 
assort  with  any  assurance  that  the  next  Executive  may  not  be  of  such  a  character 
that  he  will  not  take  advantage  of  the  authority  which  this  title  II  places  in  the 
hands  of  the  present  Executive.  When  a  political  administration  lays  hold  of  our 
central  commercial  banking  system,  it  has  control  of  one  of  the  most  delicate  and 
most  vital  agencies  of  our  economic  system — au  agency  that  must  be  free  from 
such  domination  if  our  economic  system  and  our  people  in  it  are  to  maintain  any 
appreciable  amount  of  their  traditional  freedom.  When  a  nation's  banking  sys- 
tem pii^us  into  control  of  the  political  power  in  power,  the  freedom  of  a  people  can 
speedily  disappear.  And  certainly  there  is  no  reason  to  expect  that  better  bank- 
ing can  or  will  result  from  any  such  proposal  as  this  one  in  section  201  (a)  of  this 
bili.  Were  the  Federal  Reserve  Board  a  property  constituted  independent  body, 
there  might  be  less  argument  against  such  a  proposal;  but  considering  that  the 
Board  can  be  made  into  a  subservient  agent  of  the  Government,  such  a  plan  open* 
the  way  for  making  a  political  agency  out  of  the  Federal  Reserve  System.  Nor 
docs  Governor  Eccles'  recently  suggested  modification,  to  the  effect  that  the 
Reserve  Board  should  approve  the  Governors'  appointment  every  3  years,  instead 
of  annually,  seem  to  change  the  picture  fundamentally. 

It  is  also  to  be  observed  that  one  of  the  class  C  directors  shall  be  appointed 
deputy  chairman  of  the  board  of  directors,  and  that  the  Vice  Governor  may  be 
appointed  a  class  C  director.  It  is  because  of  this  word  "may  "  that  the  Federal 
Reserve  Hoard  may  have  four  representatives  on  the  board  of  directors  of  eseh 
Federal  Reserve  bank. 

The  duties  now  performed  by  the  Federal  Reserve  agent  "shall  be  performed 
by  such  person  as  the  Federal  Reserve  Board  shall  designate."  This  provide* 
the  means  by  which  the  Federal  Reserve  Board  can  have  another  representative 
at  each  Federal  Reserve  bank.     In  this  manner  it  can  have  five  agents  there. 

It  may  easily  be  an  open  question  whether  membership  on  the  boards  uf 
directors  of  the  Federal  Reserve  banks  should  be  restricted  to  6  years.  Maturit* 
in  membership  may  be  a  most  desirable  thing.  This  is  a  provision  to  which  careful 
study  should  be  given.  Lack  of  continuity  and  tradition  in  Reserve  policies  i< 
widely  supposed  to  be  a  weakness  of  the  Reserve  System. 

The  lost  paragraph  of  section  201  (n),  page  40,  lines  17-22,  permitting  preseui 
incumbents  uf  the  boards  of  directors  to  serve  out  their  terms,  would  seem  tt. 
require  a  modification  of  these  parts  of  the  bill  which  provide  that  this  sectktt 
shall  be  effective  90  days  after  enactment. 
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Section  202  is  one  of  those  coaxing,  half-hearted  measures  by  which  attempts 
are  made  to  persuade  nonmember  banks  to  become  members  of  the  Federal 
Reserve  System.  Our  statute  books  are  cluttered  up  with  these  conciliatory 
provisions  in  law.  This  particular  provision  merely  lowers  still  further  the  capital 
requirements  of  banks  which  may  enter  the  System.  At  present  the  capital 
requirements  are  too  low.  And  if  it  is  believed  that  nonmember  banks  should  be 
members  of  the  System,  then  the  Federal  Reserve  Act  should  be  amended  so  as 
to  provide  that  all  banks  should,  after  a  certain  date,  be  members  of  the  System. 
If  the  capital  requirements  of  some  of  the  banks  are  too  small,  such  banks  should 
be  made  branches  of  larger  member  banks.  But  all  legislation  of  this  type  prob- 
ably should  be  left  until  a  competent  money  and  banking  commission  makes  its 

Section  203  provides  the  means  by  which  the  Federal  Reserve  Board  can  be 
made  into  a  politically  controlled  and  dominated  agent  of  the  President.  Lines 
1—3,  page  42.  of  section  203  (1)  deserve  special  attention.  They  may  have  little 
significance,  or  they  may  be  very  subtle.  In  any  event  they  open  the  way  to 
possible  developments  which  should  be  examined.  They  provide  that  the 
President  "shall  choose  persons  well  qualified  by  education  or  experience,  or 
both,  to  participate  in  the  formulation  of  national  economic  and  monetary 
policies."  It  will  be  noticed  that  these  members  of  the  Board  are  to  be  qualified 
to  participate  in  the  formulation  of  national  economic  policies  as  well  as  monetary 
policies.  Does  this  mean  that  they  are  to  participate  in  the  formulation  of 
national  economic  policies?  If  this  sentence  means  what  it  appears  to  mean, 
then  this  Board  can  be  made  a  part  of  the  planning  bureaucracy  of  the  Govern- 
ment, and  the  Federal  Reserve  System  can  become,  and  can  be  made  to  become, 
the  financial  agent  of  the  Government  in  carrying  out  its  planning  policies.  It 
can  be  made  an  engine  of  oppression  rather  than  a  neutral  agent  to  finance 
commerce,  agriculture,  and  industry. 

If  this  section  of  the  bill  is  not  intended  to  be  subtle,  it  at  least  opens  the  way 
to  dangerous  developments.  And  we  should  remind  ourselves  that  these  de- 
velopments would  be  in  absolute  harmony  with  the  theories  of  some  of  the 
chief  advocates  of  title  II  of  the  bill.  It  also  reveals  how  far  removed  its  drafters 
arc,  in  their  notions  of  how  to  constitute  a  central  bank  board,  from  those  who 
would  profit  from  experience. 

On  thin  point  it  might  be  profitable  for  us  to  see  what  Kisch  and  Elkin,  two  of 
the  world's  best-known  writers  on  central  banking,  have  to  say  (in  1932)  as  to  the 

E roper  relation  between  the  state  and  the  management  of  a  central  banking  sys- 
im:  They  say:  "Just  because  the  decisions  of  the  bank  react  on  every  aspect  of 
the  economic  activities  of  the  country,  it  is  essential  that  its  direction  should  be 
as  unbiased  as  is  humanly  practicable  and  as  continuous  as  possible.  But  clearly, 
if  the  bank  is  under  state  control,  continuity  of  policy  cannot  be  guaranteed  with 
changing  governments,  nor  can  freedom  from  political  bias  in  its  administration 
be  assured.  •  •  •  But  if  the  government  has  a  controlling  influence  over  the 
bank,  there  are  obvious  ways  by  which  the  most  powerful  interests  in  the  country 
can  try  to  enforce  their  wishes.  The  road  is  open  for  political  intrigue,  and  there 
can  be  no  safeguard  that  the  policy  of  the  bank  will  be  carried  on  without  bias  as 
national  interests  require.  It  seems  a  paradox  that  when  the  object  is  to  secure 
the  execution  of  a  national  policy,  this  should  not  most  readily  lie  achieved  by  the 
creation  of  a  state  bonk  under  official  control;  but  even  in  the  countries  where  the 
capital  of  the  bank  is  held  by  the  state,  steps  have  been  taken  in  certain  instances 
to  remove  its  administration  from  political  influence  and  to  give  it  a  measure  of 
independence  from  the  government  (Kisch  and  Elkin,  Central  Hanks,  Macmillan 
A  Co.,  Ltd.,  London,  1932,  pp.  20,  23).  These  authors  say  further:  "In  most 
economically  developed  countries  the  probabilities  are  that  the  national  govern- 
ment will  be  the  largest  individual  customer  of  the  local  money  market.  In  such 
circumstances  it  is  evident  that  if  it  also  controls  the  administration  of  money- 
market  policy,  it  may  easily  find  itself  in  an  equivocal  position  where  it  may  be 
called  upon  to  decide  between  (wo  courses,  one  of  which  may  be  immediately 
convenient  to  itself  and  the  other  conducive  to  the  ultimate  interest  of  the  country 
as  a  whole.     The  creation  of  such  dilemmas  should  lie  avoided"  (p.  21). 

There  is  a  definite  and  overwhelming  consensus  of  opinion  among  competent 
authorities  that  (he  control  of  credit  and  money  supply  and  of  the  price  level  is 
not  improved,  but  definitely  weakened  and  endangered  when  governments  assume 
or  dominate  the  functions  of  central  banks.  The  fact  that  nearly  all  leading 
nations  in  the  world  avoid  such  a  device  should  provide  strong  evidence  in  sii[t- 

Krt  of  the  accuracy  of  this  statement.     Only  Sweden,  Finland,  Latvia,  and 
issia  have  State-owned  central  banks. 
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control  was  bo  disastrous  that  the  German  Bank  Act  of  1924  opened  with  tit 
sentence  that  "The  Reichsbank  is  a  bank  Independent  of  Government  control.' 
Regarding  the  unhappy  experiences  of  the  Bank  of  France  under  the  domiutita 
of  the  treasury,  Kisch  and  Elkin,  writing  in  1932,  had  this  to  say  (p.  22):  "Then 
can  be  no  question  that  the  power  of  the  Government  to  force  increased  low 
from  the  Bank  of  France  intensified  the  depreciation  of  the  franc  and  contributed 
to  the  financial  crisis  that  culminated  In  1926." 

During  the  war  period  our  Federal  Reserve  System  was  under  the  dominaiios 
of  the  Treasury,  its  policies  were  controlled  by  the  fiscal  interests  of  the  Govern- 
ment, rather  than  by  those  of  sound  commercial  banking,  and  the  result  m  l 
gorging  of  the  banks  with  Government  bonds,  an  inflation  until  the  price  lew! 
reached  the  highest  point  in  our  history,  an  exhaustion  of  bank  reserves,  and 
finally,  the  collapse  of  1920-21. 

Reflecting  upon  the  world's  experiences  with  Government-dominated  centra1 
banks,  Kisch  and  Elkin  remark  (p.  22) :  "  *  *  *  if  the  control  of  the  opera- 
tions of  the  central  hank  lies  directly  or  indirectly  with  the  government,  it  beeomn 
fatally  easy  for  the  government  to  finance  itself  for  a  tune  by  means  of  boot 
entries  and  short  loans  from  the  bank,  a  course  which  is  the  first  step  toward 
currency  depreciation  and  inconvertibility." 

Since  the  World  War  the  tide  has  set  strongly  against  granting  the  state  povn 
to  interfere  with  the  functioning  of  a  central  bank.  The  Brussels  Confeirna 
Resolution  (III)  of  1920  crystalizcd  this  general  feeling.  It  said:  "Banks,  sad 
especially  a  bank  of  issue,  should  be  freed  from  political  pressure  and  should  be  con- 
ducted solely  on  the  lines  of  prudent  finance.  The  same  statement  was  issued 
by  the  Genoa  Conference  in  1922.  The  independence  of  the  central  bank  wast 
cardinal  feature  of  the  League  of  Nations  reconstruction  schemes  for  Austria  and 
Hungary.  As  Kisch  and  Elkin  point  out,  central  banks  have  come  more  and 
more  to  be  looked  upon  as  analogous  to  large  public  trusts  and  less  and  less  u 
departments  of  state.  From  the  most  independent  central  banks,  such  as  tbe 
Bank  of  England  and  the  Reichsbank  (prior  to  the  Hitler  regime),  there  is  a 
gradually  ascending  scale  of  government  influence  or  control,  until  it  culminate* 
in  the  state  owned  and  controlled  system  in  Russia. 

It  is  necessary  and  proper  for  a  government  to  intervene  in  the  affairs  of  the 
central  banking  system  (a)  in  times  of  war,  when  the  government's  will  must  b* 
enforced  in  all  departments  of  government,  business,  and  private  affairs;  and 
(6)  when  a  national  crisis  occurs  which  makes  it  impossible  for  the  bank  to  meet 
its  obligations. 

A(  other  times  the  security  and  independence  of  the  bank  should  be  assured 
and  unassailable,  although  knowledge  of  the  affairs  of  the  bank  and  of  the 
treasury  should  be  exchanged,  since  the  activities  of  the  bank  and  treasury  affect 
each  other.  But  each  should  be  left  to  make  its  own  decisions.  Thia  type  of 
relationship  has  been  expressed  most  admirably  by  the  Deputy  Governor  of  the 
Bank  of  England,  who  was  recently  quoted  with  the  approval  by  Chancellor  of 
the  Exchequer  Clinmherlain  in  explaining  the  relationship  between  the  treasury 
and  the  Bank  of  England  (The  Times,  London,  Dec.  22,  1935,  p.  5):  "We  on  our 
part",  said  the  Deputy  Governor  of  the  bank,  "never  venture  to  interfere  in 
any  question  which  is  considered  a  political  question  unless  we  are  asked  to 
express  an  opinion  as  to  what  the  financial  effect  of  any  political  operation  may 
be.  The  treasury,  on  the  other  hand,  are  good  enough"  to  reciprocate.  That  it 
to  say,  that  while  we  keep  them  fully  informed  as  to  the  general  trend  of  affairi 
in  the  city,  and  as  to  any  occurrence  affecting  the  position  of  finance  and  credit, 
they  do  not  seek  to  dictate  any  alternative  lines  of  financial  policy  if  we,  in  our 
judgment,  consider  a  particular  line  of  policv  essentia]  for  the  protection  of  the 
country's  main  reserves."  He  also  said:  ''The  Bank  of  England  is  in  dailr 
touch  with  the  treasury,  sometimes  many  times  a  day.  Probably  twice  in  the 
week  the  Governor  himself  will  pay  a  visit  to  the  treasury  *  *  *.  We  have 
no  secrets  from  them." 

This  type  of  relationship  seems  to  be  the  ideal  one  and  appears  to  he  supported 
by  the  leading  authorities  on  the  subject.  Kisch  and  Elkin  have  this  to  say  on 
the  question  (op.  cit.,  p.  28):  "The  complete  independence  of  the  bank  is  per- 
haps an  ideal  to  which  countries  can  only  approximate  in  different  dcgreei 
according  to  their  state  of  economic  development  and  the  sense  of  responsibility 
inherent  in  their  public  and  particularly  their  commercial  life."  These  well- 
known  authors  on  central  banking  are  representative  of  the  beet  thought  on  the 
subject  when  they  hold  that,  with  the  exception  of  the  event  of  war  and  that  of  a 
national  crisis  in  which  the  bank  is  faced  with  collapse  or  default,  the  ideal  ii 
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found  in  removing  the  central  bank  or  system  as  tar  as  possible  from  government 
domination. 

Although  most  countries  give  the  government  authority  to  appoint  at  least 
some  of  the  officials  to  the  central  bank  s  board,  such  appointments  or  nominations 
are  not  generally  intended  to  give,  and  should  not  give,  the  government  any  power 
of  interference  with  the  administration  of  the  bank  but  should  be  looked  upon  as 
a  device  for  insuring  that  the  direction  of  the  bank  is  in  the  hands  of  competent 
and  disinterested  men.  And  in  no  sense  does  this  type  of  appointment  provide 
legitimate  ground  for  assuming  that  such  men  are  representative  of  a  political 
party  or  are  to  serve  the  political  interests  of  any  particular  politicial  group. 

Since  government  financing  is  in  nature  an  intrusion  into,  and  often  a  dis- 
turbing factor  in  the  bank's  attempts  to  carry  out  the  major  and  appropriate 
functions  of  aiding  in  the  financing  of  business  transactions,  ft  is  generally  deemed 
wise  to  reduce  as  far  as  possible  government  borrowing  from  the  bank  and  to 
limit  the  freedom  of  the  government  to  put  upon  the  central  bank  or  banks  its 
fiscal  burdens.  Kisch  and  Elkin  go  so  far  as  to  say  (p.  37)  that  "•  *  *  It  is  of 
cardinal  importance  that  it  should  be  made  as  difficult  as  possible  for  the  govern- 
ment to  resort  to  the  expedient  of  borrowing  from  the  bank  a  practice  which,  if 
continued,  can  only  lead  to  a  repetition  of  post  disasters." 

This  is  typical  of  the  best  thought  on  the  question.  Despite  this  fact,  it  is  the 
purpose  of  the  advocates  of  title  II  of  this  proposed  banking  bill  of  1935  to  lead 
this  country  in  a  direction  contrary  to  the  best  conclusions  of  the  world's  leading 
authorities  on  the  subject. 

Section  203  (2)  provides  a  means  by  which  Mr.  Hamlin  may  retire  at  once  and 
Messrs.  Miller  ana  James  in  1936,  thus  removing  from  the  Board  in  a  very  short 
time,  should  they  choose  to  retire  and  even  if  more  arbitrary  methods  are  not 
used,  its  three  most  experienced  members.  If  this  provision  is  to  be  enacted  into 
law,  it  would  seem  that  it  should  be  so  amended  that  all  ex-members  of  the  Board 
would  become  ex  officio  members  of  some  advisory  body,  such  as  the  Federal 
Advisory  Council,  in  order  that  the  benefits  of  the  knowledge  and  experience  of 
Buch  men  are  not  lost  to  the  younger  members  of  the  Board.  Such  an  arrangement 
could  be  an  effective  factor  in  developing  fine  traditions  in  central  banking. 

Lines  17-25,  page  42,  are  awkard  and  confusing.  Lines  17-22  say  literally 
that  "each  member  of  the  Board  so  retired  from  active  service  who  shall  have 
served  for  at  least  5  years  shall  receive,  during  the  remainder  of  his  life,  retirement 
pay  in  an  amount  equal  to  the  annual  salary  paid  "  now.  Thus  he  would  receive 
a  total  pension  of  $12,000  for  the  rest  of  his  life.  How  much  will  he  be  paid  the 
first  year  of  retirement?  Or  is  he  to  be  paid  $12,000  in  a  lump  sum?  This  sen- 
tence* doubtless  was  intended  to  give  the  retired  members  who  have  reached 
70  years  of  age  and  who  have  served  5  or  more  years  an  annual  pension  based 
upon  the  years  served,  the  yearly  amount  to  be  determined  by  the  number  of 
years  served  multiplied  by  $1,000,  but  the  bill  certainly  does  not  make  this  point 
clear.  According  to  the  first  proviso,  a  person  who  has  served,  say,  8  years  will 
receive  $8,000  per  year,  and  if  he  lives  3  years  thereafter  he  will  receive  $24,000 
In  a  pension;  whereas  lines  17-22  preceding  the  proviso  would  give  him  only 
912,000,  regardless  of  how  long  he  lived.  This  proviso  also  omits  the  5-year 
minimum;  in  line  24  the  words  "per  annum"  should  be  inserted  after  the  word 
"pay",  and  in  line  25  the  word  "served",  apparently,  should  be  inserted  after 
the  third  word,  "year."  The  entire  section  is  badly  muddled,  and  it  should  be 
rewritten  and  made  to  say  what  the  authors  intended  that  it  should  say. 

Nor  is  the  second  proviso,  page  43,  clear  or  sufficiently  specific  in  its  meaning. 
Furthermore,  It  Is  to  be  noted  that,  according  to  section  203  (3),  every  Governor 
appointed  and  removed  will  come  in  for  this  pension  if  he  is  65  years  of  age,  since 
he  shall  be  deemed  to  have  served  the  full  term  for  which  he  was  appointed  even 
though  he  may  have  served  only  1  month  or  even  1  day.  What  a  great  oppor- 
tunity this  proviso  provides  a  President  to  place  his  friends  on  a  fine  pension  for 
life.  In  30  days  he  could  give  30  of  his  friends  who  had  reached  65  years  of  age 
a  $12,000  annual  pension  for  life.  In  4  years  he  could  develop  a  large  pension 
list,  all  to  be  paid  by  the  Federal  Reserve  banks.  The  Vice  Governor  apparently 
can  have  his  term  of  service  terminated  by  the  President  without  the  benefit  of 
its  being  deemed  that  he  had  served  his  full  term.  It  would  appear  that  no 
member  of  the  Board  could  afford  to  accept  the  office  of  Vice  Governor. 

This  section  203  (3)  reveals  clearly  the  method  by  which  a  President  can  change 
the  Board's  personnel  within  the  space  of  a  week,  to  suit  his  particular  wishes. 
This  section  provides  specifically  and  openly  that  the  members  of  this  Board  are 
to  serve  "until  the  further  order  of  the  President",  whereas  the  present  act 
includes  no  such  provision.     In  fact,  there  is  not  &  hIth^  i«st4  yb.  W.  <$«*ra&> 
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act  authorizing  the  President  to  remove  a  member  of  the  Board,  and  it  ra 
expected  that  under  the  present  law  the  members  of  the  Board  would  be  tnti 
from  any  such  interference.  It  has  also  been  generally  supposed  that  no  Pre*  I 
dent  would  presume  to  remove  a  member  of  the  Board  except  for  cause. 

Experience  and  the  recognized  principles  of  central  banking  teach  that  tk 
members  of  the  Federal  Reserve  Board  must  be  freed  from  risks  of  removal  h 
the  President,  and  all  that  is  necessary  to  accomplish  this  is  to  write  into  thmfl 
the  specific  provision  that  a  member  of  the  Board  may  not  be  removed  by  lir 
President  except  under  certain  specified  conditions.  The  recent  Humphm 
decision  (May  27)  provides  ample  legal  grounds  for  the  incorporation  of  nidi 
provision  in  the  law.  Furthermore,  it  would  appear  that  the  Governor  and  Via 
Governor  should  be  selected  by  the  Board  rather  than  appointed  by  the  Presidio; 

The  issue  is  not  that  of  political  control  of  the  Board  versus  its  domination  bf 
the  banks,  as  the  advocates  of  political  control  commonly  assort.  Those  area! 
the  only  alternatives,  and  neither  is  the  proper  one.  The  correct  solution  lie*" 
creating  a  board  which  would  be  independent  of  domination  by  tbe  bsoki.  1« 
the  political  party  in  power,  and  by  any  other  group  that  might  attempt  tops 
pressure  upon  it  in  an  effort  to  obtain  some  action  in  its  behalf.  Only  in  tiu 
manner  can  our  banking  system  be  made  to  function  in  the  interests  of  commute, 
agriculture,  industry,  and  the  general  public. 

It  would  be  difficult  to  conceive  of  a  more  dangerous  provision  written  inWut 
central  banking  law  than  that  found  in  section  203  (3).  Tbe  only  reatouoli 
interpretation  to  be  placed  upon  this  provision  is  that  its  authors  and  advoota 
~  propose  to  convert  the  Federal  Reserve  System  into  a  political  instrumentality  i 
the  party  in  power.  Such  a  provision  opens  the  way  for  the  destruction  of  wbtt 
remains  of  the  independence  of  our  Federal  Reserve  System,  which  we  have  trial 
to  evolve  into  a  useful  and  independent  system  over  a  period  of  20  yean,  |B 
every  other  section  of  this  bill  and  of  the  Federal  Reserve  Act,  as  amended  by  tha 
bill,  were  perfect,  the  System  still  could  be  converted  into  an  agency  of  the  pan; 
In  power,  and  the  bill  still  would  be  dangerous.  Considering  the  danjm  it 
sections  201  and  203  of  this  bill,  the  possibilities  of  dangers  in  the  other  section  a1 
title  II  are  accentuated.  For  this  reason  there  are  many  today  who  oppose  other 
sections  of  title  II,  principally  because  they  would  be  administerd  by  a  politically 
controlled  Federal  Reserve  Board. 

The  answer  to  this  proposed  amendment  to  the  Federal  Reserve  Act  is  thstit 
should  never  be  permitted  to  pass. 

The  independence  of  the  Federal  Reserve  Board  should  be  strengthened,  o* 
weakened,  and  our  Federal  Reserve  System  will  not  be  what  it  should  be  usb 
this  is  accomplished.  Our  experiences  with  our  Federal  Reserve  System  tssi 
us  that  our  Federal  Reserve  Board  has  not  been  sufficiently  independent  of  tit 
Government.  The  major  weaknesses  in  the  Board  today  center  largely  in  tk 
fact  that  it  has  been  subject  to  too  much  interference  by  the  political  authoriti* 

There  are  various  ways  in  which  the  independence  of  the  Board  can  be  insured. 
While  few  authorities  doubtless  would  care  to  insist  that  their  suggestions  m 
necessarily  the  best  ones,  it  would  seem  that  considerable  weight  should  bi 
attached  to  those  of  Dr.  Adolph  Miller,  of  the  Board,  considering  his  grer* " 
perience  and  distinguished  service  on  the  Board. 

Everything  that  any  central  banking  system  can  be  expected  to  accompW 
can  be  written  in  general  terms  into  the  organic  banking  act,  and  thereafter  ttt 
administration  of  the  System  should  be  left  to  independent  nonpolitical  I1-1- 

istrative  bodies.     As  the  Board  is  reconstituted  and  strengthened,  after  a  ( 

study  of  the  problems  by  our  best  experts,  it  may  be  found  wise  to  remove  tit 
Secretary  of  the  Treasury  from  the  Board,  though  it  may  be  desirable  to  Bah 
him  a  nonvoting  auditor  or  participant  in  the  Board's  discussions;  and  it  Fas' 
ably  would  be  found  desirable  to  have  the  office  and  functions  of  the  Comptnt* 
of  the  Currency  absorbed  by  the  Board.  It  would  seem  also  that  the  Fecs*l 
deposit  insurance  mechanism  should  be  brought  under  the  complete  jurisdietsi 
of  the  Board.  But  these  arc  questions  which  can  be  answered  with  greaM 
accuracy  after  adequate  study  has  been  made  of  the  problems  by  a  well-constitsM 
monetary  commission. 

As  a  further  observation  on  the  question  of  the  relation  between  the  treat* 
and  a  country's  central  banking  system,  it  may  be  instructive  to  note  wball 
Financial  News  of  London  had  to  say  on  the  subject  in  its  issue  of  February! 
1935,  with  respect  to  the  independence  of  the  Banks  of  England  and  France: 

"  The  resistance  of  the  Bank  of  France  to  the  reflationary  efforts  of  the  Go*T 
merit  throws  curious  UgM,  upon  \\\c  Telations  between  treasury  and  central  hi 
Great  Britain  is,  appatcuUy,  wA \Saa  otAtj  was&rj  •wVerc  the  central  bank  it  f 
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laition  to  pursue  a  policy  of  its  own,  which  ia  at  times  at  variance  with  the 
overnment's  policy.  Although  technically  the  Bank  of  France  is  controlled  by 
ie  treasury — the  governor  and  senior  exectuive  officials  are  appointed  and  can  be 
anoved  by  the  Government — it  is  not  always  easy  to  impose  the  official  policy 
pon  the  central  bank.  The  example  of  M.  Moret,  who,  in  spite  of  the  fact  that 
;  was  a  former  treasury  official  and  was  nominated  by  the  treasury  to  the 
jvernor's  post,  was  a  firm  defender  of  the  independence  of  the  Bank  of  France 
gainst  the  treasury,  shows  the  influence  of  an  institution  with  strong  traditions 
pon  those  who  enter  it. 

"  It  is  probable  that  if  the  executive  officials  of  the  Bank  of  England  were  to  be 
^pointed  by  the  treasury,  the  result  would  be  similar  to  that  witnessed  in  the 
ank  of  France.  In  a  few  years  the  treasury  officials  in  charge  of  the  bank  would 
e  as  much  under  the  bank's  traditions  as  if  they  had  grown  up  within  its  walls. 

□der  their  guidance  the  bank  would  probably  retain  a  high  degree  of  inde- 
endence.  It  may  well  be  asked,  therefore,  What  would  be  the  use  of  nationali- 
ng  the  bank?" 

The  modifications  recently  suggested  by  Governor  Eccles  do  not  add  appreci- 
bly  to  the  assurance  that  the  Federal  Reserve  Board  could  maintain  its  inde- 
endence.  As  a  matter  of  fact,  the  one  thing  that  stands  out,  in  all  the  conces- 
one  made  to  criticism  of  this  provision  of  title  II,  is  that  care  is  taken  to  keep  the 
'ay  open  so  that  the  Federal  Reserve  Board  can  be  converted  into  a  political  agent 
T  the  party  in  power.  If  the  advocates  of  this  section  of  title  II  really  desire  to 
se  an  independent  Federal  Reserve  Board,  let  them  demonstrate  their  good 
Uth  by  devising  the  mechanism  which  will  close  the  door  absolutely  to  any  possi- 
le  interference  on  the  part  of  the  political  authorities.  This  is  probably  the 
lost  fundamental  issue  involved  in  title  II,  and  it  should  not  be  forgotten. 

Section  204  appears  to  be  free  from  criticism. 

Section  205,  creating  a  new  type  of  Federal  Open  Market  Committee,  might 
ave  some  virtues  if  the  Federal  Reserve  Board  were  a  properly  constituted, 
idependent  board.  But  considering  the  fact  that  the  Board  can  be  politically 
ontrolled,  this  section  of  the  bill  merely  provides  additional  means  by  which  the 
rovernment  can  extend  its  powers  over  the  activities  of  the  Federal  Reserve 
anks.  It  should  be  noticed  that  this  amended  section  of  the  Reserve  Act  omits 
ie  requirements  of  the  present  law  with  respect  to  open-market  operations  to  the 
Teet  that  the  time,  character,  and  volume  of  open-market  transactions  must  be 
avemed  with  a  view  to  accommodating  commerce  and  business  and  with  regard 
»  their  bearing  upon  the  general  credit  situation  of  the  country.     Thus  the  way 

opened  for  engaging  in  open-market  operations  for  purposes  which  may  suit 
ie  political  group  in  power  and  which  need  have  no  beneficial  bearing  whatever 
pon  general  business  conditions  as  contemplated  in  the  present  law.  Through 
lis  open-market  mechanism  the  managed  currency  advocates  can  attempt  to 
it  into  effect  their  ideas  of  controlling  the  volume  of  money  and  credit;  the  eur- 
ncy  can  be  inflated  for  the  purpose  of  raising  prices  to  assist,  as  they  think, 
covery;  and  support  can  be  given  to  the  Government's  credit.  By  means  of 
lis  amendment  the  Federal  administration  can  compel  open-market  operations 
i  conform  to  their  particular  purposes,  regardless  of  the  principles  of  sound 
ntral  banking  and  the  needs  of  commerce  and  business.     This  is  unsound  in 

Government  financing,  in  the  final  analysis,  should  be  looked  upon  as  an 
truaion  into,  and  a  disturbing  factor  in,  the  fields  of  private  finance.  And  If  a 
ell-ordered  central  banking  system  performs  its  functions  properly,  there  will  be 
any  times  in  which  it  must  and  should  go  into  the  open  money  markets  to 
►mbat  the  effects  of  Government  financing.  It  is  not  the  function  of  a  central 
inking  system  to  give  Government  credit  a  higher  rating  than  it  would  ether- 
ise have  in  the  open  money  markets  to  which  >ion- Government  borrowers  and 
nders  must  go.  It  is  the  function  of  all  commercial  banks  to  give  borrowers  the 
cact  credit  rating  to  which  they  are  entitled;  and  it  is  the  function  of  these  banks 
ad  of  the  central  banking  authorities  to  give  Government  borrowers  exactly  the 
Line  type  of  credit  rating.  To  assume  that  Government  credit  should  be  given 
ii  artificially  high  value  by  a  central  banking  system  is  to  assume  that  it  is  the 
inction  of  a  central  banking  system  to  inflate  the  currency.     This  section  205 

out  of  harmony  with  what  are  known  to  be  sound  principles  of  central  banking. 

Although  it  would  be  preferable  to  have  the  question  answered  by  a  national 
louetary  commission,  the  query  may  be  raised  as  to  why  the  Council  of  Governors 
they  are  not  made  Government  appointees,  or  even  the  Federal  Advisory 
loiincil  might  not  also  assume  the  functions  now  aasvoncd  \ra  tt\e  O^ftTv^-wOtJA. 
iommittee.  The  Federal  Reserve  Board,  the  Federal  Kd\"\aoTy  CqmmK>.,*s\*.'Cd& 
loiincil  of  Governors  might  well  draft  a  plan  for  the  oran-mMVBk  taBjSow^M^*"* 
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Congress  is  determined  to  pass  title  II  of  this  bill.  To  write  into  this  bin  spai 
for  a  new  type  of  open-market  committee  without  consulting  with  the  goverum 
of  the  Federal  Reserve  banks  and  with  the  Federal  Advisory  Council  is  certeiilj 
not  a  commendable  procedure- 
It  la  provided  by  this  amendment,  at  the  time  these  comments  were  prepaid 
(Apr.  20),  that  all  five  members  of  the  Federal  Open  Market  Committee  WiHk 
government  agents.  The  fact  that  two  of  the  members  are  to  be  selected  In 
the  governors  of  the  reserve  banks  by  the  governors  does  not  change  thit  bri 
since  all  these  governors  will  be  Government  agents.  The  suggestion  msdeta 
the  Governor  before  the  House  committee  to  the  effect  that  the  open  mirbt 
authority  be  vested  in  the  whole  Federal  Reserve  Board  and  that  there  b*  ap- 
pointed a  committee  of  5  governors  selected  by  the  12  governors  with  the  reqem- 
ment  that  the  Board  consult  this  committee  before  changing  the  open-muts 
policy,  the  rediscount  rates,  or  the  reserves  required  of  member  banks  is  diffiran 
to  appraise  since  all  these  men  would  still  be  agents  of  the  Government.  If  tat 
Board  were  an  independent  body  then  the  suggestion  might  have  merit.  ftfl 
considering  that  the  Board  could  be  a  politically  controlled  body  the  suggest™ 
would  not  seem  to  change  the  general  picture  appreciably. 

With  respect  to  the  power  given  the  open-market  committee  to  make  rwon- 
mendations  to  the  Federal  Reserve  Board  from  time  to  time  regarding  the  dis- 
count rates  of  the  Federal  Reserve  banks,  it  may  be  presumed  that  this  hai » 
particular  significance  unless  it  be  assumed  that  the  Reserve  Board  esenitu 
the  power  of  prescribing  discount  rates  for  the  reserve  banks.  It  would  nm 
preferable  that  the  present  method  of  having  rates  initiated  by  the  re 

reserve  banks,  subject  to  approval  of  the  Board,  is  preferable.     But  if  the 

Board  were  properly  constituted  and  independent  of  political   influences 

could  appropriately  advocate  that  the  Board  be  given  the  power  not  onl;  lo 
review  discount  rates  but  to  institute  them  when  a  Federal  Reserve  bank  a 
clearly  running  counter  to  sound  national  banking  policies. 

Section  206,  which  opens  the  way  for  discounting  any  commercial,  agricultural, 
or  industrial  paper  and  for  advances  secured  by  any  "sound  assets"  of  sud 
member  bank,  seems  to  be  tacked  on  to  the  preceding  parts  of  section  13  of  the 
Federal  Reserve  Act  without  any  regard  to  how  it  affects  the  preceding  ran- 
graphs  of  that  section.  It  would  appear  that  most  of  the  preceding  paragraph* 
are  nullified.  Just  what  the  law  would  be  if  this  amendment  were  passed  ai 
drafted,  would  be  difficult  to  determine.  It  reveals  a  hasty  and  careless  tvpe  vl 
bill  drafting. 

It  is  doubtful  whether,  under  the  best  type  of  central  banking  system,  such  ■ 
provision  can  be  defended.  It  would  seem  that,  under  such  a  system,  this  wide- 
open  provision  should  at  the  most  be  reserved  for  emergencies. 

Under  a  politically  dominated  system  of  central  banking,  as  provided  bv  ihu 
bill,  section  206  provides  the  means  by  which  the  Reserve  Board  can  sdniit  fa 
the  portfolios  of  the  Federal  Reserve  banks  any  kind  of  paper,  regardless  of  in 
illiquidity,  and  fix  the  maturity  of  the  paper  at  any  distant  elate  it  chooses  to 
adopt. 

Since  it  is  not  the  functions  of  a  central  banking  system  to  accept  illiquid 
paper,  the  proper  restrictions  against  such  acceptance  should  he  set  up.  It  ii 
possible  that  exceptions  to  meet  emergencies  could  be  provided,  with  the  propel 
penalties  and  handicaps  attached,  so  that  emergency  transactions  would  Dot 
become  the  normal  ones.  But  it  would  seem  preferable  to  retain  the  true  wi 
proper  commercial  characteristics  of  the  central  banking  system  and  detennint 
whether  a  separate  institution  might  not  be  devised  to  absorb  illiquid  paper  o! 
commercial  banks  in  times  of  stress.  Perhaps  the  Reconstruction  Finance  Cor- 
poration  could  become  a  permanent  institution  for  this  purpose.  This  is  a  quo- 
tum deserving  the  best  attention  of  a  national  monetary  commission.  One  thuif 
seems  clear,  however,  and  that  is  that  section  206,  as  it  stands,  is  unsound  and 

Section  207  provides  the  means  by  which  the  Federal  Reserve  banks  can  bt 
compelled  to  absorb  the  direct  obligations  of  the  Government  or  those  full? 
guaranteed  as  the  principal  and  interest  by  the  United  States,  regardless  of  ma- 
turities. In  this  manner  the  Reserve  banks  can  become  gorged  with  ouch  securi- 
ties having  long  maturities  and  consequently  can  become  very  illiquid.  Under* 
properly  organized  Federal  Reserve  Board,  and  with  other  appropriate  ad- 
ministrative machinery,  such  a  provision  might  be  safe  enough,  because  so? 
properly  constituted  central  banking  authority  would  keep  the  amount  of  aut- 
securities  held  down  to  a  small  amount,  but  under  the  syetemprovided  in  this  NIL 
this  section  merely  adds  another  unsound  provision  to  the  Federal  Reserve  Act 
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Section  208  (1)  provides  the  means  by  which  Federal  Reserve  notes  are  to  be 
Issued  against  the  general  assets  of  the  Reserve  banks  in  addition  to  requiring  the 
40-percent  reserve  of  (fold  certificates.  If  these  assets  were  liquid,  this  provision 
would  not  be  objectionable,  but  since  the  way  is  opened  by  this  bill  for  admitting 
nil  kinds  of  illiquid  paper  to  the  portfolios  of  the  Reserve  banks,  this  section  pro- 
vides the  way  for  converting  illiquid  assets  into  legal  tender  paper  money.  This, 
of  course,  means  inflation  and  is  unsound  in  principle. 

The  argument  is  advanced  that  since  deposits  are  created  against  these  illiquid 
assets  there  is  no  reason  why  the  Federal  Reserve  notes  also  should  not  be  issued 
against  the  same  assets.  The  answer  to  that  argument  is  that  neither  Federal 
Reserve  deposits  nor  Federal  Reserve  cotes  should  be  created  or  issued  against 
illiquid  assets.  It  is  not  the  function  of  the  Federal  Reserve  banks  to  receive 
illiquid  assets;  and  to  issue  Federal  Reserve  notes  or  to  create  deposits  against 
such  assets  is  an  inflationary  procedure  and  destroys  the  desirable  elastic  element 
in  both  the  note  and  deposit  currency. 

Considering  the  fundamental  importance  of  the  questions  involved  in  this 
amendment,  perhaps  it  would  be  appropriate  to  make  some  comments  upon  the 
principles  which  should  guide  in  creating  a  proper  type  of  note  and  deposit 
currency. 

The  moat  economical  currency  ever  devised  by  man  is  credit;  and  the  most 
useful  forms  of  such  a  currency  are  deposit  and  note  currency.  Of  these,  the 
deposit  currency  normally  effects  about  90  percent  of  oar  exchanges.  Both  the 
notes  and  the  deposit  currency  function  properly  and  meet  all  requirements  if 
they  are  issued  against  reserves  and  self-liquidating  paper,  which,  in  turn,  is 
baaed  upon  transactions  that  will,  by  their  nature,  pay  off  the  loans  which  give 
rise  to  the  deposit  or  note  currency.  In  this  manner,  both  redeemability  and 
elasticity  are  provided,  and  inflation  is  avoided.  And  inflation  is  always  to  be 
avoided,  because  it  is  an  extension  of  purchasing  power,  either  in  the  form  of 

Eaper  money  or  credit,  which  is  not  secured  by  reserves  or  commodities  that  will 
quidate  it  at  the  proper  time;  and  this,  of  course,  means  losses  for  some  one. 
Therefore,  when  Federal  Reserve  notes  are  issued  against  bonds,  the  desired 
and  appropriate  feature  of  elasticity  is  destroyed,  and  the  inflationary  procedure 
is  being  followed.  Elasticity  is  destroyed  because  there  is  nothing  in  the  nature 
of  the  bond  security  which  automatically  liquidates  the  notes  after  the  exchange 
transaction  is  completed.  When  such  notes  are  issued  against  commercial  paper, 
they  are  an  advance  to  business  men  who  will,  in  30,  60,  or  90  days,  for  example, 
sell  goods,  retire  the  paper  lying  behind  the  notes,  and,  consequently,  retire  the 
notes.  Thus  the  notes  effect  the  exchange,  which  could  not  be  completed  for  30, 
60,  or  90  days,  then  they  disappear.  When,  on  the  other  hand,  such  notes  axe 
issued  against  bonds,  the  exchange  is  completed;  the  notes  remain  outstanding; 
there  is  nothing  in  the  nature  of  the  transaction  that  remains  to  be  completed 
beyond  the  payment  of  the  bonds  when  they  mature,  and  there  is  nothing  to 
take  place  which  will  retire  the  notes  until  the  bonds  do  mature.  Thus,  there  is 
a  net  addition  to  the  currency;  the  price  level  tends  to  be  disturbed;  the  currency 
goes  into  circulation  without  any  new  wealth  being  produced  to  liquidate  the 
notes;  and  the  procedure,  therefore,  is  inflationary.  Bonds  should  represent  a 
transfer  of  savings  from  the  bond  buyer  to  the  bond  seller,  and  the  currency  sup- 
ply should  remain  undisturbed.  But  the  issuance  of  currency  against  the  bonds 
has  the  effect  of  creating  an  additional  supply  of  currency  with  no  new  creation 
erf  wealth.  Hence  it  is  inflationary;  and  an  inflationary  procedure  can  never  be 
defended  on  any  grounds,  because  it  always  involves  losses  to  someone;  and  these 
losses  are  due  to  the  character  of  the  medium  of  exchange. 

,  Properly  constituted  bank  note  and  deposit  currencies  should  also  be  elastic  in 
nature.  And  if  the  currency  is  to  be  elastic  it  must  expand  and  contract,  either 
automatically  or  as  a  result  of  control  or  both,  in  a  manner  that  will  contribute  to 
the  stability  of  the  price  level  under  conditions  of  economic  equilibrium.  If  the 
price  level  is  rising  soundly — that  is,  in  harmony  with,  and  as  a  result  of,  a  sound 
recovery  or  expansion  in  business — an  elastic  currency,  either  note  or  deposit, 
frill  permit  that  rise  in  the  price  level  to  take  place.  But  when  production  and 
consumption  tend  to  come  into  balance,  the  currency  having  the  quality  of 
elasticity  contributes  to  this  price  level  stability,  as  it  should.  A  stable  price 
Level  under  conditions  of  general  economic  equilibrium,  as  already  pointed  out, 
la  probably  the  moat  desirable  condition  known  to  man,  and  a  currency  which 
contributes  to  such  stability  is  probably  the  best  currrency  which  people  can 
devise. 

According  to  the  terms  of  section  208  of  this  bill  the  Reserve  \sa.vita  w^Ht^ 
are  to  receive  Federal  Reserve  notes  without  posting,  anvttNMva,  vr&V  msjotoi.    v"^ 
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seems  that  the  Reserve  banks  are  to  be  supplied  with  all  the  notes  they  may  u 
the  only  requirement  being  that  the  Reserve  banks  maintain  a  reserve  of  * 
percent  in  gold  certificates,  which  are,  at  present,  inconvertible  paper  mo:" 
In  addition,  the  notes  are  made,  as  at  present,  a  first  and  paramount  lien  oi 
the  assets  of  the  Reserve  banks. 

As  the  Federal  Reserve  banks  purchase  bonds,  by  creating  a  deposit  to  tbt 
credit  of  the  Government,  a  deposit  currency  is  created  which  is  inelastic  and 
inflationary  in  nature.  The  banks  receive  the  bonds  and  the  Government 
receives  the  deposit.  But  the  currency  supply  does  not  remain  unchanged; 
it  is  increased  by  the  amount  of  the  deposit  less  any  reserve  which  might  to 
needed.  If  there  is  a  surplus  of  reserves  then  there  is  a  full  net  increase  a 
currency  equal  to  the  value  of  the  bonds.  If  the  withdrawal  of  deposits  pvn 
rise  to  the  withdrawal  of  Federal  Reserve  notes,  the  effect  is  in  general  the  w 
There  is  a  net  increase  in  the  Reserve  notes  without  any  additional  reserve.  .. 
commodities  being  created  to  liquidate  them.  This  is  an  inflationary  procedure 
and  one  that  can  continue  as  bonds  are  purchased  until  the  reserves  of  the  Federal 
Reserve  banks  are  reduced  to  the  legal  limit.  Thus  the  price  level  tends  to  rise 
as  against  the  available  wealth.  The  assets  held  by  the  banks  against  these 
notes  will  not  retire  the  notes  automatically,  and  it  is  doubtful  if  auy  management 
group  would  force  such  a  retirement.  People  must  pay  higher  prices  for  thinp,  1 
not  because  there  has  been  an  increased  production  and  a  resulting  increase  in  '■ 
income,  but  because  of  a  defect  in  the  currency  itself.  It  is  a  depreciating 
currency,  and  the  general  public  loses  in  the  form  of  an  increased  cost  of  lirag 
resulting  from  a  defect  in  the  currency. 

If  an  effort  is  later  made  to  retire  such  a  currency,  it  will  be  necessary  for  the 
Government  to  raise  taxes  to  pay  off  the  bonds.     Taxes  are  a  burden  to  all 

¥:ople  and  all  business  and  have  a  depressing  effect  on  productive  activity 
hus  additional  burdens  must  be  incurred  as  a  means  of  retiring  the  current? 
which,  in  itself,  caused  the  public  losses. 

If  the  notes,  on  the  other  hand,  are  issued  against  self-liquidating  paper  the? 
do  not  disturb  the  price  level,  they  do  not  cause  losses  to  people,  and  they  retire 
themselves  automatically  and  without  involving  any  such  depressing  agents  at 
taxation,  provided  the  usual  restrictions  used  to  force  a  note  contraction  are 
attached.  Title  II  of  this  bill  removes  some  of  these  restrictions  on  Federal 
Reserve  notes  and,  consequently,  there  will  bo  less  tendency  for  them  to  contract 
as  they  should.  The  bill  apparently  repeals  the  provision  prohibiting  one  Federal 
Reserve  bank  paying  out  the  notes  of  another,  and  it  removes  the  tax  penalty 
for  such  payment.  Thus,  from  this  point  of  view,  as  well  as  from  the  point  of 
view  of  the  assets  underlying  these  notes,  the  elastic  feature  is  impaired. 

The  same  line  of  reasoning  is  applicable  to  the  creation  of  a  currecnv  against 
mortgage  paper  as  an  asset.  Some  paper  should  represent  a  transfer  of  savinp 
from  one  group  to  another,  so  that  the  currency  supply  will  remain  unchanged. 
And  when  the  mortgage  is  paid  off  it  should  be  paid  off  out  of  savings.  Hence  it 
is  proper,  within  limits,  to  use  savings  deposits  for  investment  in  such  paper. 
But  if  a  commercial  bank  creates  deposit  currency  against  such  investment  paper, 
it  is  inflating  the  currency  because  the  currency  iB  not  self-liquidating,  and  it  is 
inelastic  for  the  same  reason.  When  notes,  for  example  Federal  Reserve  notes, 
arc  drawn  into  circulation  as  a  consequence  of  the  creation  of  deposits  3gi:\it 
such  illiquid  assHs  as  mortgage  paper  the  note  currency  becomes  inflated  and 
inelastic. 

These,  in  short,  arc  the  fundamental  principles  which  should  guide  in  the  is»ue 
of  bank  notes  and  in  the  creation  of  deposit  currency.  Sections  206,  207,  and 
20S  of  title  II  are  for  these  reasons  unsound  in  principle. 

Then  the  question  may  be  raised  as  to  why  the  Federal  Reserve  notes  are  made 
legal  tender  for  all  purposes.  When  a  money  is  legal  tender  for  all  purposes,  it 
ran  be  used  to  pay  all  debts,  public  and  private.  This  means,  literally,  that  thr» 
notes  could  be  lined  for  lawful  reserves  and  could  be  used  to  redeem  anv  oth« 
currency.  Is  it  intended  that  these  notes  shall  be  "lawful  money"  for  "resent 
purposes,  thus  converting  a  liability  into  an  asset?  This,  of  course,  is  not  s 
rational  procedure,  and  yet  this  is  what  lines  22  and  23,  page  46,  reallv  provide 

In  contradiction  to  this,  lines  24  and  25  exclude  these  notes  from  the  lawful 
money  for  reserve  purposes  in  the  Federal  Reserve  banks.  This  means  that  the 
Federal  Reserve  notes  arc  not  permitted  to  fulfill  their  functions  as  full  legal  tender 
money.  The  two  provisions  arc  in  direct  conflict  and  should  make  clear  the  fart 
that  it  is  irrational  to  attempt  to  make  Federal  Reserve  notes  full  legal  tender. 
The  words  "receivable  for  certain  purposes",  originally  employed  with  respect  to 
these  notes,  should  be  restored  and  the  words  "legal  tender"  abandoned. 

:  ,vGoogIe 
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It  might  be  pointed  out  incidentally  here  that  the  Federal  Reserve  Act  has 
never  used  the  term  "lawful  money"  properly.  It  speaks  of  gold  or  lawful  money 
when  it  should  say  gold  or  other  lawful  money,  since  gold  and  gold  certificates 
obviously  are  also  lawful  money. 

Part  of  section  208,  in  lines  8-10,  page  47,  provides  that  the  Treasurer  of  the 
United  States  shall  cancel  and  retire  unfit  Federal  Reserve  notes  coming  from  a 
source  other  than  a  Federal  Reserve  hank,  but  it  does  not  specify  or  provide  any 
fund  for  such  retirement.  The  last  sentence  of  this  section,  lines  10-12,  page  48, 
provides  that  notes  unfit  (or  circulation  should  be  returned  by  the  Reserve  banks 
to  the  Comptroller  of  the  Currency  for  cancelation  and  destruction.  Just  why 
both  the  Comptroller  of  the  Currency  and  the  Treasurer  of  the  United  States 
should  be  involved  in  canceling  unfit  notes  is  not  clear. 

This  bill  abolishes  the  5-percent  redemption  fund  with  the  Treasurer  of  the 
United  States.  It  also  permits  one  Reserve  bank  to  pay  out  the  Reserve  notes  of 
other  Reserve  banks  without  any  penalties,  and,  in  this  manner,  one  of  the 
factors  forcing  a  retirement  of  these  notes  ie  removed.  There  appears  to  be  no 
good  reason  for  repealing  either  of  these  prevailing  requirements.  The  omission 
of  the  latter  requirements  merely  serves  as  another  means  of  inviting  a  looser 
type  of  banking.  The  omission  of  the  redemption  fund  may  be  due  to  careless 
bill  drafting. 

Section  208  (2)  reveals  careless  bill  drafting  In  the  fact  that  care  was  not  taken 
to  strike  out  all  words  which  should  be  deleted.  For  example,  in  the  second  line 
of  the  Federal  Reserve  Act  following  the  last  deletion  the  words  "  or  subtreasuries  " 
appear  again  and  are  permitted  to  stand  by  this  repeajng  section. 

Section  209,  which  permits  the  Federal  Reserve  Board  to  change  the  reserve 
requirements  of  the  reserve  banks  as  they  see  fit,  Is  a  dangerous  weapon  to  put 
into  the  hands  of  a  politically  dominated  Board .  The  preceding  sections  of  title 
II  of  this  bill,  combined  with  this  section,  make  It  possible  for  the  Board  to  pack 
Government  securities  and  other  illiquid  paper  into  the  portfolios  of  the  Federal 
Reserve  banks  until  the  surplus  reserves  are  exhausted,  and  then  the  reserve  re- 
quirements of  member  banks  can  he  reduced,  thus  permitting  the  Board  and 
banks  to  proceed  with  their  inflation  without  let  or  hindrance.  The  provision 
that  the  reserve  requirements  of  these  banks  may  be  changed  "in  order  to  prevent 
injurious  credit  expansion  or  contraction"  would  probably  prove  to  be  little  more 
than  the  statement  of  a  pious  hope.  It  probably  would  mean  nothing  in  the 
hands  of  a  politically  controlled  Reserve  Board  determined  to  inflate  the  cur- 
rency. And,  if  it  were  used,  it  would  seem  that  the  effects  might  be  unfortunate 
for  the  reason  that  it  would  tend  to  have  a  sharp  deflationary  effect  on  those  banks 
with  no  surplus  reserves  and  with  little  inclination  to  rediscount.  If  such  a  plan 
were  to  be  used,  it  would  seem  that  it  should  be  applied  to  individual  banks 
rather  than  indiscriminately  to  all  banks  of  a  given  class.  But  even  this  would 
have  its  dangers  under  a  politically  controlled  system.  It  would  appear  that  a 
much  better  plan  would  be  that  recommended  by  the  Federal  Reserve  Board, 
namely,  that  reserve  requirements  of  member  banks  be  based  not  solely  upon  the 
volume  of  deposits  but  also  upon  the  rapidity  of  their  turnover. 

Section  210,  stipulating  the  conditions  under  which  member  banks  may  lend 
on  real  estate,  flies  in  the  face  of  all  practical  experience  with  such  loans  by  com- 
mercial banks.  Provisions  for  such  loans  should  be  restricted,  not  enlarged. 
To  raise  the  percentage  of  the  value  of  the  property  for  lending  purposes  from 
60  to  60  is  unwise,  as  is  the  76-percent  provision  for  loans  amortized  within  20 
years.  To  raise  the  limits  of  such  investments  from  50  to  60  percent  of  time 
and  savings  deposits  and  from  25  to  100  percent  of  the  bank's  capital  and  sur- 
plus is  a  denial  of  the  value  of  our  past  experiences  with  such  loans. 

Id  lines  13  to  18,  page  GO,  in  which  real-estate  loans  are  insured  by  the  provi- 
sions of  title  II  of  the  National  Housing  Act,  all  restrictions  appear  to  be  removed. 
The  answer  to  this  is  that  in  sound  commercial  banking  the  question  of  the  proper 
type  of  loans  is  not  one  of  insurance  and  ultimate  liquidation,  but  one  of  maturity 
and  immediate  liquidity.  This  section,  like  sections  206,  207,  and  208,  con- 
tribute to  inelasticity  and  inflation  of  the  currency. 

5.  Thus  we  see  in  title  II  of  this  bill  a  multitude  of  illustrations  of  the  dan- 
serous  banking  philosophy  held  by  the  advocates  and  authors  of  the  bill.  It 
should  not  be  passed.  It  is  unsound  inprinciple  and  opens  the  way  to  extremely 
dangerous  central  banking  practices.  The  conceptions  underlying  it  run  counter 
to  the  best  opinion  on  central  banking.  There  are  no  sound  defenses  than  can 
be  offered  for  the  bill,  and  there  are  no  reasons  why  it  should  be  passed  at  the 
present  time.  Title  II  does  not  provide  for  better  central  banking,  but  ft  does 
open  the  way  directly  to  political  banking.     Even  though  considerable  weight 
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might  be  attached  to  the  denials  of  such  intent,  this  bill  unquestionably  pronto 
the  means  desired  by  those  who  may  decide  they  wish  to  use  the  system  for  their 

Klitical  purposes  once  the  powers  are  placed  in  their  hands.  It  would  merdt 
the  exercise  of  the  most  elementary  prudence  to  hold  all  such  legislation  ii 
abeyance  until  a  carefully  chosen  commission  had  made  its  study  and  drafted 
its  plan. 

Letter  c 

D.  Yoi-no,  Chairman  Genes 

Triabubt  Department, 
Washington,  June  8,  IKS. 
Hon.  Owen  D.  Young, 

Chairman  General  Electric  Co.,  New  York,  N.  Y. 
My  Dear  Mr.  Young:   I  notice  in  the  New  York  Times  of  May  80,  1935, a 
your  testimony  before  the  Subcommittee  of  the  Banking  and  Currency  of  Us 
Senate,  with  respect  to  the  banking  bill  of  1935,  you  stated: 

"As  to  the  Comptroller  of  the  Currency,  I  have  always  believed  that  the 

Sowers  vested  in  that  office  should  be  administered  by  the  Federal  Reserve  bub, 
ut,  until  that  is  provided  for,  I  can  see  many  advantages  rather  than  disadvw-    I 
tages  from  the  retention  of  the  Comptroller  of  the  Currency  on  the  Federal 
Reserve  Board." 

1,  of  course,  am  not  familiar  with  your  reasons  for  making  the  suggestion  tbtf 
the  powers  vested  in  the  Comptroller  should  be  administered  by  the  Fedenl 
Reserve  banks.  However,  I  wish  to  call  your  attention  to  what  I  believe  an 
some  of  the  important  objections  to  such  a  change. 

The  national  banking  system  is  governed  by  one  set  of  Federal  laws  and  the 
rulings  and  interpretations  and  regulations  issued  thereunder.  Consequent];, 
whatever  position  the  Comptroller  takes  with  respect  to  the  many  question* 
under  the  law  which  arise  in  the  administration  of  these  banks  affects  all  of  the 
banks  alike  and  are  applied  uniformly.  It  would  be,  in  my  opinion,  not  only 
highly  impossible  but  impracticable  to  have  any  uniformity  or  correlation  if  the 
administration  were  divided  into  12  separate  units. 

Federal  Reserve  banks  are  owned  by  member  banks.  Six  of  the  directors  of 
such  banks  arc  elected  by  member  banks  (private  interests)    and    should  the 

?ri.'M'nt  title  2  of  the  Banking  Act  of  1935  be  enacted,  the  entire  supervision  would 
e  in  the  hands  cf  the  governor  of  the  Federal  Reserve  bank  who  would  be  elected 
by  the  directors.  You  would  then  have  the  situation  of  the  very  men  in  some 
cases,  whose  banks  are  to  be  examined,  sitting  on  a  board  of  directors  of  an  insti- 
tution  charged  with  the  responsibility  of  an  examination  of  the  particular  insti- 
tutions these  men  represent.  It  would  certainly  seem  to  lie  against  the  public 
policy  for  a  man  to  appoint  an  examiner  to  examine  his  own  bank. 

When  memlier  banks  of  the  Federal  Reserve  System  either  borrow  or  redis- 
count with  Federal  Reserve  banks  a  creditor  and  debtor  relationship  exists  and 
even  where  they  are  not  borrowing,  their  reserves  are  carried  by  such  banks  and 
then  a  creditor  and  debtor  relationship  exists.  The  responsibility  of  supervisi'>n 
over  banks  involves  the  principle  of  trusteeship  in  that  the  supervision  must  lie 
impartial  and  not  affected  by  any  interest  of  the  supervisor.  It  is  dufficult  to 
see  how  Federal  Reserve  banks  can  take  the  responsibility  of  supervision  when., 
as  is  frequently  the  case,  they  are  the  member  banks'  largest  creditor;  and 
how  can  a  Federal  Reserve  bank  deal  impartially  with  depositors  in  insolvent 
banks  in  the  hands  of  receivers  if  it  is  responsible  for  the  appointment  of  the 
receiver  and  must  also  collect  its  own  debt  against  the  bank.  Concrete  illustra- 
tion of  this  conflict  may  be  found  in  the  number  of  lawsuits  between  receiver* 
of  insolvent  national  banks  and  the  Federal  Reserve  banks  which  suits  are  insti- 
tuted at  the  direction  of  the  Comptroller  of  the  Currency  to  protect  int 
intereBtB  of  the  depositors  and  to  prevent  the  Federal  Reserve  banks  from  estab- 
lishing their  claims  as  preferred  creditors.  Illustration  of  this  may  be  found  in 
the  case  of  Vann  v.  Federal  Reserve  Bank,  Richmond  (47  Fed.  2d,  7S0>,  and  ibe 
case  of  I  liming  v.  Federal  Reserve  Bank,  Minneapolis  (52  Fed.  2d,  382 1. 

A  brief  outline  of  the  facts  in  these  two  cases  is  attached  for  your  information. 

These  arc  some  of  the  matters  I  have  in  mind  and  I  should  be  glad  to  have  your 
reaction  to  them. 

Sincerely  yours, 

J.  F.£T.  O'Connor,  Cow^froUr-. 


itf  by  Google 


BANKING   ACT   OP    1935  1005 

In  the  Srst  case,  the  First  National  Bank  of  St.  George,  S.  C,  was  in  failing 
condition.     Representative  of  the  Federal  Reserve  bank  went  to  the  national 


bank  and  presented  certain  checks  for  payment — about  10:30  a.  m.  on  March  31 . 
He  was  informed  by  the  president  of  the  bank  that  the  bank  was  not  able  to  pay 
the  checks  and  also  that  the  bank  was  making  an  effort  to  obtain  money  at  Charles- 


ton, 3.  C,  and  that  the  continued  operation  of  the  bank  would  depend  upon  the 
success  of  that  effort.  The  bank  was  unable  to  secure  this  money  and  notified 
the  Federal  Reserve  representative  at  4  a.  m.  on  the  morning  of  April  2  and  asked 
bis  advice.  He  advised  that  the  national  bank  examiner  should  be  called  and 
this  the  cashier  did,  informing  the  bank  examiner  that  the  board  of  directors 
would  meet  at  8:30  that  morning  and  that  they  were  about  ready  to  deliver  the 
bank  to  him.  The  bank  examiner  being  some  distance  away,  did  not  arrive  until 
About  midday.  In  the  meantime,  the  representative  of  the  Federal  Reserve 
bank  found  the  bank  open  and  the  officers  waiting  for  the  bank  examiner  to  arrive. 
The  checks  were  again  presented  and  the  cashier  at  the  request  of  the  Federal 
Reserve  representatives  thereupon  paid  him  $8,027.02.  At  10:30  o'clock  the 
bank  closed  its  doors  by  order  of  the  board- of  directors  and  when  the  examiner 
arrived  he  took  charge.  The  receiver  at  the  direction  of  the  Comptroller  brought 
suit  to  recover  this  illegal  preference  and  was  successful  in  obtaining  the  money 
for  the  general  depositors  and  creditors  of  the  bank. 

In  the  second  case,  without  going  into  all  of  the  details,  the  president  of  the 
bank  after  talking  with  the  governor  of  the  Federal  Reserve  Bank  of  Minneapolis 
returned  to  his  bank  and  took  steps  to  close  the  bank;  that  after  the  meeting  of 
the  board  of  directors  was  called  and  a  resolution  had  been  passed  to  close  the 
bank,  813,000  in  currency  was  packed  and  shipped  to  the  Federal  Reserve  Bank 
of  Minneapolis  in  payment  of  certain  checks  thus  creating  a  preference  in  favor 
of  the  Federal  Reserve  Bank  of  Minneapolis.  The  receiver,  at  the  Comptroller's 
direction,  demanded  that  this  amount  be  returned.  The  demand  was  refused 
and  as  a  result  suit  was  filed  against  the  Federal  Reserve  Bank  of  Minneapolis 
and  the  money  recovered  for  the  benefit  of  the  depositors  and  general  creditors 
after  the  case  had  gone  to  the  United  States  Circuit  Court  of  Appeals. 

The  People's  Lobbt,  Inc., 
Washington,  D.  C,  June  H,  1935. 
Hon.  Duncan  U.  Fletcher, 

Chairman  Senate  Committee  on  Banking  and  Currency, 

Wathington,  D.  C. 
Ml  Dear  Senator  Fletcher:  I  euclose  a  statement  which  I  would  like  to 
have  inserted  in  the  record  of  the  hearings  on  your  bill,  S.  1715,  as  I  was  unable 
to  get  the  committee  to  arrange  a  time  when  I  could  appear  before  it. 

Also,  may  I  request  that  your  enclosed  statement  on  this  bill,  read  into  the 
Congressional  Record  by  Senator  Costigan,  be  incorporated  as  part  of  the  hearing, 
as  I  feel  it  is  a  very  important  and  complete  analysis  of  the  purpose  of  the  bill? 
Yours  sincerely, 

Ben j akin  C.  Marsh, 

Executive  Secretary. 

Statement  < 

The  assumption  of  the  proposed  Banking  Act  of  1935  (S.  1715)  introduced  by 
Mr.  Fletcher,  is  the  continuance  of  the  present  overhead  on  production,  to  wit, 
capitalisation  of  corporations,  land  values,  and  debts. 

The  issue  raised  by  this  bill,  particularly  by  title  II,  is  not  whether  the  manipu- 
lation of  credit  by  private  banking  agencies  is  to  be  ended,  alone,  but  whether 
cheap  credit  is  to  be  used  to  foster  speculation  in  stocks  and  speculation  in  land. 

There  is  a  vital  distinction  between  nationalising  the  banking  and  credit  system 
of  the  country,  and  socializing  the  banking  and  credit  system  of  the  country. 

As  far  as  the  general  public  is  concerned,  it  may  be  fleeced  quite  as  much  under 
the  proposed  Banking  Act  of  1035,  as  under  the  present  Federal  Reserve  System 
with  the  private  banking.  To  the  laymen  the  proposed  act  seems  to  be  chiefly 
a  conflict  between  bank  exploiters  and  stock  gamblers  and  speculators  in  land, 
with  the  public  paying  the  bill  under  the  proposed  bill  as  under  the  present 
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system.     Unless  a  direct  mandate  is  given  to  Government  officials  for  whatmt  1 
it  may  be  worth,  that  the  credit  system  of  the  Nation  is  to  be  used  to  bring  abut;  I 
an  orderly  and  gradual  but  continuous  deflation  or  reduction  of  land  values  and  ] 
of  overcapitalization  of  corporations,  and  some  reduction  in  interest  rates  aswtl 
as  principal  of  many  mortgages,  the  bill  will  fail  of  the  purpose  of  achieving  t 
more  equitable  banking  and  credit  system.     Such  a  mandate  must  of  cou 
made  effective  through  specific  and  inescapable  provisions  of  the  law. 

The  bill,  S.  1715,  by  Mr.  Fletcher,  amending  the  Federal  Reserve  Svato, 
provides  in  part  II,  page  49,  section  24,  that  a  national  banking  association  naj 
make  loans  secured  by  first  liens  upon  improved  real  estate  (line  15),  but  that  tat 
amount  of  such  loans  shall  not  exceed  60  percent  of  the  actual  value  of  Hal 
estate  offered  for  security"  for  under  3  years,  but  provides  (line  IS):  "That  loan 
may  be  made  in  amounts  not  exceeding  75  percent  of  the  actual  value  of  ttt 
real  estate  offered  for  security  ",  if  they  are  to  be  completely  amortized  within  not 
over  20  years  by  stipulated  payments  on  principal  with  interest. 

Granting  power  to  Federal  employees  to  make  such  appraisals  and  guea  it 
the  actual  value  of  real  estate  is  a  unique  extension  of  Government  pom 
The  Federal  land  banks,  as  you  know,  limit  loans  to  50  percent  of  the  value  d 
land  and  20  percent  of  the  value  of  buildings.     This  is  quite  generous. 

This  is  important  particularly  as  if  we  are  to  avoid  a  complete  collapse  it  rS. 
be  necessary  for  the  government,  local  and  State  chiefly,  to  cover  into  the  Public 
Treasury  within  the  next  few  months,  or  years  at  the  most,  a  very  large  part  d 
the  ground  rent  which  is  now  retained  by  private  land  owners  through  taxation,  i 
The  inevitable  result  of  such  taxation  of  land  values  will  be  to  reduce  the  selling 
price  of  land,  and  therefore,  under  our  present  economic  set-up,  to  reduce  tat 
security  of  loans.  Just  the  reverse  is  evidently  the  intention  of  certain  municipal 
governments  in  connection  with  the  Public  Works  program. 

Last  week  the  mayor  and  tenement-house  commissioner  of  New  York  City 
requested  a  loan  of  $150,000,000  for  public  housing  in  New  York  without  anj 
interest,  although  the  city  of  New  York  has  paid  Vincent  Astor,  boon  companion 
of  the  President,  about  $3.50  a  square  foot  for  land  to  house  unskilled  worker*  m 
New  York.  The  irony  of  such  a  proposal  of  course  is  so  obvious  as  to  preclude  its 
acceptance,  but  city  and  State  governments  will  increasingly  ask  for  Federal 
credit  at  very  low  rates  of  interest  for  the  benefit  of  speculators  in  land,  whom 
thy'  are  afraid  to  tax. 

There  seems  danger  that  under  the  proposed  Banking  Act  of  1935  the  power  of 
the  Government  to  extend  credit  will  be  used  to  stimulate  a  bull  stock  market 
in  connection  with  credit  inflation.  It  would  appear  that  the  Government  hie 
done  sufficient  to  save  financial  cats  and  dogs  through  the  Reconstruction 
Finance  Corporation  and  through  the  codes  dealing  with  natural  resource?, 
particularly  the  Oil  Code  and  the  Coal  Code.  For  this  reason  the  bill  should  be 
definitely  amended  as  suggested  above. 

Easy  credit  will  make  socialization  which  comports  with  the  actual  worth  vt 
natural  resources,  industries,  and  transportation,  much  more  difficult,  and  will 
involve  a  much  higher  cost  to  the  Government.  High  interest  charges,  on  the 
other  hand,  would  facilitate  Government  acquisition  of  such  natural  resource? 
and  natural  monopolies. 

With  respect  to  insurance  of  deposits,  it  is  difficult  to  understand  by  what  stretrt 
of  political  clairvoyance  government  should  guarantee  deposits  even  up  to  S5,000 
before  it  guarantees  employment  at  a  reasonable  wage  for  the  employable  and 
maintenance  for  the  unemployable,  and  a  fair  return  to  farmers  for  the  produc- 
tion which  is  essential  to  the  national  welfare. 

This  cannot  be  achieved  if  any  attempt  is  made  to  maintain  present  values  of 
real  estate,  present  debt  totals,  and  present  capitalization  of  corporations. 

The  bill  should  be  amended  to  prevent  the  use  of  government  credit  for  any 
form  of  speculation  or  enhancing  in  property  values,  and  to  restrict  it  to  fostering 
consumption  and  production  upon  which  the  profit  is  limited  to  a  minimum, 
The  announced  purpose  of  the  bill  "To  provide  for  the  sound,  effective,  and  un- 
interrupted operation  of  the  banking  system  (and  for  other  purposes)'',  iiidicaii1* 
the  necessity  for  the  changes  we  have  suggested.  This  should  not  be  the  rasjof 
purpose  of  revising  our  banking  system.  The  major  purpose  should  be  to  increase 
the  general  welfare,  not  to  protect  property  valuations. 
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(Printed  Id  the  Congressional  Record  of  Apt.  22,  IBM) 

The  Phofosed  Banking  Act  of  1935 

Since  the  introduction  of  the  proposed  banking  act  of  1935  (S.  1715  and  H.  R. 
5357),  a  flood  of  letters  and  telegrams  have  been  sent  to  Senators  and  Congress- 
men in  protest  against 'one  particular  section  of  the  bill,  namely,  title  II.  I 
myself  have  received  several  hundred  letters  which  show  evidences  of  having 
originated  from  one  central  office.  On  the  face  of  the  facts,  I  would  say  that  they 
have  been  signed  and  mailed  by  persons  who  have  neither  read  the  provisions  of 
the  bill  noT  are  conversant  with  the  principles  incorporated  in  it.  For  the 
enlightenment  of  probably  thousands  of  ill-advised  correspondents,  I  am  here- 
with reproducing  one  of  the  "form  letters": 

April  8,  1935. 

Senate  Committee  on  Banking  and  Currency, 

Senate  Office  Building,  Washington,  D.  C. 

Dear  Senator :  I  hope  that  you  will  find  it  possible  to  use  your  in- 
fluence against  the  banking  bill  (H.  R.  5357,  8.  1715).  I  believe  that  it  endangers 
the  development  of  sound  banking  in  this  country,  not  only  because  its  banking 
principles  arc  unsound  but  because  it  permits  political  control  of  the  Federal 
Reserve  Board  and  the  Federal  Reserve  banks. 
Respectfully  yours, 

(Signed)     John  Dof.. 

On  the  other  hand,  a  number  of  bankers,  editors,  pseudo  economists,  and  so- 
called  "financial  experts"  have  bandied  the  subject  back  and  forth  in  the  press 
and  through  the  medium  of  "form  letter"  correspondence  for  something  like 
2  months.  Such  tactics  have  resulted  in  a  wealth  of  misinformation.  Much  of 
this  misinformation  lias  been  deliberate  and  willful. 

At  this  stage  of  the  matter  I  wish  to  warn  the  general  public,  and  particularly 
the  correspondents  to  whom  I  have  just  referred,  that  they  must  be  on  their  guard 
lest  they  be  abused  as  were  thousands  of  business  men  by  the  use  of  similar 
methods  against  the  enactment  of  the  Securities  Act  of  1933  and  the  Securities 
Exchange  Act  of  1934.  To  this  date  there  are  literally  thousands  of  well  men- 
tioned but  misinformed  business  men  who  do  not  know  the  facts  pertaining  to 
the  prospective  issuance  of  their  own  securities  under  these  acts.  This  mis- 
understanding is  not  due  to  defects  in  either  of  the  acts  or  to  the  administration 
of  them.  It  all  goes  back  to  the  campaign  of  vicious  propaganda  and  misinfor- 
mation. 

Similar  results  arc  now  evidenced  with  respect  to  the  proposed  Banking  Act  of 
1935.  Do  not  be  misled.  This  legislation  will  serve  a  public  purpose  and  its 
enactment  is  essential  to  the  establishment  of  the  financial  and  economic  security 
of  this  Nation's  domestic  enterprises. 

As  a  result  of  having  devoted  much  thought  and  study  to  the  numerous  articles 
which  have  appeared  in  the  press  and  hundreds  of  letters  which  have  come  to  my 
desk,  I  think  it  best  that  this  attempt  be  made  to  explain  more  clearly  to  the 
public  Die  issues  which  arc  in  controversy  and  discuss  the  principles  involved  in 
order  that  a  much  clearer  understanding  may  be  had  of  the  necessity  for  the 
passage  of  thiB  piece  of  legislation. 

In  my  opinion,  the  proposed  Banking  Act  of  1935  is,  in  all  probability,  the  moat 
Important  piece  of  banking  and  monetary  policy  legislation  with  which  this  or 
any  other  Congress  has  dealt.  This  statement  is  based  upon  the  importance  of 
title  II  alone;  and,  curiously  enough,  title  II  of  the  bill  is  bearing  the  brunt  of 
almost  all  the  opposition  made  to  the  entire  piece  of  legislation.  Please  be  ad- 
vised, however,  that  all  of  those  who  are  offering  concerted  opposition  to  the  bill 
on  the  basis  of  the  incorporation  of  title  II  are  almost  spontaneous  in  their  clamor 
for  the  enactment  of  titles  I  and  III. 

Hence,  I  shall  deal  only  briefly  with  the  first  and  third  titles  of  the  bill.  The 
first  title  provides  for  the  merging  of  temporary  deposit  insurance  funds  into  per- 
manent funds,  that  $5,000  be  designated  as  the  maximum  Insurable  deposit  for 
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holding-company  affiliates,  security  affiliates  in  liquidation,  security  c  . 
cepting  deposits,  employees'  deposits,  liquidation  or  assets  of  banks  in  voluntary 
liquidation,  termination  of  double  liability,  examinations,  and  a  number  of  other 
important  matters. 

Title  IL  on  the  other  hand,  deals  almost  wholly  with  the  creation  of  machinoj 
for  the  effective  regulation  of  a  definite  monetary  policy  in  accordance  with  tic 
campaign  promises  of  President  Roosevelt  based  on  the 'Democratic  platform  of 
1932  which  advocated  "a  sound  currency  to  be  preserved  at  all  hazards  "  and  pro- 
posed to  put  an  end  to  "the  indefensible  expansion  and  contraction  of  credit  fa 
private  profit  at  the  expense  of  the  public." 

Moreover,  it  is  a  definite  attempt  to  accomplish  the  ends  which  the  President 
had  in  mind  when  on  July  3,  1933,  he  stated  to  the  American  delegation  to  tie 
London  Economic  Conference  and  again  reaffirmed  on  October  22  in  his  addma 
to  the  American  people  in  which  he  stated  that  "when  we  have  restored  the  priee 
level,  we  shall  seek  to  establish  and  maintain  a  dollar  which  will  not  change  ita 

Circnasing  and  debt-paying  power  during  the  succeeding  generation.     I  said  that 
my  message  to  the  American  delegation  last  July  and  I  say  it  now  once  more." 
This  bill  among  other  things  provides  that: 

(1)  "The  offices  of  governor  and  chairman  of  the  board  of  directors  of  each 
Federal  Reserve  bank  shall  be  combined."  In  their  places  a  governor  and  vies 
governor  "shall  be  appointed  annually  by  the  board  of  directors,  subject  to  the 
approval  of  the  Federal  Reserve  Board.  The  governor  shall  be  the  chief  executive 
officer  of  the  bank." 

Whereas  in  the  original  Federal  Reserve  Act  the  executive  head  of  the  bank 
was  to  have  been  known  as  chairman  of  the  board  of  directors  and  at  the  same  tune 
act  in  the  capacity  of  Federal  Reserve  agent,  the  active  head  in  control  of  purely 
banking  operations  was  to  function  in  the  capacity  of  a  bank  manager.  The 
Federal  Reserve  banks  gave  to  the  bank  manager  the  high-sounding  name  of 
"governor." 

Since  that  time  it  has  developed  that  the  governor  of  each  Federal  Reserve 
bank  has  not  only  superseded  the  chairman  and  agent  as  the  executive  officer  of 
the  bank  but  has  also  become  the  virtual  dictator  of  the  Federal  Reserve  bank  to 
the  extent  of  practically  controlling  the  election  of  directors  who  are  presumed  to 
be  independent  in  the  exercise  of  their  power  in  the  election  of  said  governor. 
The  results  are  obvious. 

The  above  provision  of  the  bill  merely  merges  the  two  offices  and  at  the  same 
time  provides  for  the  retention  of  all  governors  and  chairmen — if  they  arc  qualified 
and  if,  subject  to  the  approval  of  the  Federal  Reserve  Hoard,  the  various  boards  of 
directors  elect  them  governor  and  vice  governor.  At  the  same  time  the  language 
of  the  bill  makes  it  clear  for  once  that  banks  cannot  evade  or  override  the  law 
through  the  creation  of  a  high-sounding  office  and  wrest  control  from  the  Board  by 
creating  a  dictatorship  within  the  Federal  Reserve  System. 

The  bill  further  provides  that: 

(2)  Prior  to  July  1,  1937,  the  Federal  Reserve  Board  may  waive  the  capital 
requirements  for  the  admission  of  nonmember  State  banks  as  members  of  the 
Federal  Reserve  System. 

It  is  intended,  through  such  a  provision,  to  recognise  the  fact  that  small  banks— 
that  small  State  banks — are  not  mere  "pawnshops."  It  is  in  recognition  of  the 
fact  that  smallness  and  bigness  in  a  bank's  capitalization,  deposits,  investments, 
or  loans  is  not  an  indelible  evidence  of  either  soundness  or  weakness.  The  aucca* 
or  failure  of  a  bank  depends  primarily  on  its  management  and  not  on  its  sire. 

It  is  a  recognition  of  the  fact  that  there  are  thousands  of  smajl  State  banks  in 
this  country  which  are  worthy  of  membership  in  the  Federal  Reserve  System. 
On  the  other  hand,  it  absolutely  does  not  provide  a  license  for,  or  inducement  to, 
the  inclusion  of  unsound  banks,  or  of  undercapitalized  banks,  within  the  Federal 
Reserve  System.  Assuming  an  unbiased  and  unprejudiced  administration  of 
the  act  in  accordance  with  the  intentions  of  Congress,  there  should  result  no  unfair 
treatment  of,  or  impositions  on,  either  State  banks  or  national  banks  under  the 
provisions  of  this  section. 

The  next  provision  to  which  I  wish  to  call  your  attention  is:  (3)  "In  selecting 
the  six  appointive  members  of  the  Federal  Reserve  Board  the  President  shall 
choose  persons  well  qualified  by  education  or  experience  or  both  to  participate  in 
the  formulation  of  national  economic  and  monetary  policies." 

Moreover,  each  director  is  to  receive  a  salary  equal  to  that  of  a  member  of  the 
President's  Cabinet,  and  shall  be  retired  at  the  age  of  70  upon  a  retirement  wage 
to  be  paid  out  of  funds  derived  from  levies  on  Federal  Reserve  banks. 
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Such  a  provision  fa  conceived  in  the  public  interest.  It  provide*  for  no  favor- 
itism between  bankers,  lawyers,  economists,  manufacturers,  or  men  from  any 
other  profession.  The  administrative  duties  of  a  Board  member  are  such  as  to 
require  a  far  broader  experience  and  basis  for  the  exercise  of  sound  judgment  than 
that  derived  from  the  narrow  confines  of  any  one  profession.  Please  note  that 
the  section  reads:  "The  President  must  choose  persons  well  qualified  by  educa- 
tion and  experience,  or  both,  to  participate  in  the  formulation  of  national  economic 
and  monetary  policies." 

That  is  a  mandate. 

The  next  three  points  to  which  I  wish  to  direct  your  attention  arc  of  the  greatest 
vital  importance.  They  have  to  do  with  the  Federal  Open  Market  Committee 
flexibility  of  reserve  requirements,  and  discounts. 

They  are,  in  order  of  sequence,  numbered  (4),  (6),  and  (6). 

(4)  The  creation  of  a  Federal  open-market  committee  consisting  of  S  members, 
3  of  whom  shall  be  members  of  the  Federal  Reserve  Board,  the  other  two  to  be 

¥>vernors  of  the  Federal  Reserve  banks  selected  by  all  the  governors  of  said  banks. 
heir  terms  of  office  shall  expire  at  the  end  of  each  calendar  year.  Said  committee 
shall  have  supervisory  control  over  the  open-market  operations  of  the  Federal 
Reserve  banks. 

(6)  The  Federal  Reserve  Board  is  empowered  to  change  the  reserve  require- 
ments of  member  banks  as  to  any  or  all  Federal  Reserve  districts  and/or  any  or 
all  classes  of  cities  and  as  to  time  and/or  demand  deposits. 

(6)  "Subject  to  such  requirements  aa  to  maturities  and  other  matters  as  the 
Federal  Reserve  Board  may  prescribe,  any  Federal  Reserve  bank  may  discount 
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The  first  question  which  arises  in  connection  with  these  three  provisions  is  as  to 
whether  they  involve  a  radical  change  in  the  present  powers  and  functions  of  the 
Federal  Reserve  Board  and  the  Federal  Reserve  System  as  it  is  now  constituted. 
The  second  question  is  as  to  whether  there  will  be  established  a  political  dictator- 
ship of  banking. 

The  unequivocal  answer  to  the  first — aside  from  a  technical  splitting  of  hairs — 
is  "no".     To  the  second  an  unequivocal  answer  of  "no"  must  be  given. 

It  is  a  fact  that  all  of  the  powers  which  are  by  this  bill  centralized  in  the  Fed- 
eral Reserve  Board  have  since  the  enactment  of  the  original  Federal  Reserve  Act 
existed  within  the  Federal  Reserve  System.  That  is,  all  open-market  powers 
dealt  with  in  title  II  of  this  act  exist  in  the  present  law,  and  were  so  read  into  the 
original  act  by  the  "governors"  of  the  Federal  Reserve  banks,  as  I  shall  subse- 
quently point  out.  But  it  also  must  be  mentioned  that  when  any  or  all  the 
reserve  banks,  the  Reserve  Board,  or  the  Treasury,  through  its  stabilisation 
fund,  engage  in  open-market  operations,  they  depart  from  and  transcend  the 
field  of  banking  and  become  engaged  in  operations  foreign  to  banking  per  se. 

That  is,  when  banks  or  the  Board  engage  in  open-market  operations,  they  are 
iviying  and  selling  money;  they  are  expanding  and  contracting  the  total  volume 
of  money;  they  are  laying  the  foundation  for  inflation,  deflation,  and  economic 
chaos  if  intelligence  and  prudence  are  not  exercised  in  accordance  with  the  sound 
principles  of  monetary  science. 

Such  principles  are  not  one  and  the  same  with  even  those  of  sound  banking, 
where  private  profit  is  predominant.  On  the  other  hand,  the  principles  of  mon- 
etary science  to  which  I  refer  are  the  principles  of  national  monetary  policy 
operations  which  absolutely  must  be  made  to  conform  with  a  public  interest 
which  oftentimes  is  directly  opposed  to  the  private-interest  motives  of  bankers  if 
they  are  to  be  administered  in  the  interest  of  the  general  public. 

DEVELOPMENT  or  COO RDI NATIVE  SYSTEM 

Policy  in  open-market  operation)  of  Federal  Reterve  banks. — For  your  informa- 
tion, I  want  to  give  you  a  brief  historical  sketch  of  the  development  of  open- 
market  operations  by  Federal  Reserve  banks  under  the  original  Federal  Reserve 
Act  and  the  centralization  of  their  power  without  any  specific  authorisation  of 
law. 

My  wish  is  first  to  narrate  in  terms  of  what  might  be  colled  "  bankers'  technical 
language";  then  1  wish  to  translate  it  into  good  everyday  English. 

Prior  to  1922,  the  Reserve  banks,  having  the  power  to  invest  money,  made  con- 
siderable investments  in  the  open  market,  buying  bills  and  buying  Government 
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securities.  The  holdings  of  United  States  Government  securities  by  Federal 
Reserve  banks  gradually  increased  in  the  early  years  of  the  System  to  about 
$300,000,000  in  1920  and  were  slightly  smaller  in  1921.  Their  purchase  and  Mb 
of  bankers'  acceptances  were  made  largely  in  accordance  with  seasonal  cha&gft 
in  the  supply  of  acceptances  and  in  the  demand  for  funds. 

In  1922  Federal  Reserve  banks,  facing  a  decline  in  earning;  assets  became  d 
repayments  of  discounts  by  member  banks,  began  to  buy  Government  securitiit 
for  the  purpose  of  increasing  their  earnings.  It  was  observed  that  the  operations 
of  Federal  Reserve  banks,  acting  independently,  were  affecting  the  market  for 
Government  securities,  and  that  these  operations  conflicted  with  each  other  ud 
with  those  of  the  banks  as  fiscal  agents  of  the  Treasury. 

Iti  May  1922,  at  a  meeting  of  the  governors  of  the  Federal  Reserve  batiL.  _ 
committee  was  appointed  to  coordinate  the  buying  and  selling  of  Goveunmt 
securities  so  as  to  have  a  more  orderly  program  under  central  control. 

In  October  1922  this  committee  undertook  to  make  recommendations  to  the 
Federal  Reserve  banks  regarding  the  purchase  and  sale  of  Government  securities. 
It  was  observed  in  this  year  that  purchases  of  Government  securities  did  not 
cause  an  increase  in  the  earning  assets  of  the  Federal  Reserve  banks,  nor  did  sale* 
cause  a  decrease,  but  rather  that  they  affected  the  volume  of  borrowings  at  mem- 
ber banks.  As  a  consequence,  the  conference  of  (rovernora  of  the  Federal  Resent 
banks  voted  that  "investment  policy  should  give  minor  consideration  to  the 
question  of  earnings  and  constant  consideration  to  the  effects  which  open-market 
operations  have  upon  the  condition  and  the  course  of  the  money  market  and  the 
volume  of  credit. 

On  April  7,  1923,  the  Board  advised  the  governors  of  the  Federal  Resent 
banks  formally  of  a  resolution  adopted  by  the  Federal  Reserve  Board  on  March  2Z, 
1923,  with  respect  to  open-market  operations  by  Federal  Reserve  banks,  pointing 
out  the  necessity  for  the  coordination  of  open-market  operations  of  the  Federal 
Reserve  banks  with  their  discount  operations  and  their  general  credit  policy. 
It  also  announced  the  organization  of  the  open-market  investment  committee 
for  the  Federal  Reserve  System.  This  committee  consulted  of  five  representative* 
of  the  Reserve  banks  and  was  to  be  under  the  general  supervision  of  the  Federal 
Reserve  Board.  From  this  time  on  open-market  operations  could  not  be  engaged 
in  by  Federal  Reserve  batiks,  except  with  the  approval  of  the  Federal  Reserve 

In  March  1930  the  open-market  policy  conference,  consisting  of  representative* 
of  all  the  Reserve  banks,  replaced  the  open-market  investment  committee. 
Under  the  Banking  Act  of  1933  the  Federal  open-market  committee,  consisting 
of  12  Reserve  bank  governors,  was  established. 

What  I  have  said  in  the  immediately  preceding  six  paragraphs  is,  in  technical 
bankers'  language,  a  correct  statement  of  what  Federal  Reserve  bankers  did  and 
are  now  doing.  But  iti  the  language  of  the  layman,  this  simply  means  that  the 
Federal  Reserve  System  is  already  engaged  in  all  of  the  operations  and  perfonninn 
all  of  the  functions  which  will  be  required  under  the  proposed  bill;  however,  there 
is  added  one  factor  of  the  greatest  significance  to  the  public.  We  shall,  through 
this  act,  definitely  fix  the  responsibility  for  and  the  power  to  engage  in  open- 
market  operations  in  the  Federal  Reserve  Board.  In  the  future,  when  money 
becomes  easy"  or  money  becomes  "tight"  or  when  we  are  led  into  a  period  of 
inflation  or  a  period  of  contraction  and  economic  demoralization,  we  shall  be 
able  to  put  our  finger  upon  the  Federal  open-market  committee  and  say,  "You 
are  responsible." 

May  I  reemphasize  the  fact  that  when  the  Federal  Reserve  banks  back  in  1921 
and  1922  began  their  open-market  operations  "for  the  purpose  of  increasing 
their  earnings"  and  later  when  they  appointed  a  committee  "to  coordinate  the 
buying  and  selling  of  securities  in  the  open  market",  they  were  literally  buying 
and  selling  dollars  for  profit.  They  were  buying  and  selling-  dollars  in  just  tbt 
same  manner  and  for  precisely  the  same  purpose  that  hundreds  of  carloads  of 
wheat  were  bought  and  sold,  a  hundred  times  over,  in  the  Chicago  wheat  pit  or 
in  the  street,  despite  the  fact  that  the  wheat  was  in  freight  cars  and  stood  on 
Hie  railroad  sidings  for  days,  weeks,  even  months  without  once  having  been 
moved.  That  is,  the  open-market  committee  was  dealing  in  previously  created 
credit  obligations  for  profit  and  eventually  awakening  to  the  fact  they  were 
shouting  the  price  structure  to  pieces,  upsetting  the  financial  plans  of  the  Govern- 
ment, disrupting  business,  and  confusing  the  bankers.  Through  this  act  *t 
propose  to  introduce  responsibility  for  such  activities— in  fact,  to  command  that 
the  necessary  operations  must  be  engaged  in  at  the  direction  of  the  Federal 
open-market  committee  with  a  mandate  laid  down  for  the  orderly  conduct  of 
such  operations  in  the  public  interest. 

:  ,vGoogIe 


BASKING   AOT   OF    1933  1011 

To  what  extent  is  this  the  introduction  of  a  new  principle  into  the  law?      The 

Section  8  of  the  Banking  Act  of  1933  provided  for  the  insertion  of  a  new  section 
In  the  Federal  Reserve  Act,  to  wit: 

"  There  is  hereby  created  a  Federal  open-market  committee  *  •  * " 
immediately  followed  by  subsections  (b),  (c),  and  (d),  which  made  all  open- 
market  operations  subject  to  "regulations  adopted  by  the  Federal  Reserve 
Board."  Based  upon  the  latter  fact,  1  insist  that  the  proposed  title  II  does  not 
in  any  way  increase  the  political  control  over  the  operations  of  the  Federal 
Reserve  Board,  the  Federal  Reserve  banks,  or  of  member  banks.  On  the 
contrary,  the  law  remains  as  it  has  been  for  over  20  years.  Under  the  above 
provisions  of  subsection  (d)  any  Federal  Reserve  bank  might  be  excused  from 
participation  provided  it  "filed  with  the  chairman  of  the  committee,  within  30 
days,  a  notice  of  its  decision,  *  *  *  not  to  participate."  In  this  respect 
our  proposal  is  to  strike  out  the  exception  and  leave  the  power  to  initiate  action 
with  the  Board. 

Now,  what  of  the  flexibility  of  reserves  provided  for  in  the  bill? 

May  I  remind  you  that  the  same  Congress  which  enacted  the  Banking  Act 
of  1933  wrote  a  similar  clause  into  Public,  No.  10  (in  that  part  known  as  the 
Thomas  amendment),  a  provision  for  the  "increase  or  decrease  from  time  to 
time,  in  its  discretion,  the  reserve  balances  required  to  be  maintained  against 
either  demand  or  time  deposits." 

On  this  point,  the  proposed  Banking  Act  of  1935  gives  recognition  to  the  fact 
that  there  is  no  safety  to  be  found  in  arbitrary  judgment  or  arbitrary  figures  with 
respect  to  the  reserves  or  either  Federal  Reserve  banks  or  of  member  banks. 
Several  hundred  years  ago  the  goldsmiths  retained  100  percent  reserves.  Later 
they  arbitrarily  reduced  their  reserves.  England  has  no  such  arbitrary  reserve 
requirements  established  by  law.  This  country  has  progressively  found  it 
advisable  to  reduce  the  legal  reserve  requirements  for  even  commercial  banks  from 
an  arbitrary  figure  of  50  to  40  to  25,  until  now  they  stand  at  13,  10,  and  7  percent 
on  demand  deposits  of  commercial  banks,  depending  upon  the  sine  of  cities  in 
which  they  arc  located. 

No  banking  dictatorship  created 

The  powers  referred  to  in  no.  6  as  T  am  designating  them  cannot  and  should  not 
be  construed  as  the  creation  of  a  Federal  Reserve  Board  dictatorship  over  purely 
banking  operations  of  the  Federal  Reserve  hanks  and  their  member  banks.  In 
this  respect  the  Board's  directions  to  banks  ore  either  permissive  or  prohibitive 
as  to  all  purely  banking  operations.  Within  these  two  extremes  all  actions 
with  respect  to  purely  banking  matters  are  left  to  the  discretion  of  Federal  Reserve 
banks  and  their  member  banks.  That  is,  bankers  will  decide  as  to  whether  they 
shall  or  shall  not  make  loans  or  investments  which  lie  purely  within  the  field  of 
banking  operations,  such  as  whether  loans  shall  or  shall  not  be  made  to  an  indi- 
vidual or  corporation,  or  a  mortgage  purchased,  or  the  calling  of  a  loan.  And  it  is 
likewise  left  to  the  Federal  Reserve  bank  as  to  whether  it  shall  or  shal!  not  redis- 
count any  of  the  paper  of  a  member  bank,  or  make  a  loan  to  said  member  bank 
upon  any  of  its  sound  assets. 

The  next  provision  to  which  I  wish  to  refer  is: 

(7)  "Federal  Reserve  notes  arc  to  be  issued  by  the  Federal  Reserve  bank  and 
retired  under  such  rules  and  requirements  as  the  Federal  Reserve  Board  may 
prescribe." 

From  the  orthodox  banking  point  of  view  such  a  provision  is  sound.  Banks 
are  not  opposing  this  feature  of  the  bill. 

The  next  and  last  provision  to  which  I  wish  to  make  a  specific  reference  is; 

(8)  National  banks  will  be  permitted  to  "make  loans,  securedby  first  liens  upon 
approved  real  estate,  including  improved  farm  lands  and  improved  business  and 
residential  properties." 

This  is  a  long-established  principle.  Do  you  want  it  stricken  out,  or  do  you 
have  some  arbitrary  limit  you  think  should  be  fixed?  This  is  definitely  up  to  the 
Congress.      We  must  choose  reasonable  limits.     What  is  your  suggestion? 

It  is  because  of  the  above  provisions  incorporated  in  title  II  that  the  American 
Bankers  Association,  a  number  of  the  State  bankers'  associations,  and  numerous 
bankers  and  economists  throughout  the  country  are  making  a  concerted  effort 
to  divide  the  bill  and  enact  titles  I  and  III,  alleging  that  said  title  II  effects 
radical  changes  in  the  banking  laws  of  the  Nation. 

May  I  point  out  that,  with  one  or  two  exceptions,  all  of  the  above  requirements 
have  to  do  with  the  control  over  the  monetary  policy  of  the  country.     Monetary- 
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policy  operations  cannot  and  should  not  be  merged  with  purely  banking  opetv 

The  administration  of  a  monetary  policy  has  to  do  with  the  contraction  ud 

expansion  of  the  credit  and  currency  of  the  country  and  directly  affects  the 
purchasing  power  of  money.  This  function  transcends  those  of  banking,  tun- 
ing, manufacturing,  or  that  of  any  other  business  activity.  It  literally  contra* 
the  economic  and  social  welfare  of  the  whole  Nation.  Traditionally,  to  be  sun, 
this  function  has  been  turned  over  to  banks  and  bankers  who  have  operated  it 
without  direct  responsibility  to  anyone.     We  propose,  as  I   have   previous!? 

glinted  out,  to  centralize  the  powers  and  responsibilities  in  the  Federal  Resent 
oard. 

There  are  literally  thousands  of  bankers  in  this  country  whose  heads  are  bowed 
in  humiliation  and  shame.  They  are  blamed  for  the  vicious  results,  mint  of 
which  they  are  not  able  to  rationalize.  They  have  had  their  lines  of  credit  shut 
off  or  have  experienced  the  withdrawal  of  huge  sums  of  money  upon  demand 
In  turn  they  have  been  forced  to  try  to  call  in  loans  which  they  oftentimes  bare 
made  with  the  greatest  of  caution  and  deserved  confidence,  to  be  peremptorih/ 
thrown  into  the  maelstrom  of  a  financial  panic,  contraction,  or  depression. 

Among  them,  however,  there  have  been  a  few  bankers  "in  the  know"  audita 
in  a  dominant  position  for  laying  down  the  rules  for  making  money  "tight"  or 
"easy  " — of  literally  determining  the  trend— yet  the  latter  have  not  personally 
been  singled  out  nor  can  they,  under  our  present  system,  be  called  to  account 
for  the  disastrous  results  of  their  acts.  It  is  my  earnest  desire  that  the  fifteen 
or  twenty  thousand  bewildered  bankers,  who  have  never  known  and  never  «iD 
know  what  it  is  all  about,  demand  that  this  great  destabilizing  and  disturbing 
factor  of  monetary  policy  shall  be  separated  from  banking  per  se  and  placed 
in  the  hands  of  men  who  must  and  who  shall  be  held  responsible  and  accountable 
for  their  acts.  Undoubtedly  in  this  great  Nation  we  can  find  at  least  S  or  8 
men,  depending  upon  the  final  provisions  of  the  act,  who  know  what  it  is  ill 
about  and  can  be  trusted  to  administer  our  monetary  policy  intelligently  and 
with  the  greatest  amount  of  integrity  and  respect  for  the  people,  and  act  for  the 
public  welfare. 

Bankers  as  a  whole  are  not  qualified  to  determine  nor  competent  to  administer 
our  monetary  policy.     They  have  not  been  able  to  discern  the  difference  between 

Eurely  banking  functions  and  monetary  policy  operations.  As  a  whole  thev  have 
nown  only  that  money  was  "easy"  or  money  was  "tight"  without  knowing  the 
"whys"  and  "wherefores"  and  have  been  wholly  ineffectual  if  not  irresponsible 
in  the  administration  of  our  monetary  policy. 

We  have  been  sifting  and  winnowing  the  basic  facts  for  the  past  6  long  years. 
We  know  the  facts.  We  have  weighed  the  evidence.  We  have  made  up  our 
minds  as  a  result  of  the  collapses  of  1920  and  1929.  None  of  the  opposition  will 
dispute  the  facts.  They  cannot  deny  them.  If  they  have  not  made  up  their 
minds  after  6  years,  we  have  little  promise  that  they  will  have  anything  tu  offer 
after  another  2  years. 

It  is  common  knowledge,  however,  that  there  now-  lies  within  the  hands  of 
bankers  the  potential  makings  for  otie  of  the  most  stupendous  inflations  this  jr 
any  other  Nation  has  ever  experienced.  And  experience  teaches  us  that  banker 
control  of  monetary  policy  will  probably  give  us  an  equally  devastating  financial 
whirlwind  when  that  bubble  is  pricked. 
This  bill  is  conceived  as  our  most  essential  safeguard. 

[From  tbe  New  York  Times,  Apr.  21,  183S] 

.NKEHS,    DECLARES    OMNIBUS    BILL    NEED "  AS    A     WlliUS. 

IN    ECCLBS'    FORM MINORITT    CALLS 


DANGEROUS 

Washington,  April  20. — Opening  a  campaign  to  put  the  omnibus  bauking 
bill  through  the  Senate,  Chairman  Fletcher,  of  the  Senate  Banking  and  Cur- 
rency CunimiMec,  struck  out  today  against  a  "flood  of  letters  and  telegram;" 
attacking  the  measure,  which,  he  said,  lias  been  sent  to  Congress  Members. 

In  support  of  the  bill's  proposal  to  lodge  control  of  open-market  operat'iin*. 
discount  rates,  and  member  bank  reserve  requirements  in  the  Federal  Resene 
Board,  he  declared  in  his  statement  that  "bankers,  as  a  whole,  are  not  qualified 
to  determine,  nor  competent  to  administer,  our  inonetarv  policy." 
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"They  have  not  been  able  to  discern  the  difference  between  purely  banking 
functions  and  monetary-policv  operations",  he  said.  "As  a  whole,  they  have 
known  only  that  money  was  easy'  or  money  was  'tight',  without  knowing  the 
whys  and  wherefores,  and  have  been  wholly  ineffectual,  if  not  irresponsible,  in 
the  administration  of  our  monetary  policy." 

BILL   REPORTED    IN    HOUSE 

As  this  defense  was  voiced  from  the  Senate  side,  the  House  Banking  and 
Currency  Committee  Bled  Its  report  recommending  passage  of  the  bill  in  sub- 
stantially the  form  it  was  drafted  by  Marriner  S.  Eccles,  Governor,  and  other 
officials  of  the  Federal  Reserve  Board.  A  minority  report  filed  by  the  seven 
Republican  members  of  the  committee  recommended  that  the  bill  be  not  passed 
if  it  contained  the  title  II  reorganizing  the  Federal  Reserve  System  and  broaden- 
ing powers  of  the  Federal  Board. 

The  fight  in  both  branches  will  center  around  this  portion  of  the  bill  as  title  I 
and  III  have  aroused  little  opposition.  Senator  Glass,  chairman  of  the  subcom- 
mittee which  is  now  holding  hearings  on  the  bill,  has  predicted  that  his  group 
would  take  title  II  out  of  the  bill  and  reserve  it  for  further  consideration. 

Senator  Fletcher  has  predicted  with  equal  emphasis  that  the  full  committee 
would  put  title  II  back  in  the  bill,  and  that  the  Senate  would  pass  it  in  the  form 
he  said  President  Roosevelt  told  him  he  wanted  it. 

TLETCHEB  BEES  PUBLIC   BENEFIT 

and  its  eni 

security  of  this  Nation's  domestic 

Title  II  deals  almost  wholly  with  the  creation  of  machinery  for  the  effective 
regulation  of  a  definite  monetary  policy  in  accordance  with  the  campaign  promises 
of  President  Roosevelt  based  on  the  Democratic  platform  of  1932,  which  advo- 
cated 'a  sound  currency,  to  be  preserved  at  all  hazards',  and  proposed  to  put  an 
end  to  'the  indefensible  expansion  and  contraction  of  credit  for  private  profit 
at  the  expense  of  the  public' " 

Asserting  that  the  control  of  monetary  policy  must  be  placed  in  the  hands  of 
men  who  can  be  held  accountable  and  responsible  for  their  acta.  Senator  Fletcher 
declared  that  "when  banks  or  the  board  engage  in  open-market  operations  they 


e  are  not  exercised  in  accordance  with  the  sound 

REPUBLICANS  I88CE  WARNING 

The  Republicans  said  in  the  House  minority  report  that  "no  emergency  has 
been  shown  requiring  the  passage  of  the  title  II." 

"No  immediate  need  for  it  has  been  evidenced,"  they  continued.  "The 
inherent  dangers  in  it  are  obvious.  Its  presence  in  the  bill  jepoardizes  the  early 
passage  by  Congress  of  titles  I  and  III. 

The  minority  report  was  signed  by  Representatives  Hollister,  of  Ohio;  Wolcott, 
of  Michigan;  Cavicchia,  of  New  Jersey;  Fish,  of  New  York;  Gifford,  of  Massa- 
chusetts; Dirksen,  of  Illinois;  and  Fenetiy,  of  Pennsylvania. 

The  two  titles  of  which  they  approved,  dealing  with  a  permanent  Federal 
deposit  insurance  system,  to  be  eligible  for  which  State  nonmember  banks  do  not 
have  to  join  the  Federal  Reserve  System,  and  clarification  of  technical  details  of 
the  existing  Federal  Reserve  Act,  are  generally  conceded  to  be  non controversial. 

"One  of  the  things  most  dreaded  today  by  thinking  people  is  the  possibility  of 
weakening,  or  perhaps  the  collapse  of  Government  credit  because  of  continued 
deficits,"  the  minority  said  in  commenting  on  the  open-market  powers  the  bill 
proposes  to  confer  on  the  Federal  Reserve  Board. 

Government  financing  should  be  on  the  same  basis  as  private  financing — that 
is,  a  free  and  open  market,  where  the  savings  of  the  people  are  voluntarily  used  in 
the  purchase  of  Government  obligations.  Wherever  the  Government  is  in  a  position 
to  compel  the  use  of  the  savings  of  the  people  to  acquire  such  obligations,  such 
financing  becomes  a  forced  loan  and  is  one  of  the  moat  vicious  Inroads  on  liberty." 
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OPPOSB  "forcing"  banks 


' '  Weakening  of  the  market  for  Government  obligations  is  a  danger  signal  in 

spending  program  of  any  government,  and  this  bill  would  make  it  easy  to  igi 

such  a  danger  signal.  What  most  people  do  not  realize  is  that  whenever  bub 
may  be  forced  to  acquire  Government  bonds  against  their  will  or  at  rates  wtakl 
they  would  not  recognize  if  the  transaction  were  voluntary,  as  far  as  the  actuil 
credit  of  the  Government  is  concerned  deficits  might  just  as  well  be  financed  by 
fiat  money." 

Mr.  Hollister  and  his  colleagues  made  much  of  this  argument  during  the  loot 
hearings  on  the  bill.  Mr.  Eccles  at  that  time  replied  that  the  intent  of  the  pro- 
posed open-market  powers  was  not  to  force  banks  to  buy  Government  obliga- 
tions and  pointed  to  the  ease  with  which  the  Treasury  has  aready  carried  through 
important  refinancing  operations. 

The  Republican  report  remarked  that  "open-market  operations  are  alwin 
conducted  for  all  the  banks  by  the  New  York  Federal  Reserve  Bank,  for  New  York 
is  the  money  and  bond  market  of  the  country." 

"If  this  new  provision  becomes  law,  it  means  that  the  resources  of  the  Federal 
Reserve  banks  from  the  12  districts  may  be  drained  to  New  York  for  the  purpose 

of  acquiring  bonds,  no  matter  how  unwise  it  might  appear  to  bankers  generally, " 
the  minority  went  on.  "Thus  the  board  of  a  particular  Federal  Reserve  bank 
might  consider  that  it  was  already  overloaded  with  Government  bonds  and  yet 
be  forced  to  buy  more." 

They  recommended  further  study  of  the  contents  of  title  II,  calling  it  a  "ckar 
example  of  hasty  and  ill-advised  legislation  on  a  matter  of  vital  importance  to 
the  country."  They  also  condemned  the  proposed  power  to  control  Reserve 
requirements. 

"The  right  to  raise  is  the  right  to  curtail  or  even  stop  entirely  the  norms! 
banking  function  of  lending,"  the  report  said.  "The  right  to  lower  brings  the 
possibility  of  endangering  deposits  by  requiring  insufficient  reserves.  Neither 
power  should  be  lightly  exercied." 

House  leaders  predicted  that  the  bill  would  pass  practically  as  reported,  with 
the  chief  fight  on  the  floor  centering  on  defeating  radical  amendments,  including 
those  for  the  "commodity  dollar",  fixed-price  levels,  and  other  such  proposal* 
of  the  sort. 

{From  the  Baltimore  Sun,  Apr.  21,  1934] 

Banking  Bill  Called  Vital  by  Fletcher 
(By  C.  P.  Trussell) 

Washington,  April  20.— Banking  today  took  the  center  of  the  Washington 
legislative  stage. 

Routed  in  every  attempt  it  made  during  the  last  8  legislative  days  to  strip  the 
principal  features  from  the  social  security  bill,  which  it  finally  helped  to  pass 
yesterday,  the  House  Republicans  turned  their  guns  against  the  omnibus  banking 
measure,  just  emerging  from  the  committee. 

3.M0-WORD    STATEMENT    BY    FLETCHER 

Almost  immediately  there  came  from  the  other  side  of  the  Capitol  a  3,500- 
word  statement  from  Senator  Fletcher  (Democrat  of  Florida),  Chairman  of  the 
Senate  Committee  on  Banking  and  Currency,  in  which  he  warned: 

"There  now  lies  within  the  hands  of  bankers  the  potential  makings  for  one  of 
the  most  stupendous  inflations  this  or  any  other  Nation  has  ever  experienced. 
And  experience  teaches  us  that  banker  control  of  monetary  policy  will  prob- 
ably give  us  an  equally  devastating  financial  whirlwind  when  that  bubble  ia 
pricked." 


"The  omnibus  banking  bill  is  conceived  as  our  most  essential  safeguard." 
His  defense  of  the  measure  centered  almost  wholly  upon  the  so-called  "central 
bank  section."     That  part  of  the  bill  is  being  attacked  not  only  by  the  Repub- 
licans but  also  is  the  subject  of  a  Nation-wide  protest  which  the  Florida  Senator 
denounced  as  an  organized  movement. 
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"Bankers",  Senator  Fletcher  said,  "are  not  qualified  to  determine  nor  com1 
petent  to  administer  our  monetary  policy. 

"They  have  not  been  able  to  discern  the  difference  between  purely  banking 
functions  and  monetary-policy  operations.  As  a  whole  they  have  known  only 
that  money  was  'easy'  or  money  was  'tight',  without  knowing  the  'whys'  and 
'wherefores'  and  have  been  wholly  ineffectual  if  not  irresponsible  in  the  admin- 
istration of  our  monetary  policy." 

FACTS  CANNOT  BE  DENIED 

"We  have  been  sifting  and  winnowing  the  basic  facts  for  the  past  6  long  years. 
We  know  the  facts.  We  have  weighed  the  evidence.  We  have  made  up  our 
minds  as  a  result  of  the  collapses  of  1920  and  1929.  None  of  the  opposition  will 
dispute  the  facts.     They  cannot  deny  them." 

The  pending  bill,  identified  as  the  Banking  Act  of  1936,  is  the  next  piece  of 
legislation  on  the  administration's  "must"  program  to  be  tackled  by  the  House. 
Whether  it  is  actually  an  administration  instrument  has  been  a  subject  of  heated 
debate  between  Senator  Glass  (Democrat  of  Virginia),  of  the  Senate  Banking 
Committee,  and  Representative  Steagall  (Democrat  of  Alabama),  chairman  of 
the  same  committee  of  the  House. 


Senator  Fletcher's  statement  was  received  in  some  quarters  not  only  as  a  reply 
to  Republican  and  banking  opposition  to  the  pending  bill  but  to  the  Virginian, 
who  has  maintained  the  measure  is  only  sponsored  by  Marriner  S.  Eccles,  Gover- 
nor of  the  Federal  Reserve  Board,  rather  than  by  the  President. 

"Title  II,"  said  Senator  Fletcher  of  the  controversial  section  of  the  banking 
bill,  "deals  almost  wholly  with  the  creation  of  machinery  for  the  effective  regula- 
tion of  a  definite  monetary  policy  in  accordance  with  the  campaign  promises  of 
President  Roosevelt  based  on  the  Democratic  platform  of  1932,  which  advocated 
'a  sound  currency  to  be  preserved  at  all  haiards'-and  promised  to  put  an  end  to 
'the  indefensible  expansion  and  contraction  of  credit  for  private  profit  at  the 
expense  of  the  public.'" 

cites  Roosevelt's  promise 

Mr.  Fletcher  also  declared  the  measure  was  a  "definite  attempt"  to  accomplish 
the  ends  "which  the  President  had  in  mind"  when,  on  July  3,  1933,  he  stated  to 
the  American  delegation  to  the  London  Economic  Conference,  and  again  reaf- 
firmed on  October  22  in  his  address  to  the  American  people  in  which  he  stated 
that: 

"  When  we  have  restored  the  price  level  we  shall  seek  to  establish  and  maintain 
n  dollar  which  will  not  change  its  purchasing  and  debt-paying  power  during  the 
s u cceedi ng  generation . " 

Senator  Fletcher's  statement  made  categorical  reply,  although  he  did  not  refer 
to  it,  to  an  arraignment  of  title  II  in  the  first  legislative  report  to  be  made  in  con- 
nection with  the  banking  ir 


Without  waiting  for  the  release  of  the  majority  report  of  the  House  Banking 
Committee,  which  was  sent  to  the  printers  this  afternoon,  the  Republican  mem- 
bers of  that  body  made  public  their  minority  rcpor„.  It  asked  for  complete 
elimination  of  the  central-bank  section. 

Taking  a  view  similar  to  that  of  Senator  Glass,  this  report  asserted: 

"The  present  title  II  is  not  even  the  original  title  II  as  presented  in  the  bill, 
but  is  almost  without  change  an  amended  title  II  submitted  by  Governor  Eccles 
after  he  had  entirely  completed  his  testimony  before  the  committee. 

"  While  the  committee  was  assured  that  the  first  draft  was  the  joint  work  of  all 
the  various  financial  departments  of  the  Government,  and  had  their  joint  ap- 
proval, we  have  no  assurance  that  title  II  in  its  Amended  form  has  received  any 
approval  except  that  of  Governor  Eccles,  or  has  even  been  submitted  to  anyone 

TWO    SECTIONS    HELD    SATISFACTORY 

Title  I,  providing  for  the  merging  of  temporary  F.  D.  I.  C.  funds  into  permanent 
ones  and  keeping  the  deposit  insurance  maximum  at  $5,000,  and  title  111,  making 
various  changes  in  the  present  banking  statute,  including  termination  of  double 
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liability,  were  found  by  the  minority  commit  tee™  en  to  be  "in  the  main"  ratu- 
factory. 

"But  title  II,"  their  report  added,  "while  containing  some  provisions  of  merit 
is  in  its  entirety  such  a  radical  departure  from  the  sound  principles  of  cental 
banking  that  the  evils  it  contains  more  than  counteract  the  advantages  of  tilld 
and  title  III." 

BASIS     OF    MINORITY     OBJECTIONS 

The  minority  objections  centered  upon: 

Changes  in  control  of  the  Governor  and  Vice  Governor  of  the  Federal  Recent 
Board  and  the  governors  of  the  Reserve  banks. 

Increasing  the  power  of  the  Federal  Reserve  Board. 

"Too  great  liberalization"  of  the  discounting  and  borrowing  provisions  of  tte 
Federal  Reserve  member  banks. 

CITES    BANK    OF    ENGLAND    AS    EXAMPLE 

The  present  separation  of  the  Reserve  banks  from  Federal  control,  the  minoritr 
maintained,  "is  in  accordance  with  the  central  banking  practice  in  most  of  the 
more  highly  civilized  countries  under  a  democratic  form  of  government",  ind 
cited  the  Bank  of  England  as  an  example. 

"Conversely,"  the  repnrt  continued,  "countries  under  close  dictatorship,  lite 
Italy  and  Russia,  have  central  banks  entirely  under  government  domination. 
One  of  the  first  and  essential  steps  in  any  dictatorship  is  to  extend  power  over 
the  credit  resources  of  the  country." 

To  realise  the  full  effect  of  the  proposed  changes  in  control  of  governors  of  tU 
Board  and  the  Reserve  banks,  the  committeemen  asserted,  "it  must  be  remem- 
bered that  the  governor  has  always  been  the  dominant  figure  on  the  Board,  and 
the  Board  is  thus  made  more  subject  to  control  by  the  Executive  (the  President'. 

FLETCHER    EXPLAINS    PROVISIONS 

"The  bill  provides",  said  Senator  Fletcher,  "that  the  offices  of  governor  and 
chairman  of  the  board  of  directors  of  each  Federal  Reserve  bank  shall  be  com- 
bined. In  their  places  a  governor  and  vice  governor  shall  bo  appointed  annual!? 
by  the  board  of  directors,  subject  to  the  approval  of  the  Federal  Reserve  Board. 
The  governor  shall  be  the  chief  executive  officer  of  the  bank." 

CALLS    GOVERNORS    VIRTUAL    MCTATORS 

"Whereas  in  the  original  Federal  Reserve  Act  the  executive  head  of  the  bant 
was  to  have  been  known  as  'chairman  of  the  board  of  directors'  and  at  the  sunt 
time  act  in  the  capacity  of  Federal  Reserve  agent,  the  active  head  in  control  of 
purely  banking  operations  waB  to  function  in  the  capacity  of  a  bank  manager, 
the  Federal  Reserve  banks  gave  to  the  bank  manager  the  high-sounding  name  uf 
'governor.' 

"Since  that  time  it  has  developed  that  the  governor  of  each  Federal  Resent 
bank  not  only  has  superseded  the  chairman  and  agent  as  the  executive  officer  of 
the  bank,  but  has  also  become  the  virtual  dictator  of  the  Federal  Reserve  bant 
to  the  extent  of  practically  controlling  the  election  of  directors  who  are  presumed 
to  be  independent  in  the  exercise  of  their  power  in  the  election  of  said  'governor' 

"The  results  are  obvious. 

"The  bill  merely  merges  the  two  offices  and  at  the  same  time  provides  for  the 
retention  of  all  governors  and  chairmen — if  they  are  qualified — and  the  varioui 
board  of  directors  elect  them  governor  and  vice  governor. 


Replying  to  the  Republican  charge  that  under  the  bill  the  Federal  Reserve 
Board  would  become  the  open-market  committee  with  its  decisions  as  to  tbs 
buying  and  selling  of  Government  bonds  "mandatory  on  all"  of  the  Reserve 
banks,  Senator  i  'Letcher  said: 

"We  shall,  through  this  act,  definitely  fix  the  responsibility  for  and  the  po«er 
to  engage  in  open-market  operations  in  the  Federal  Reserve  Board.  In  the 
future  when  money  becomes  'easy'  or  money  becomes  'tight'  or  when  we  «re 
led  into  a  period  of  inflation  or  a  period  of  contraction  and  economic  demoralisa- 
tion, we  shall  be  able  to  put  our  finger  upon  the  Federal  open-market  c 
and  say,  'you  are  responsible.'  " 
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.    quorum",  the  Republicans  held,  could  raise  or  lower  reserve  requirements  at 
,   will,  and  they  added: 

"The  right  to  raise  is  the  right  to  curtail  or  even  stop  entirely  the  normal 
banking  functions  of  lending.  The  right  to  lower  brings  the  possibility  of  en- 
dangering deposits  by  requiring  insufficient  reserves." 

Replying  to  this,  Senator  Fletcher  said:  • 

"The  proposed  banking  act  gives  recognition  to  the  fact  that  there  is  do  safety 
to  be  found  in  arbitrary  judgment  or  arbitrary  figures  with  respect  to  the  reserves 
of  either  Federal  Reserve  banks  or  of  member  banks.  *  *  *  England  has 
no  such  arbitrary  reserve  requirements  established  by  law.  This  country  had 
progressively  found  it  advisable  to  reduce  the  legal  reserve  requirementa  for  even 
commercial  banks  from  an  arbitrary  figure  of  50  to  40  to  25,  until  they  now  stand 
at  13,  10,  and  7  percent  on  demand  deposits  of  commercial  banks,  depending 
upon  the  size  of  the  cities  in  which  they  are  located." 


[Printed  In  lbs  Congressional  Record  Apr,  10,  1931) 
OPENING    ANNOUNCEMENT 

An  American  fireside.  Our  guest  at  an  American  fireside  tonight  is  the  Honor- 
able Duncan  U.  Fletcher,  United  States  Senator  from  Florida  and  Chairman  of  the 
Senate  Committee  on  Banking  and  Currency,  who  will  talk  with  Sherman  Mittell, 
of  the  National  Home  Library  Foundation.  Mr.  Hapgood  is  unable  to  be  with 
us  tonight  but  will  be  back  again  next  Sunday. 

Mr.  Mittell  has  just  greeted  Senator  Fletcher  and  they  are  seated  around 
the  fireside. 

Mr.  Mittell  is  speaking. 

Mr.  Mittell.  A  number  of  these  half  hours  are  given  over  to  discusiing  the 
problems  of  democracy.  Senator  Fletcher,  more  and  more  we  begin  to  see  that 
our  national  problems  are  tied  up  with  correcting  the  errors  of  the  past.  While 
our  frontier  was  open  we  could  develop  without  worrying  about  consequences  or 
the  future.  With  a  closed  frontier  and  with  a  nation  well-knit,  we  begin  to  see 
more  and  more  that  our  commercial  and  industrial  activities  affect  the  very 
foundations  of  our  social  well-being.  The  history  of  banking  hasn't  been  any 
too  fortunate  for  the  American  people  and  for  some  reason  or  other  Americans 
have  always  felt,  until  recently,  that  it  was  a  field  beyond  their  common  every- 
day knowledge  and  concern.  Our  last  tragic  experience,  I  believe,  has  opened 
the  eyes  of  the  people  to  the  realization  that  without  a  sound  banking  system  it 
cannot  have  a  safe,  economic,  or  secure  social  life. 

Justice  Braiideis  has  told  us  in  that  memorable  book — Other  People's  Money 
and  How  the  Bankers  Use  It — which  was  written  20  years  ago  and  which  today  is 
a  classic  in  democracy,  how  the  control  of  the  private  bankers,  particularly  a 
handful  of  men,  constituted  a  strangle  hold  on  our  industrial  life.  This  book, 
as  you  know,  was  written  immediately  after  the  Pujo  investigation  in  1913.  It 
is  the  opinion  of  many  that  had  his  advice  been  taken  and  his  warnings  heeded, 
we  should  not  have  been  thrown  into  the  tragic  situation  wc  experienced  20  years 
later,  affecting  disastrously  millions  of  people. 

For  2  years  your  committee,  with  you  as  its  chairman,  carried  on  an  investiga- 
tion of  our  banking  practices  that  has  already  led  to  banking  reform.  Last  year 
Senator  Cutting  introduced  an  excellent  bill  that  went  a  step  further,  but, 
Senator  Fletcher,  what  is  the  most  important  piece  of  legislation  on  your  com- 
mittee's calendar  at  this  time,  and  can  you  tell  us  something  of  that? 

Senator  Fletcher.  In  my  opinion,  the  proposed  Banking  Act  of  1935  is,  in 
all  probability,  the  most  important  piece  of  banking  and  monetary  policy  legisla- 
tion with  which  this  or  any  other  Congress  has  dealt.  Hearings  are  now  lusing 
held,  and  within  a  short  time  the  committee  will  attempt  to  perfect  this  piece  of 
legislation. 

In  connection  with  this  bill,  I  think  it's  of  interest  to  note  that  numbers  of 
people  misunderstand  its  purpose.  Few  of  them  have  read  the  bill,  due,  probably, 
to  the  pressure  of  personal  business. 


1018  BANKING   ACT   OF    1935  I 

Mr.  Mittell.  Senator  Fletcher,  I  understand  that  the  bill  is,   like  all  GmL  I 
divided  into  three  parts;  title  I  dealing  with  amendments  to  the  depoeit-insunw  I 
law,  the  main  provision  of  which  is  tliat  of  establishing  the  maximum  insurant 
deposit  at  $5,000. 

Senator  Fletcher.  That  is  correct. 

Mr.  Mittell.  And  that  title  III  carries  a  number  of  amendments  to  «_.„_ 
banking  provisions.  I  also  understand  that  bankers,  a  number  of  bankers'  uw- 
ciations,  some  economists,  editors,  and  financial  writers  support  these  two  titlaa. 
On  the  other  hand,  numbers  of  these  people  whom  I  have  just  mentioned  ■» 
opposed  to  title  II.  If  my  statement  is  correct,  Senator,  I  should  think  you 
like  to  explain  to  us  just  why  you  think  "the  proposed  Banking  Act  of  19% 
all  probability  the  most  i  m  porta  ntpiece  of  banking  and  monetary  policy  legida- 
tion  with  which  this  or  any  other  Congress  has  dealt." 

Senator  Fletcher.   I  base  that  statement  upon  the  importance  of  title  II  al 
and  it  is  title  II  of  the  bill  which  is  bearing  the  brunt  of  almost  all  the  oppontin 
made  to  the  entire  piece  of  legislation. 

The  general  public  must  not  be  misled.     This  legislation  will  serve  a  p 
purpose,  and  its  enactment  is  essential  to  the  establishment  of  the  financial  an-i 
economic  security  of  this  Nation's  domestic  enterprises. 

Mr.  Mittell.  Suppose  you  outline  it  more  fully,  Senator  Fletcher. 

Senator  Fletcher.  Title  II  deals  almost  wholly  with  the  creation  of  machiwrt 
for  the  effective  regulation  of  a  definite  monetary  policy  in  accordance  with  tat 
campaign  promises  of  President  Roosevelt.  Those  promises  were  based  on  tbt 
Democratic  platform  of  1932,  which  advocated  "a  sound  currency  to  be  preserved 
at  all  hazards"  and  proposed  to  put  an  end  to  "the  indefensible  expansion  u  ' 
contraction  of  credit  for  private  profit  at  the  expense  of  the  public." 

Moreover,  it  is  a  definite  attempt  to  accomplish  the  ends  which  the  Presidei; 
had  in  mind,  when,  on  July  3,  1933,  he  stated  to  the  American  delegation  to  the 
London  Economic  Conference  and  again  reaffirmed  on  October  22  in  his  addrtas 
to  the  American  people,  in  which  he  stated  that: 

"When  we  have  restored  the  price  level,  we  shall  seek  to  establish  andmaintaia 
a  dollar  which  will  not  change  its  purchasing  and  debt-paying  power  during; "' 
succeeding  generation.      I  said  that  in  my  message  to  the  American  delegatio; 
July  and  I  say  it  now  once  more." 

May  I  point  out  that,  with  one  or  two  exceptions,  title  II  of  the  bill  deals  with 
the  control  over  the  monetary  policy  of  this  Nation.     Such  monetary-po" 
operations  cannot  and  should  not  be  merged  with  purely  banking  operations. 

Mr.  Mittell.   Pardon  me,  Senator,  may  I  ask  that  you  explain  a  little  a 
fully  your  last  statement  to  the  effect  that  "  monetary  -policy  operations  cannot 
and  should  not  be  merged  with  purely  banking  operations"? 

Senator  Fletcher.   Certainly.     The  distinction  must  be  kept  clearly  in  i_ 

The  administration  of  a  monetary  policy  has  to  do  with  the  contraction  aod 
expansion  of  the  credit  and  currency  of  the  country  and  directly  affects  tin 
purchasing  power  of  money.  This  function  transcends  those  of  banking,  farming 
manufacturing,  or  that  of  any  other  business  activity.  It  literally  controls  the 
economic  and  social  welfare  of  the  whole  Nation.  Traditionally,  to  be  sure,  this 
function  has  been  turned  over  to  banks  and  bankers  who  have  operated  it  without 
direct  responsibility  to  anyone.  We  propose  to  centralize  the  powers  and 
responsibilities  for  the  total  expansion  and  contraction  of  currency  and  credit  id 
the  Federal  Reserve  Board. 

Mr.  Mittell.  Senator,  what  are  those  matters  that  have  to  do  with  pure!' 
banking  operations? 

Senator  Fletcher.  Purely  banking  operations  have  to  do  with  the  dirett 
lending  of  the  bank's  cash  or  credit  to  borrowers  in  which  the  major  interest*  of 
the  banker  or  bankers  must  always  be  concerned  with  the  character  of  tbt 
borrower,  security  for  the  loan,  and  the  uses  to  which  the  borrower  is  going  to  put 
the  cash  or  credit  he  obtains  from  the  bank. 

A  loan  made  by  a  bank  is  definitely  an  investment  of  the  bank's  cash  or  credit 
just  us  is  (he  purchase  of  Gover  une'it  bonds,  a  mortgage,  or  any  other  ti-jio  uf 
paper  reprrse  tinji  either  ownership  in  or  uhlipitiont-  v„i  a  piece  nf  pn.pert'  are 
investments  of  a  hank. 

Such  transactions  us  I  have  enumerated  pro  to  make  up  purely  banking  fi-era- 
tions  and  to  the  extent  that  a  banker  eiiKafcs  in  these  transactions,  he  siu.tili:  > 
held  strictly  accountable  fur  their  soundness.  And  in  order  that  we  may  t* 
rissund  (hat  bankers  are  conforming  with  the  law  and  the  rules  and  re^uhiii'" - 
made  by  the  various  examining  agencies  created  by  the  Federal  Government  ai.'t 
the  48  fctate  governments,  bank  examiners  periodically  examine  the  banks  as  to 
the  soundness  of  their  assets  and  the  legality  of  their  operations. 

DigilzeoayGOOgle 
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Mr.  Mittell.  Senator  Fletcher,  haven't  we  heretofore  had  bank  examiners  do 
"  the  thing  you  are  now  asking  should  be  done? 

Senator  Fletcher.  We  have  had  bank  examiners  and  expect  to  retain  them. 
But  bank  examiners  pass  upon  the  soundness  of  an  individual  loan  or  investment 
of  a  bank,  and  finally  upon  the  soundness  of  the  bank  as  a  whole.  But  the 
generative  forces  to  which  I  refer  are  of  such  a  nature  as  to  affect  the  total  volume 
-  of  all  loans,  investments,  and  deposits  of  all  banks  at  one  and  the  same  time,  irre- 
spective as  to  whether  those  loans,  investments,  and  deposits  are  or  are  not  sound. 
These  forces  are  such  as  to  increase  that  volume,  or  decrease  that  volume,  irre- 
spective, of  the  soundness  of  the  work  done  by  bankers  or  by  bank  examiners. 

May  I  stress  the  fact  that  even  though  bankers  and  bank  examiners  use  the 
greatest  amount  of  discretion  in  making  and  supervising  the  loans  and  the  invest- 
ment of  the  bank's  funds,  it  is  possible  to  undermine  and  even  destroy  all  of  their 
painstaking  efforts  by  bringinig  about,  through  open-market  operations,  redis- 
count rates,  and  control  over  reserves,  a  contraction  of  the  total  volume  of  credit 
and  currency  outstanding. 

Mr.  Mittell.  Then  vou  do  not  blame  bankers  as  individuals  for  our  difficulties? 

Senator  Fletcher.  No  J  of  course  not.  There  are  literally  thousands  of  bankers 
in  this  country  whose  heads  are  bowed  in  humiliation  and  shame.  They  are 
blamed  for  the  vicious  results,  many  of  which  they  are  not  able  to  rationalize. 
They  have  had  their  lines  of  credit  shut  off,  their  reserves  reduced,  or  have  experi- 
enced the  withdrawal  of  huge  sums  of  money  upon  demand.  In  turn  they  have 
>  been  forced  to  try  to  call  in  loans  which  they  oftentimes  have  made  with  the 
greatest  of  caution  and  deserved  confidence,  to  be  peremptorily  thrown  without 
.    warning  into  the  maelstrom  of  a  financial  panic,  contraction,  or  depression. 

Mr.  Mittell.   Do  you  hold  all  bankers  more  or  less  blameless? 

Senator  Fletcher.  No.  Among  them  there  have  been  a  few  bankers  "in  the 
know"  and  also  in  a  dominant  position  for  laying  down  the  rules  for  making 
money  "tight"  or  "easy" — of  literally  determining  the  trend — yet  the  latter 
have  not  personally  been  singled  out,  nor  can  they,  under  our  present  system,  be 
called  to  account  for  the  disastrous  results  of  their  acts.  It  is  my  earnest  desire 
that  the  fifteen  or  twenty  thousand  bewildered  bankers,  who  have  never  known 
and  cannot  be  expected  to  know  why  money  is  "tight"  or  "easy",  demand  that 
this  great  destabilizing  and  disturbing  factor  of  monetary  policy  be  separated 
from  banking  per  se  and  placed  in  the  hands  of  men  who  must  and  who  shall  be 
held  responsible  and  accountable  for  their  acta.  Undoubtedy  in  this  great  Nation 
we  can  find  at  least  5  or  8  men,  depending  upon  the  final  provisions  of  the  act, 
who  know  what  it  is  all  about  and  can  be  trusted  to  administer  our  monetary 
policy  intelligently  and  with  the  greatest  amount  of  integrity  and  respect  for  the 
people  and  to  act  for  the  public  welfare. 

Mr.  Mittell.  Senator  Fletcher,  I  think  I  see  your  point,  but  I  wonder  if  you 
can't  explain  to  us  somewhat  more  clearly  the  relative  position  of  a  banker  or 
bankers  to  the  expansion  or  contraction  of  the  total  volume  of  credit  and  cur- 
rency? 

Senator  Fletcher.  Very  well;  I  think  that  relationship  should  be  explained 
very  dearly. 

Id  the  first  place,  it  should  be  explained  that  about  90  or  95  percent  of  our 
total  money  supply  is  in  the  form  of  bank  credit. 

The  remaining  6  or  10  percent  is  made  up  of  legal-tender  currency.  For  all 
normal  business  needs  bank  credit  serves  all  of  the  functions  of  money.  Hence, 
whenever  bankers  increase  or  decrease  the  total  supply  of  bank  credit,  they  are 
for  all  intents  and  purposes  increasing  or  decreasing  the  supply  of  our  money. 

The  total  supply  of  bank  credit  outstanding  at  any  particular  time  is  expressed 
in  terms  of  the  total  deposits  of  all  banks.  When  hankers  make  loans  they 
increase  the  total  amount  of  bank  credit  outstanding  by  increasing  the  amount 
of  their  customers'  deposits.  Likewise,  when  loans  are  paid  off  or  bankers  call 
loans  for  payment,  the  total  amount  of  bank  credit  is  reduced. 

Mr.  Mittell.  Senator  Fletcher,  aro  there  any  "rules  of  thumb",  so  to  speak, 
which  control  the  total  expansion  or  contraction  of  hank  credit  during  periods  of 
normal  business  conditions? 

Senator  Fletcher.  In  periods  of  normal  husine.ss  conditions  hankers  arc  per- 
mitted to  have  deposits  outstanding  In  any  amounts  not  to  exceed  the  maximum 
permitted  under  either  a  banker's  "rule  of  thumb"  or  a  comparable  statutory 
"rule  of  thumb,"  Either  of  these  "rules  of  thumb",  which  I  snail  subsequently 
explain,  afford  us  no  ultimate  protection  against  the  overexpanslon,  even  "in- 
flation "  of  bank  credit,  as  I  shall  point  out.  The  first  "  rule  of  thumb  "  I  wish 
to  explain  is  that  which  the  Comptroller  of  the  Currency  and  bankers  through 
long  experience  have  been  applying  to  the  capital  structure  of  a  bank  in  enm- 
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parison  with  its  total  outstanding  deposits.  It  has  received  quite  ■  bit  of  Sta- 
tion during  the  last  2  or  3  years  on  the  part  of  the  Comptroller  in  his  attempt* 
bring  the  capital  structure  of  a  bank  in  line  with  its  total  deposits  and,  has  resulttd 
in  the  sale  of  either  the  preferred  stock  or  debentures  of  a  bank  to  the  Reconitn* 
tion  Finance  Corporation,  where  private  subscription  could  not  be  had.  Cads' 
this  rule,  bankers  are  permitted  to  have  deposits  outstanding  not  to  exceed  II 
tiroes  their  capital,  surplus,  and  undivided  profits. 

Mr.  Mittell.  Can  you  express  that  rule  in  terms  of  figures  for  us,  Senfcr 
Fletcher? 

Senator  Fletcher.  That  means  that  if  the  total  capital,  surplus,  and  o 
divided  profits  of  all  banks  in  the  country  is  $5,000,000,000,  then  the  banki 
the  country  cannot  have  deposits  outstanding  in  excess  of  $50 ,000 ,000,000. 

To  make  it  more  concrete,  may  I  remind  you  that  on  June  30,  1934,  the  total 
amount  of  capital,  surplus  and  undivided  profits  was  approximately  7J4  bfllit 
dollars.  That  would  mean  that  the  banks  would  be  permitted  under  ooral 
business  conditions  to  expand  their  deposits  in  an  amount  not  to  exceed  fTi- 
000,000,000.  On  that  date,  however,  the  total  of  deposits  stood  at  46H  «""" 
If  we  considered  only  the  10-to-l  "nile  of  thumb",  bankers  would  in  the 
of  time  be  permitted  to  increase  their  deposits  some  £30,000,000,000.  Homer, 
before  they  reach  that  maximum  of  $75,000,000,000  they  will,  of  course,  hank) 
give  immediate  consideration  to  the  building  up  of  what  is  known  as  their  rtsuiu. 

Mr.  Mittell.  What  is  the  evident  weakness  of  such  a  10-to-l  "rule  <t 
thumb"? 

Senator  Fletchek.  The  weakness  of  the  above  10-to-l  "rule  of  thumb" 
that  the  limitation  on  the  expansion  of  the  total  amount  of  bank  credit  outstaa 
ing  is  a  fleeting  fantasy,  for  the  reason  that  bankers  may  and  will  increase  tb 
capital,  surplus,  and  undivided  profits  solely  in  the  interest  of  private  proft 
That  power  absolutely  roust  be  exercised  and  controlled  in  the  public  ioten 
and  not  for  private  profit. 

Under  such  a  rule,  the  total  of  bank  credit  outstanding  may  range  betwsa 
two  extremes  where  the  upper  limit  is  10  times  the  variable  factor  of  capittl, 
surplus,  and  undivided  profits;  and  the  lower  limit  of  contraction,  destn  "*:~" 
and  deflation  of  bank  credit  is  an  absolute  zero. 

Mr.  Mittell.  It  doesnot  seem  the  10-to-l  "ruleof  thumb"  of  the  banket* «bJ 
the  Comptroller  affords  us  much  security. 

Senator  Fletcheb.  That  leads  us  to  the  consideration  of  a  statutory  "rule  & 
thumb"  incorporated  in  the  Federal  Reserve  Act  and  subject  to  a  eompiribit 
limitation  from  the  point  of  view  of  safety,  security,  or  protection  of  the  putfc 
interest  if  the  instruments,  the  power,  and  the  responsibility  for  the  adminiitn- 
tion  of  our  monetary  policy  are  not  placed  in  a  competent  and  responsible  it 
ministrative  body. 

Mr.  Mittell.  You  mentioned  reserves,  Senator  Fletcher,  and  I  recall  that 
was  some  statutory  provision  in  that  connection.  What  has  been  the  remit*' 
our  experience  under  the  statutory  rule? 

Senator  Fletcher.  As  a  result  of  bitter  experience,  a  fixed  statutory  rule  L_ 
proven  to  be  unsatisfactory.  Under  it  in  times  of  normal  business  condition*  * 
total  supply  of  bank  credit  outstanding  at  any  particular  time  is  determined  br 
the  volume  of  bank  reserves  and  the  required  reserve  ratio  which  is,  routM* 
for  all  deposits,  another  10-to-l  ratio;  and  is  almost  as  unsatisfactory  from* 
point  of  view  of  the  public's  security  when  left  to  the  control  of  banks  and  but** 
as  has  been  demonstrated  with  the  first  "rule  of  thumb."  The  public's  »M*> 
security,  and  welfare  are  not  adequately  protected  in  this  "rule  of  thumb"  »bi 
is  expressed  in  terms  of  an  arbitrary  ratio,  yet  variable  item  of  "  required  restm** 

Mr.  Mittell.  Why  do  you  say  bank  reserves  are  a  variable  item.  Sets* 
Fletcher? 

Senator  Fletcheh.  Bank  reserves  are  variable  for  the  reason  that  they  e» 
be  increased  through  gold  imports,  inflow  of  currency  from  circulation,  or  rtcsW 
of  Federal  Reserve  funds.  Hence  the  banking  system  as  a  whole  will  be  into* 
increase  the  total  volume  of  bank  credit  outstanding  by  approximately  10  tfest 
the  Amount  of  increased  reserves.  Inversely  a  loss  of  reserves  has  a  tendency* 
result  in  a  tenfold  contraction  of  bank  credit. 

To  make  this  observation  more  concrete,  may  I  recall  certain  years  of  oaf 
sion,  when  banks  were  suffering  severe  losses  of  deposits  and  reserves.  ' 
banks,  in  order  to  meet  reserve  deficiencies,  were  forced  to  ourtail  loans  and  ton 
men  ts,  with  the  result  that  fully  one-third  of  our  supply  of  bank  money  «■ 
stroyed.  Thus,  at  the  very  t\m&  wViea  the  rate  of  spending  was  declining) . 
volume  of  money  avtiftaMe  tot  spwv&^^^^^^^^^^ted  with  dlsscts 
effects  on  business  activity,  (mqftnyawBA,  wA iiiamaVVwAnsk 
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Mr.  Mittbll.  Senator  Fletcher,  may  I  interrupt  your  discussion  for  the 
moment  and  ask  as  to  bow  banks  are  situated  with  respect  to  required  reserves? 

Senator  Fletcher.  At  the  present  time  the  member  banks  alone  hold  approxi- 
mately two  billions  of  excess  reserves,  which  would  permit  them  to  expand  their 
deposits  by  approximately  $20,000,000.  Nonmember  banks  possess  additional 
powers  for  the  expansion  of  bank  credit.  Even  thirty  billions  of  expansion  is 
not  the  maximum,  for  the  reason  that  reserves  are  in  turn  built  up  through  the 
sale  or  rediscount  ng  of  banker-created  credjt  obligations  to  the  banker-owned 
and  Iwnker-controlled  Federal  Reserve  banks.  It  is  evident  that  thia  situation 
has  the  possibilities  of  an  unsound  expansion  of  bank  credit  for  private  profit. 

Mr.  Mittell.  tf  I  understand  you  correctly,  it  is  possible  to  have  a  thirty- 
billion- dollar  inflation  of  bank  credit? 

Senator  Fletcher.  Yes.  At  some  time  in  the  future  they  will  at  least  have 
built  up  their  deposits  to  a  maximum  of,  we  might  say,  sixty-five,  seventy,  or 
even  seventy-five  billions  of  dollars.  This  they  can  do  only  by  literally  creating 
credit  money.     Such  a  process  of  building  up  deposits  is  commonly  termed  "ex- 

Snsion  of  credit",  and  consists  of  the  extension  of  loans  by  commercial  banks  to 
=ir  customers  by  giving  them  credit  on  the  books  of  the  banks. 

During  a  period  of  contraction  the  reverse  takes  place.  What  we  have  is  an 
actual  wiping  out  of — or  the  destruction  of— these  credits  through  the  calling  of 
loans  and  the  refusal  of  banks  to  extend  further  credit  where  obligations  have 
matured. 

Mr.  Mittell.  Just  at  that  point,  Senator  Fletcher,  permit  me  to  ask  to  what 
extent  has  the  contraction  or  destruction  of  bank  credit  taken  place  since  the 
collapse  of  1929? 

Senator  Fletcher.  The  destruction  of  bank  credit  alone  amounted  to  over 
$20,000,000,000  between  October  1929  and  December  1933.  This  paralysed  all 
business.  The  cumulative  results  upon  our  national  income  have  been  likewise 
disastrous.  At  the  darkest  hour  of  this  depression  we  were  losing  in  excess  of 
$4,000,000,000  monthly  in  national  income.  The  total  loss  of  national  income 
during  the  6  years  of  this  depression  will  amount  to  probably  $150,000,000,000. 
Such  an  amount  is  in  addition  to  the  physical  suffering  and  mental  anguish  of 
millions  of  our  unemployed  and  other  millions  dependent  upon  them. 

The  aim  is  to  cod  this  sort  of  thing. 

Mr.  Mittell.  Thank  you,  Senator.  That  answers  my  question.  Please 
proceed  with  your  general  discussion  of  the  expansion  and  contraction  of  bank 

Senator  Fletcher.  The  general  policy  of  expansion  of  bank  credit  by  all 
banks  arises  during  a  period  of  what  is  known  as  easy  money",  and  takes  place 
after  a  definite  easy-money  trend  is  established.  A  reversal  of  the  trend  is 
referred  to  as  money  being  "tight"  and  is  accompanied  by  a  contraction  of 
loans  and  a  reduction  in  the  total  of  bank  credit  outstanding.  The  process  of 
establishing  these  trends  is  the  very  heart  of  what  has  become  known  as  "mone- 
tary policy  operations."  Such  operations  vitally  affect  the  economic  life  of  the 
Nation.  The  results  of  these  operations  have  had  ascribed  to  them  the  colorful 
names  of  periods  of  prosperity,  booms,  crises,  panics,  and  depressions.  Much 
more  inclusive  terms  have  been  used,  however,  such  as  "periods  of  expansion" 
and  "periods  of  contraction." 

Mr.  Mittell.  What  part  does  the  individual  banker  play  in  these  pcriodsof 
expansion  and  contraction,  or  of  creating  them? 

Senator  Fletcher.  Individually  they  have  almost  nothing  to  do  with  the 
creation  of  the  up  or  down  trend.  After  the  up  trend  is  established,  however, 
bankers  may  or  may  not  follow  the  trend  by  increasing  their  loans  and  coinci- 
dental! y  increasing  their  deposits  at  the  same  time  that  all  other  banks  are 
expanding.  On  the  other  hand,  when  a  period  of  contraction  sets  in,  every 
banker,  must  in  self-defense,  not  only  refuse  to  extend  further  loans,  but  more 
often  is  forced  of  necessity  to  call  loans  and  refuse  to  permit  the  extension  of  the 
life  of  loans  which  arc  at  the  time  outstanding. 

Mr.  Mittell.  Then,  Senator,  you  are  not  condemning  bankers  individually, 
but,  on  the  other  hand,  are  offering  a  defense  of  them,  are  you  not? 

Senator  Fletcher.  That  is  correct,  except  to  the  extent  they  have  failed  to 
recognize  the  facts  which  1  am  now  pointing  out.  It  would  seem  that  the  Ameri- 
can Bankers'  Association  and  their  connections  might  have— as  a  result  of  a 
thorough  analysis  or  the  facts— ameliorated,  if  not  prevented,  the  paralyzing 
contraction  of  bank  credit  so  disastrous  to  this  Nation. 

Mr.  Mittell.  Who  then,  is  responsible:  and  at  what  forces  is  this  bill  directed? 

Senator  Fletcher.  Title  II  of  the  bill  does  not  deal  with  banks  or  bankers 
individually.    It  deals  with  banking  operations  as  a  whole  only  to  the  extent  of 
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centralizing  the  responsibility  for  the  exercise  of  the  powers  which  control  ttt 
establishment  of  these  trends.  The  individual  operations — such  as  lendnt, 
investing,  and  so  forth — of  commercial  banks  are  not  contained  in  the  snbjert 
matter  of  title  II.  However,  the  power  to  create  or  destroy  the  reserves  «f 
commercial  banks,  to  raise  or  lower  the  rediscount  rate,  and  other 


incidental  to  the  effective  regulation  and  control  over  the  monetary  policy  ■ 
this  Nation,  constitute  the  sole  subject  matter  of  this  portion  of  the  bfll. 

The  power  to  determine  the  trend  is  at  the  present  time  committed  witboit 
definite  responsibility  to  the  Federal  open  market  committee,  the  12  Fedenl 
Reserve  banks,  and  the  Federal  Reserve  Board.  They  are  unwilling,  however, 
to  assume  the  responsibilities  for  the  disastrous  results  which  have  proatrsM 
the  Nution.  Moreover,  no  adequate  penalties  can  be  ascribed.  It  is  futile  to 
attempt  to  continue  under  the  present  set-up.  In  conformity  with  that  provirioi 
of  the  Constitution  which  declares  the  "Congress  shall  have  the  power  to  cob. 
money,  regulate  the  value  thereof,  and  of  foreign  coin",  we  propose  to  nertom 
our  legislative  duty  through  the  enactment  of  this  bill. 

Mr.  Mittell.  Well  said,  Senator.  I  am  beginning  to  understand  why  yM 
attach  such  vast  importance  to  the  bill. 

Senator  Fletcher.  The  power  to  initiate  open-market  operations  is  now  h 
the  hands  of  the  committee  which  consists  of  governors  of  the  Federal  Resent 
banks.  The  Reserve  banks  individually,  however,  may  or  may  not  choose  to 
cooperate.  The  choice  depends  upon  the  purely  private  interests  and  prink 
profit  motives  of  these  banks.  Public  interest  must  not  be  compromised  far 
private  profits. 

Mr.  Mittell.   Well,  what  do  you  intend  to  do  to  protect  the  public's  interest! 

Senator  Fletcher.  Wc  propose  to  revert  approximately  to  the  original  pur- 
pose of  the  Federal  Reserve  Act  in  which  the  executive  head  of  the  Reserve  banb 
was  designated  as  an  agent  of  the  Federal  Reserve  Board.  Moreover,  we  sbal 
both  in  spirit  and  in  fact  conform  with  the  original  provision  of  section  11  of  that 
act,  which  states  "The  Federal  Reserve  Board  shall  be  authorized  and  empowered 
•     *     *     (subsection  j)  to  exercise  general  supervision  over  said  Federal  Reserve 

Mr.  Mittell.  What  effect  will  that  have  upon  the  regional  operations  of  ■ 
Federal  Reserve  bank? 

Senator  Fletcher.  Wc  are  not  destroying  the  purely  regional  bankingopenv- 
tions  of  the  12  Federal  Reserve  banks.  We  are  only  restoring  to  the  Federal 
Reserve  Board  powers  which  have  been  wrested  from  the  Board  by  the  governor! 
of  the  Federal  Reserve  banks.  Bankers,  per  so,  will  not  l>e  deprived  of  a  single 
purely  banking  function.  At  the  same  time  we  expect  to  give  to  them  that 
security  which  is  absolutely  essential  to  the  protection  of  the  economic  and  social 
life  of  this  Nation. 

Political  control  over  the  system  is  not  our  object,  nor  is  it  the  issue.  Again  I 
say,  "Do  not  be  misled."  The  people  of  this  Nation,  through  the  Congress,  are 
determined  to  "  nail  down  "  and  fix  the  responsibility  for  the  expansion  and  con- 
traction of  our  credit  and  currency  and  concentrate  "those  powers  in  the  hands  of 
men  who  must  "do  the  job." 

Mr.  Mittell.  Thank  you.  Senator  Fletcher.  I  think  your  remarks  tuiiiihl 
were  of  great  educational  iiiijHirtunee  to  our  people.     It  is  my  feeling  thai  the 

iiulilic  will  support  your  efforts  at  banking  reform  if  they  receive  adequate  in- 
onnation. 

Our  problem  today  is  to  bring  enlightenment  on  those  social  and  economic 
questions  that  press  for  a  solution  and  about  which  there  are  no  adequate  terti 
accessible  to  the  million*.  To  meet  this  need  we  recently  brought  out  inexpensive 
reprints  of  that  great  classic  in  democracy,  Other  People's  Money,  by  Justice 
Brand? is,  and  have  recently  issued  a  new  book,  Money  and  Its  Power,  by" Window 
and  Brougham,  which  explains  simply  and  comprehensively  the  questions  and 
problems  related  to  money,  its  vises,  and  power. 

Senator  Fletcher.  1  have  read  both  books.  The  first,  of  course,  is  a  class*, 
ami  Kh.jiilri  he  i:i  every  home.  But  Money  and  Its  Power  I  found  particularly 
appropriate  at  this  time.  It  is  an  excellent  condensed  discussion  of  the  uses, 
characteristics,  standards,  in  Hut  Ion,  foreign  exchange,  and  related  subjects.  It 
contains  much  valuable  information,  well  arranged,  and  expressed.  1  have  rvcoiu- 
mended  if  to  friends  who  an1  studving  banking,  currcnev,  and  Munctarv  polirv. 

It  is  a  very  helpful  and  useful  book. 
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